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THURSDAY,  NOVEMBER  1,  1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

San  Francisco,  Cal. 

The  Joint  Committee  on  Interstate  Commerce  met,  pursuant  to 
call  of  the  chairman,  in  the  Palace  Hotel  at  10  o'clock  a.  m.,  Senator 
Francis  G.  Newlands  (chairman)  presiding,  Representative  William 
C.  A.damson  (vice  chairman). 

The  Chairman.  The  Joint  Committee  on  Interstate  Commerce 
has  assembled  in  San  Francisco  for  the  purpose  of  hearing  represen- 
tatives of  the  various  State  commissions  and  of  commercial  bodies 
and  others,  in  the  Intermountain  and  Pacific  coast  regions,  regard- 
ing the  transportation  problems  that  relate  to  that  region  and  also 
the  general  survey  of  the  railroad  and  transportation  question  con- 
templated by  Senate  resolution  60,  with  which  you  are  probably 
familiar. 

That  resolution  calls  for  an  investigation  of  the  question  of  the 
regulation  of  interstate  commerce  and  also  the  question  of  Govern- 
ment ownership  of  public  utilities  engaged  in  interstate  commerce, 
including  not  only  railroads  but  oil  lines,  telegraph  lines,  and  tele- 
phone lines.  Our  inquiry  thus  far  has  covered  the  question  of  the 
form  of  the  organization  of  railways,  as  to  whether  that  form  shall 
be  under  National  or  State  corporations,  and  it  has  also  covered  the 
question  of  exclusive  control  of  the  issues  of  securities  by  corpora- 
tions engaged  in  interstate  commerce  and  also  the  question  of  the 
organization  of  the  Interstate  Commerce  Commission;  the  question 
of  regional  commissions  has  also  come  up  in  connection  with  the 
Organization  of  that  commission,  the  regional  commissions  operating 
in  the  various  regions  of  the  country  being  brought  into  close  contact 
with  the  commercial  interests  affected,  with  possibly  an  appeal  to  the 
central  commission  at  Washington. 

We  are  here  to  listen  to  any  suggestions  relating  to  the  general 
problems,  or  relating  to  the  local  problems  on  this  coast,  or  the  Inter- 
mountain region,  and  I  will  open  by  taking  a  survey  of  those  who 
wish  to  participate  in  these  hearings  and  the  subjects  upon  which 
they  wish  to  be  heard.  I  will  suggest  that  where  there  are  a  number 
who  are  interested  in  the  same  subject  that  they  concentrate  as  much 
as  possible  by  the  selection  of  one  or  two  to  represent  their  views, 
although,  of  course,  we  intend  to  give  the  widest  opportunity  to  be 
heard.  But  it  is  important  that  our  record  should  not  be  a  too  bulky 
one:  that  we  should  take  into  consideration  the  fact  that  we  have 
taken  some  2,000  pages  of  testimony,  and  we  have  only  commenced 
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the  inquiry.  All  of  you  realize,  of  course,  that  if  we  have  too  bulky 
a  record  it  will  never  be  read  and  never  be  a  fruitful  source  of  infor- 
mation upon  these  various  subjects,  if  the  hearings  are  too  much 
diffused. 

I  will  ask  whether  there  are  any  representatives  here  of  State  com- 
missions who  would  like  to  be  heard  upon  any  of  these  problems? 

Mr.  Jones.  F.  A.  Jones,  chairman  of  the  Arizona  Corporation 
Commission.  My  request  for  time  would  depend  somewhat  upon  the 
developments  of  the  hearings. 

The  Chairman.  Is  there  any  special  subject  upon  which  you  wish 
to  be  heard,  Mr.  Jones  1 

Mr.  Jones.  Possibly  the  apparent  conflict  between  State  and  inter- 
state regulation.  That  is  as  important  as  anything  to  the  State  com- 
missions. 

The  Vice  Chairman.  Mr.  Chairman.  I  would  suggest  to  Mr.  Jones 
that  it  would  not  be  safe  for  him  to  give  direction  to  his  testimony 
according  to  what  he  thinks  may  be  developed  here,  because  we  have 
already  had  hearings  and. will  have  many  more  hearings,  probably; 
so  you  had  better  address  yourself  to  the  subject  which  in  your  mind. 
seem-  best.  This  may  constitute  but  a  very  small  part  of  the  hear- 
ings out  here. 

Mr.  Jones.  I  should  be  glad  of  the  opportunity  to  have  a  few 
moments  at  any  time. 

The  Chairman.  When  would  you  like  to  be  heard,  Mr.  Jones? 

Mr.  Jones.  My  preference  would  be  to-day  or  to-morrow.  I  do 
not  know  how  long  the  committee  will  sit. 

The  Chairman.  We  will  probably  not  proceed  far  in  the  hearings 
to-day.     Would  you  like  to  be  heard  to-morrow? 

Mr.  Jones.  To-morrow  will  be  satisfactory. 

The  Chairman.  We  will  have  a  meeting  to-morrow,  commencing 
at  10  o'clock. 

Mr.  Thelen.  Commissioner  Loveland,  Commissioner  Gordon,  and 
I  are  here  representing  the  California  commission.  Commissioner 
Edgerton  will  be  here  later.  We  may  have  some  little  affirmative 
testimony,  such  testimony  as  will  probably  take  not  more  than  10 
or  15  minutes. 

I  am  also  here  in  the  absence  of  Senator  Bristow,  who  is  chair- 
man of  the  committee  on  State  and  Federal  legislation  of  the  Na- 
tional Association  of  Railway  and  Utilities  Commissioners.  In  his 
absence  I  have  been  delegated  to  represent  the  national  association 
at  these  hearings. 

The  Chairman.  Mr.   Thelen,  you  will  recall  that  you  were  to 
present    yourself   again   for   examination   by   the   members   of   the?* 
committee. 

Mr.  Thelen.  I  shall  throw  myself  on  the  mercy  of  the  committee 
at  any  time  when  the  committee  desires  to  proceed  with  me. 

The  Chairman.  Will  you  be  ready  to  proceed  at  any  time? 

Mr.  Thelen.  At  any  time  that  suits  the  convenience  of  the  com- 
mittee. 

The  Chairman.  Is  there  anyone  else  who  desires  to  be  heard  ? 

Mr.  McCarthy.  W.  S.  McCarthy,  representing  the  traffic  bureau 
of  Utah.  I  desire  to  enter  an  appearance  and  may  desire  to  present 
some  testimony  or  figures  if  it  seems  necessary  as  the  hearings 
develop. 
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The  Chairman.  Upon  what  subjed  would  you  like  to  be  heard? 

Mr.  McCarthy,.  The  subjects  of  Federal  control  as  againsl  that 
of  State  commissions,  and  also  the  matter  of  rates  as  probably  affect- 
ing the  long  and  short  haul  clause,  as  it  interests  the  intermouhtain 
country. 

The  Chairman.  Is  there  any  other  State  commission  which  would 
like  to  he  heard?  Are  there  any  chambers  of  commerce  or  boards 
of  trade  represented  here? 

Mi-.  Mann.  Air.  Seth  Mann.  If  the  committee  please.  1  would  like 
to  enter  my  appearance  for  the  San  Francisco  Chamber  of  Commerce, 
and  probably  some  time  next  week,  if  the  committee  is  sitting,  I  shall 
he  ready  to  appear  before  you. 

The  Chairman.  Some  time  next  week? 

Mr.  Mann.  Yes,  sir. 

Mr.  Gregson,  Fred  P.  Gregson,  representing  the  traffic  department 
of  the  Associated  Jobbers  of  Los  Angeles,  a  commercial  organization 
won  hi  like  to  be  heard  on  both  the  question  of  Federal  control  and 
the  intermountain  situation. 

The  Chairman.  The  question  of  the  long  and  short  haul  clause? 

Air.  Gregson.  The  long  and  short  haul  clause,  and  as  to  time,  I 
should  like  to  follow  in  line  with  the  commercial  bodies  and  State 
commissions  and  after  Air.  Mann,  of  San  Francisco. 

Air.  Bradley.  G.  J.  Bradley,  representing  the  commercial  interests 
of  Sacramento,  Cal.  I  wish  to  enter  an  appearance  and  ask  the 
courtesy  of  the  committee,  if  I  feel  so  disposed,  to  give  very  short 
testimony.  I  may  not  have  anything  to  say,  but  I  should  like  the 
privilege,  if  occasion  arises,  both  as  regards  the  question  of  State 
against  Federal  control  and  also  as  regards  the  long  and  short  haul 
clause. 

Mr.  Hill.  F.  AI.  Hill,  representing  the  Fresno  Traffic  Association, 
I  may  or  may  not  have  something  in  the  way  of  testimony  to  present, 
hut  I  should  like  to  reserve  a  little  time,  if  your  honor  will  permit, 
on  the  question  of  State  and  Federal  commissions  and  the  long  and 
short  haul  clause. 

The  Chairman.  Will  you  inform  the  clerk  when  you  will  be  ready 
to  proceed  \ 

Mr.  Hill.  Yes,  sir;  I  would  like  to  follow  the  other  commercial 
interests  in  their  line. 

Air.  Mann.  I  should  also  like  to  enter  the  appearance  of  S.  J. 
Wetrick,  of  Seattle,  who  will  enter  the  city  to-night,  according  to  a 
telegram  I  received. 

Mr.  Bishop.  L.  B.  Bishop,  representing  the  Oakland  Chamber  of 
Commerce,  would  like  to  enter  an  appearance  and  possibly  would 
Eke  to  put  in  some  testimony  on  the  questions  which  have  been  men- 
tioned. 

The  Chairman.  Are  there  any  other  chambers  of  commerce  rep- 
resented \ 

Air.  Sommers.  J.  C.  Sommers.  representing  the  Stockton  Chamber 
of  Commerce.  I  do  not  know  whether  I  would  like  to  put  in  any 
testimony,  but  if  I  do.  it  will  he  along  the  same  lines  as  the  other 
commercial  organizal  ion-. 

The  Chairman.  Please  keep  the  clerk  informed  as  to  your  where- 
abouts in  case  we  should  have  an  opportunity  to  hear  you. 

Mr.  Sommers.  Yes,  sir. 
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The  Chairman  Are  there  any  other  commercial  bodies  that  would 
like  to  be  heard?  Are  there  any  individual  who  would  like  to  be 
heard  on  these  questions,  whether  representatives  or  not  of  commer- 
cial bodies? 

Mr.  Troy.  E.  P.  E.  Troy,  representing  the  Public  Ownership  Asso- 
ciation of  San  Francisco,  would  like  to  deal  with  the  various  stages 
of  the  railroad  question  and  public  Ownership  that  would  tend  to 
enlighten  your  committee  on  the  question  of  Government  and  public 
ownership. 

The  Chairman.  When  would  you  like  to  be  heard? 

Mr.  Troy.  I  should  like  to  follow  toward  the  latter  end  of  your 
session,  after  you  have  heard  the  official  and  commercial  bodies. 

The  Chairman.  Will  you  be  in  attendance,  so  as  to  be  available  for 
call  at  any  time  \ 

Mr.  Troy.  Yes,  sir;  I  shall,  but  I  should  like  to  have  a  little  notice 
in  order  to  prepare  in  a  proper  way  what  T  want  to  say. 

The  Chairman.  Senator  Cummins  suggests  that  we  should  pro- 
ceed to-morrow  morning  consecutively  and  as  speedily  as  possible 
with  these  hearings. 

The  Vice  Chairman.  You  mean  in  the  order  in  which  the  gentle- 
men have  entered  their  appearances? 

The  Chairman.  In  the  order  in  which  they  are  willing  to  appear, 
so  that  I  imagine  Mr.  Thelen  will  be  ready  to-morrow  morning.  Is 
there  anybody  else  who  will  lie  ready  to-morrow  morning? 

The  Vice  Chairman.  T  suggest  dial  after  the  cross-examination  of 
Mr.  Thelen  is  concluded  that  we  take  up  the  witnesses  in  the  order  in 
which  they  have  entered  their  appearances  this  morning. 

Senator  Cummins.  That  is  entirely  satisfactory  to  me.  I  think 
Mr.  Healy  can  probably  arrange  for  the  order  in  which  they  should 
come  on. 

The  Vice  Chairman.  If  they  desire  to  make  any  substitutions  or 
change  places,  that  can  be  done  by  mutual  consent. 

The  Chairman.  The  clerk  will  arrange  with  the  gentlemen  who 
have  made  their  appearances  as  to  the  order  in  which  they  shall 
appear. 

Is  there  anybody  else  who  wishes  to  be  heard  ?  The  committee  has 
received  an  indication  that  some  of  the  representatives  of  the  com- 
mercial bodies  and  State  commissions  of  the  intermountain  region 
would  like  to  be  heard  regarding  the  long  and  short  haul  clause.  I 
received  a  communication  from  Senator  King,  of  Utah,  informing  me 
that  there  was  a  gentleman  to  be  here.  I  think  a  gentleman  from 
Utah  presented  his  appearance,  and  I  should  like  to  know  from  him 
whether  Senator  King  will  appear  before  us. 

Mr.  McCarthy.  I  understand  not.  I  understand  Senator  King  is 
leaving  for  Honolulu  to-day  and  will  not  appear.  As  to  the  sugges- 
tion concerning  the  testimony  being  given  in  the  order  in  which  ap- 
pearances were  entered.  I  should  like  to  say,  so  far  as  Utah  is  con- 
cerned, I  am  not  prepared  at  the  present  time  to  offer  the  testimony 
that  should  be  given  in  support  of  our  position.  I  should  like  to  de- 
fer that  to  a  date  later  in  the  hearings. 

The  Chairman.  Mr.  Bartine.  the  chief  of  the  Nevada  commission, 
stated  that  he  wished  to  appear.  He  does  not  seem  to  be  present 
to-day. 
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Mr.  Thelen,  if  you  are  ready  now  the  committee  will  hear  you  and 
proceed  until  about  12  o'clock  and  then  adjourn  until  to-morrow  at 
10  o'clock. 

STATEMENT  OF  MR.  MAX  THELEN— Resumed. 

'Senator  Cummins.  Mr.  Thelen,  you  appeared  before  the  committee 
some  months  ago,  but  in  order  to  make  the  connection  I  suggest  that 
you  state  here  your  relation  to  this  matter. 

Mr.  Thelen.  At  the  time  I  appeared  before  this  committee  in 
Washington,  I  was  the  president  of  the  National  Association  of  Rail- 
way Commissioners.  My  term  has  expired  since,  and  at  the  present 
time  I  am  a  member  of  the  committee  on  State  and  Federal  legisla- 
tion of  the  National  Association  of  Railway  and  Utility  Commis- 
sioners. I  am  also  president  of  the  Railroad  Commission  of  Cali- 
fornia. 

Senator  Cummins.  As  I  remember  your  statement  or  argument, 
you  were  opposed  to  the  plan  of  Federal  incorporation  which  had 
been  rather  elaborately  laid  before  the  committee  by  Mr.  Thorn? 

Mr.  Thelen.  Yes ;  that  is  true. 

Senator  Cummins.  You  were  opposed  to  it  for  various  reasons,, 
but  among  other  reasons,  because,  first,  it  would  result  in  substituting 
Federal  control  for  State  control  in  many  things  which  you  thought 
would  be  unwise  ? 

Mr.  Thelen.  I  was  opposed  to  it  in  part  because  of  the  provisions 
of  that  plan  as  presented  by  the  railroads,  and  I  was  opposed  to  it 
also  because  of  my  feeling  that  this  plan  of  Federal  incorporation,  as 
presented  by  the  railroads,  was  merely  to  be  used  as  an  agency  for 
taking  awajr  from  the  States  all  their  powers  in  connection  with  the 
railroads  to  any  extent  engaged  in  interstate  commerce.  In  other 
words,  my  opposition  is  based  in  part  to  the  specific  plan  as  presented 
and  in  part  to  the  general  purpose  and  aim  which  I  believe  the  rail- 
roads have  in  connection  with  the  general  subject  of  Federal  incor- 
poration of  railroads. 

Senator  Cummins.  Without  attempting  to  recite  the  various  points 
of  your  argument,  as  I  remember  it,  you  were  opposed  to  a  compul- 
sory Federal  incorporation  law,  because  you  believe  that,  through  the 
instrumentality  of  Federal  incorporation,  the  States  could  be  and 
would  be  deprived,  first,  of  its  authority  to  regulate  or  control  intra- 
state rates,  and  also  its  power  to  tax  the  railway  property? 

Mr.  Thelen.  As  I  understand  the  plan  presented  by  the  railroads, 
it  does  not  contemplate,  at  this  time,  that  the  States  shall  be  deprived 
of  their  power  to  tax  railway  property  nor  that  they  shall  be  deprived 
of  police  powers  which  the  railroads  denominate  as  nonvital.  But  if 
the  plan  is  followed,  then  it  has  within  it  the  possibility  of  taking 
from  the  States  even  those  two  remaining  powers  which  they  do  not 
contemplate  taking  away  right  away,  namely,  first,  taxes,  and,  second, 
police  powers  which  they  denominate  as  nonvital. 

Senator  Cummins.  I  will  not  undertake  to  classify  the  powers  of 
regulation  into  those  which  are  vital  and  those  which  are  nonvital. 
but  confine  myself,  for  the  moment,  to  the  powers  which  I  think 
everybody  will  concede  are  vital,  namely,  the  power  to  adjust  or  regu- 
late State  traffic  and  the  power  of  taxation.  You  remember  the  argu- 
ment was  that,  at  this  time,  at  any  rate,  it  was  not  suggested  that 
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there  should  be  an  exemption  of  railroad  property  from  State  taxa- 
tion. 

Mr.  Thelen.  That  is  correct. 

Senator  Cummins.  But,  as  I  remember  it,  your  argument  was  that 
if  all  the  carriers  of  the  United  States  doing  an  interstate  business 
were  required  to  incorporate  under  a  Federal  law  it  would  lead  easily 
and  quickly  to  the  exemption  of  railroad  property  from  State  taxa- 
tion. 

Mr.  Thelen.  In  other  words,  if  the  Federal  Government  has  the 
power,  under  the  Constitution  as  it  now  stands,  to  exempt  railway 
property  in  the  States  from  taxation,  then  this  would  be  a  very  con- 
venient agency  or  vehicle  for  exercising  that  power  and  taking  from 
the  States  their  power  to  tax  all  railroad  property. 

(Senator  Cummins.  As  I  remember  it,  your  argument  insisted  that, 
under  the  plain  inference  of  the  decisions  of  the  Supreme  Court 
already  rendered.  Congress  could  exempt  the  property  of  railroads 
performing  interstate  service  from  State  taxation  through  Federal 
incorporation. 

Mr.  Thelen.  Yes:  and  I  drew  the  committee's  attention  to  two 
decisions  of  the  Supreme  Court  of  the  United  States,  one  known  as 
the  Thomson  case  and  the  other  known  as  the  Peniston  case,  in  which 
there  was  clear  intimation  or  suggestion  from  the  Supreme  Court 
to  the  effect  that  if  the  Federal  charters  in  those  particular  cases  had 
specified  that  the  States  should  not  have  the  power  to  tax  the  rail- 
road property,  the  States  would  have  lost  their  powder  of  taxation. 
In  those  two  cases  however,  the  Supreme  Court  found  that  the  char- 
ters did  not  contain  those  specific  provisions,  and  for  that  reason,  in 
those  two  cases,  the  State  was  authorized  to  continue  its  power  to  tax, 
but  the  inference  in  those  two  decisions  is  very  clear  that  through  the 
instrumentality  of  Federal  incorporation  of  railroads  the  States  could 
be  deprived  of  their  power  to  tax  railroad  property,  even  though 
located  within  their  limits. 

Senator  Cummins.  In  your  review  of  the  matter  you  began  with 
the  well-known  case  of  Reagan  /'.  The  Mercantile  Trust  Co.,  in  which 
are  found  suggestions  or  conclusions  which  lead  you  to  the  opinion 
that  if  all  carriers  of  the  country  were  required  to  incorporate  under 
a  Federal  law  it  would  be  constitutional  for  Congress  to  interpose 
in  that  either  special  or  general  incorporation  lawT  a  provision  that 
would  prevent  and  could  prevent  State  taxation. 

Mr.  Thelen.  The  Reagan  case  was  a  rate  case,  but  I  assume  that 
the  inference  which  is  contained  in  that  case  as  to  rates  would  have 
equal  application  to  taxation. 

Senator  Cummins.  It  was  a  rate  case,  and  was  followed  by  the 
case  of  Smyth  against  Ames,  or  Ames  against  Smyth,  which  was  also 
a  rate  case,  and  following  these  decisions,  dowm  to  the  present  time, 
you  reach  the  conclusion  that  if  Congress  were  to  pass  a  Federal  in- 
corporation law  and  were  to  put  into  it  a  provision  that  would  en- 
tirely exempt  railroad  property  from  taxation  the  States  wTould  lose 
their  power  of  taxation. 

Mr.  Thelen.  If  I  may  put  my  view  this  way,  it  is,  if  a  Federal 
incorporation  act  were  passed,  and  if  that  act  contained  a  provision 
by  which  the  States  were  to  be  deprived  of  their  power  to  tax  railroad 
property,  and  then  if  the  Supreme  Court  will  establish  as  law  the 
dictum  in  the  two  cases  before  mentioned,  and  in  the  Minnesota  rate 
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case,  then  the  power  of  the  Stales  would  be  effectively  taken  away, 
so  far  as  the  power  of  taxation  is  concerned. 

Senator  Cummins.  Turning  from  that  a  moment  to  the  other 
question  which  I  suggested,  namely,  the  power  of  Congress  over 
rates,  which  we  have  been  in  the  habit  of  denominating  heretofore  as 
State  rates,  or  rates  upon  intrastate  traffic,  as  I  remember  it.  you 
were  of  the  opinion  that  through  the  incorporation  by  the  Federal 
Government  that  Congress  might  assume  a  power  or  jurisdiction 
over  State  rates  that  it  could  not  exercise  simply  as  a  regulation  of 
commerce  among  the  States. 

Mr.  ThElen.  My  view  on  that  subjeel  is  this:  It"  we  rely  solely  on 
the  commerce  clause  in  the  Federal  Constitution,  then  1  can  not  see 
how  the  Federal  Congress  has  the  power  to  take  away  from  the 
States  the  regulation  of  purely  State  rates.  I  think  every  one  must 
agree  to  that,  hut  in  looking  further  I  find  that  in  this  Reagan  case, 
in  Smyth  against  Ames,  and  the  Minnesota  Rate  case  there  is  a  very 
strong  intimation  that  under  two  of  the  provisions  of  the  Constitu- 
tion this  matter  may  he  brought  about,  those  other  two  provisions 
being,  first,  the  military  power,  and.  second,  the  power  over  post 
roads.  It  is  intimated  in  the  Reagan  case  and  the  other  two  cases 
that  under  those  two  powers  this  thing  can  be  brought  about  through 
the  Federal  incorporation  of  railroads.  I  want  to  he  entirely  frank 
with  the  committee,  though,  and  say  that  in  my  judgment  the 
language  used  in  those  three  cases  does  not  have  exactly  the  force 
of  decision,  hut  it  is  very  strong  dictum. 

Senator  Cummins.  That  is  to  say.  if  Congress  were  to  authorize 
the  incorporation  of  a  carrier  under  its  power  to  establish  a  post 
road  or  post  roads,  that  it  might  take  to  itself  the  authority  to 
regulate  or  control  State  rates  to  a  greater  degree  than  it  could 
operating  upon  a  State  corporation  ? 

Mr.  Titelex.  As  far  as  that  particular  point  goes.  Senator,  I  per- 
sonally can  not  see  how  the  Federal  Government,  through  the  agency 
of  a  corporation,  can  do  any  more  than  it  can  do  directly  a-  a 
principal. 

Senator  Cummins.  You  have  now  brought  yourself  to  the  precise 
point  that  I  have  in  mind  and  concerning  which  I  am  not  altogether 
clear.  Without  regard  to  the  wisdom  of  Federal  incorporation,  con- 
cerning which  I  express  no  opinion — and  I  desire  to  be  understood 
in  my  examination  as  not  indicating  any  opinion  upon  that  subject — 
but  I  can  not  very  clearly  see  the  danger  you  anticipate  would  follow 
from  Federal  incorporation,  for  it  seemed  to  me  you  were  inclined 
to  believe  that  we  could  do  more  toward  substituting  Federal  control 
for  State  control  over  rate-  and  taxation  through  a  Federal  incor- 
poration than  we  could  through  a  State  corporation. 

Mr.  Thelen.  If  you  have  that  view.  Senator.  I  think  you  must 
have  misunderstood  me.  T  have  never  been  of  the  opinion  that  tin1 
Federal  Government  can  do  more  through  an  agency  than  it  can  do 
directly  itself  as  a  principal.  The  case  of  McCulloch  '-.  Maryland 
shows,  I  fchink,  clearly  the  basis  of  the  power  of  the  Federal  Govern- 
ment over  Federal  corporations.  That,  von  will  remember,  was  a 
national-bank  case.  There  it  was  held  that  the  Federal  Governmenl 
lias  the  power  to  do  through  an  agent  what  it  can  do  directly,  and 
it  has  the  power,  therefore,  to  create  a  corporation  as  it-  agent  to 
exercise  its  powers.     The  same  tiling  was  held  in  one  of  the  cases 
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which  went  from  the  Supreme  Court  of  the  State  of  California,  so 
far  as  a  railroad  corporation  is  concerned.  There  again  it  was  said 
that  the  power  of  the  Federal  Government  to  create  a  corporation 
for  this  purpose  goes  back  to  the  power  of  the  Federal  Government 
to  create  an  agency  to  exercise  its  admitted  powers.  That  being  the 
case,  looking  at  the  matter  solely  as  a  question  of  law  and  solely  as 
a  question  of  legal  power,  I  am  not  of  the  opinion  that  the  Federal 
Government  can  do  more  through  the  creation  of  a  Federal  railroad 
corporation  than  it  can  do  directly  through  the  exercise  of  its  powers 
on  a  State  railroad  corporation. 

When  it  comes  to  getting  results,  I  think  it  is  perfectly  obvious 
that  much  more  can  be  accomplished  by  the  Federal  Government  indi- 
rectly by  Federal  incorporation  than  by  going  to  Congress  directly 
and  asking  for  a  law  taking  away  the  entire  power  of  the  States  to 
establish  rates.  I  want  to  distinguish  between  the  legal  aspects  of 
the  question  and  the  policy  aspects  of  the  situation. 

Senator  Cummins.  That  is  the  point  I  wanted  to  be  made  clear, 
and  concerning  which  I  was  in  some  doubt,  after  carefully  reviewing 
your  testimony  or  statement,  We  will  assume  that  there  are  certain 
State  rates  which  can  not  be  fixed  or  controlled  by  Federal  authority, 
which  are  exclusively  within  the  control  of  the  several  States,  and  we 
will  assume  that  it  would  be  unwise  to  withdraw  railway  properties 
from  the  operation  of  the  State  tax  laws,  and,  with  those  assump- 
tions, taking  the  next  step,  is  there  anything  that  could  be  done 
through  a  Federal  incorporation  that  could  not  be  done  by  Congress 
through  a  State  corporation? 

Mr.  Tiii.LKN.  In  my  judgment,  there  is  nothing.  Tn  other  words, 
in  my  judgment  the  Federal  Government  can  do  directly  without  an 
agent  whatever  il  can  do  indirectly  through  an  agent. 

Senator  Cummins.  Then  wherein  lies  the  danger  of  Federal  incor- 
poration I 

Air.  Tiielex.  The  danger,  as  I  see  it,  lies  in  this,  that  when  a  com- 
plete plan  for  Federal  incorporation  is  presented  to  Congress  it  is 
much  easier,  by  the  use  of  a  few  words  here  and  there  in  the  plan, 
to  take  away  from  the  States  their  powers  than  it  would  be  if  a  direct 
statute  for  this  specific  purpose  were  introduced  in  Congress  and 
came  before  the  country.  If  the  Federal  incorporation  act  were  not 
so  framed  in  the  first  instance  as  to  take  away  from  the  States  all 
their  powers,  it  would  be  very  easy  at  a  later  session  of  Congress  to 
take  away  or  add  a  few  words  which  would  take  away  those  powers. 
Furthermore,  we  know  that  our  railroads  are  advocating  this  plan 
for  the  specific  purpose  of  taking  away  from  the  States  almost  all 
their  powers,  and  we  must  assume,  if  they  are  successful  in  their  ef- 
forts, that  they  will  so  frame  the  Federal  incorporation  statute  as  to 
accomplish  their  purpose.  On  the  other  hand,  I  doubt  very  much 
if  any  of  them  would  go  before  the  country  to-day  and  advocate  an 
amendment  to  the  interstate  commerce  act  taking  away  from  the 
States  all  their  rate-making  powers  and  taxation  powers. 

Mr.  Thom.  I  would  like  to  protest  against  that  statement  of  the 
railroads^  attitude.  I  have  no  opportunity  for  cross-examination, 
but  that  is  such  a  misunderstanding  of  our  attitude  that  I  want  to 
enter  a  dissent  here. 
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Mr.  Tiielen.  I,  of  course,  do  not  want  to  be  unfair  in  the  matter, 
but  I  stand  entirely  on  the  record  in  connection  with  Mr.  Thorn's 
testimony. 

Senator  Cummins.  Your  opposition  to  Federal  incorporation 
grows  out  of  practical  reasons  rather  than  constitutional  or  legal 
reasons? 

Mr.  Thelen.  That  is  true  as  to  my  opposition  to  Federal  incor- 
poration in  general.  In  addition  to  that,  I  have  specific  objections 
to  the  particular  plan  of  Federal  incorporation  which  has  been  pre- 
sented by  the  railroads. 

Senator  Cummins.  I  am  not  attempting  to  pursue  the  plan  that 
has  been  proposed.  I  am  speaking  of  Federal  incorporation  gener- 
ally, assuming  that  if  Congress  concluded  to  adopt  that  way  of  regu- 
lating interstate  transportation,  it  would  do  it  wisely  and  with  due 
regard  to  the  rights  and  privileges  of  the  several  States.  My  mind 
is  not  fixed  upon  the  exact  plan  which  has  been  advocated  by  Mr. 
Thorn,  whether  he  is  right  about  it  or  you  are  right  about  that. 

The  two  powers  to  which  yon  referred  a  few  moments  ago.  and 
which  might  be  invoked  according  to  the  decisions  of  the  Supreme 
Court  or  the  intimations  of  the  Supreme  Court,  for  Federal  incorpo- 
ration, are.  first,  the  power  to  establish  post  roads,  and,  second,  the 
power  of  national  defense,  are  they  not? 
Mr.  Tiielen.  Yes. 

Senator   Cummins.  Legally   speaking,  there   is   no   constitutional 
obstacle  in  the  way  of  establishing  a  railway  owned  by  a  State  rail- 
road corporation  as  a  post  road? 
Mr.  Thelen.  I  know  of  none. 

Senator  Cummins.  And  the  same  quality  would  follow  that  rail- 
road as  though  it  were  incorporated  under  a  Federal  law  I 

Mr.  Theeen.  I  should  think  so.  Senator,  although  I  have  no  au- 
thority on  that  particular  point. 

Senator  Cummins.  Yon  have  given  the  subjert  a  great  deal  of 
study,  and  I  want  your  opinion.  What  I  said  with  regard  to  the 
establishment  of  post  roads  is  true  also  of  railroads  which  are  also 
taken  under  Government  supervision  or  control  for  the  maintenance 
of  the  national  security  and  defense? 

Mr.  Thelen.  I  should  think  that  would  follow. 
Senator  Clmmins.  Do  you  believe,  Mr.  Thelen.  that  either  a  Fed- 
eral  corporation  or  a  State  corporation,  through   which   Congress 
acted,  or  might  act,  in  establishing  a  post  road,  could  be  given  the 
authority  to  deal  with  intrastate  rates? 

Mr.  Tiielen.  I  would  say  this,  Senator,  that  if  the  dictum  in  the 
decision  of  the  Supreme  Court  of  the  United  State-  in  the  Reagan 
case  is  law.  then  yes. 

Senator  Cummtxs.  I  will  take  a  case  of  direct  incorporation  under 
a  Federal  law.  You  are  of  the  opinion  that  under  the  guise  <>!'  estab- 
lishing a  post  road,  the  authority  to  do  which  i^  very  clear.  Congress 
could  fix  rates  that  were  purely  local  or  intrastate  as  an  incident  of 
its  power  to  establish  a  post  road  \ 

Mr.  Thelen.  What  T  have  sai  1  nil  along,  Senator,  is  tint  if  the 
dictum  to  that  effect  contained  in  the  Reagan  ca^e  and  followed  in  the 
Smyth  against  A.mes,  and  the  Minnesota  Rate  case  is  law.  then  that 
conclusion  necessarily  follow 
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Senator  Cummins.  That  question  did  not  come  up  in  the  Reagan 
case,  did  it,  or  in  the  Smyth  case,  either? 

Mr.  Thelen.  In  those  cases  the  question  at  issue  was  control  over 
State  rates  charged  by  Federal  railroad  corporations,  and  the  Su- 
preme Court  referred  to  both  the  authority  of  the  Federal  Govern- 
ment over  post  roads  and  the  power  of  the  Federal  Government  in 
connection  with  the  national  defense,  intimating  very  clearly  that  if 
these  particular  provisions  had  been  contained  in  those  charters  they 
would  be  held  legal.  That  was  the  argument  presented  to  the  Su- 
preme Court  very  strongly  and  effectively  in  the  brief  filed  by  the 
Texas  &  Pacific  Railroad  Co.,  which  was  signed  by  Mr.  E.  S.  'Lovett, 
among  others. 

Senator  Cummins.  Then  your  inference  from  those  decisions  is 
that  a  railroad,  having  been  established  or  designated  as  a  post  road 
under  that  power  in  the  Constitution,  not  only  has  a  right  to  transact 
local  business  without  the  consent  of  the  State  but  has  the  right — I 
mean  Congress  has  the  right  with  respect  to  those  roads — to  fix  local 
rates? 

Mr.  Thelen.  Again,  if  that  dictum  is  law;  yes. 

Senator  Cummins.  Is  that  your  own  opinion?  Do  you  believe  that 
under  the  power  to  establish  a  post  road  Congress  can  enlarge  its 
authority  to  regulate  commerce? 

Mr.  Thelen.  Personally,  Senator.  I  have  much  doubt  about  the 
matter,  for  this  reason:  AVe  find  in  the  Federal  Constitution  three 
provisions  that  bear  on  the  question — first,  the  commerce  clause;  sec- 
ond, the  language  as  to  post  roads;  and,  third,  the  language  as  to 
national  defense.  A.S  to  one  of  those  clauses,  the  commerce  clause, 
there  is  a  clean-cut  and  specific  declaration,  as  I  view  it,  that  the 
Federal  Government  shall  not  control  rate-  which  are  purely  State 
rates.  The  authority  of  the  Federal  Government  is  limited  to  the 
regulation  of  commerce  with  foreign  nations,  among  the  various 
States,  and  with  the  Indian  tribes.  You  have  three  provisions,  stand- 
ing side  hj  side,  one  of  which  contains  a  specific  limitation  of  power. 

It  is  somewhat  difficult  for  me  to  understand  how  that  specific 
limitation  of  power  can  be  overridden  by  the  other  two  general  provi- 
sions, one  of  them  being  the  provision  as  to  post  roads  and  the  other 
as  to  the  national  defense,  and  it  is  because  of  that  doubt  that  I  have 
had  that  I  have  tried  to  be  very  careful  in  my  testimony  all  along  to 
indicate  that  if  that  dictum  in  the  Reagan  case  is  law,  then  that 
would  follow.    Personally,  I  have  much  doubt  about  it. 

Senator  Cummins.  Do  you  think  that  a  plain,  obvious  attempt  to 
regulate  commerce  in  the  fixing  or  adjustment  of  purely  State  rates 
could  be  sustained  under  the  pretense  that  we  were  exercising  the 
power  to  establish  a  post  road  or  for  the  national  defense  ? 

Mr.  Thelen.  That  comes  back  again,  Senator,  to  the  same  propo- 
sition. You  ask  if  I  think  so,  and  I  say  frankly  to  you  that  I  have 
much  doubt  about  it ;  but,  on  the  other  hand,  I  say.  with  equal 
frankness,  that  the  lawyers  on  the  other  side  of  the  proposition 
would  have  a  strong  case,  because  they  would  refer  to  the  repeated 
intimations  and  declarations  on  the  part  of  the  Supreme  Court,  and 
they  would  suggest  to  the  Supreme  Court  making  what  is  now  simply 
dictum  into  law. 
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Senator  Cummins.  If  that  is  so,  the  limitation  as  to  the  commerce 
clause  disappears  entirely. 

Mr.  Theuen.  Entirely. 

Senator  Cummins.  And  it  becomes  equivalent  to  a  declaration  that 
Congress  can  regulate  all  commerce,  whether  State  or  interstate; 
and  that  proposition  is,  to  say  the  least,  not  generally  accepted  by 
the  profession  in  the  country,  is  it  '. 

Mr.  Theuen.  I  believe  not,  in  the  profession  in  the  country  as  a 
whole:  but  I  understand  that  eminent  railroad  counsel  take  the  posi- 
tion that  under  certain  recent  decisions  of  the  Supreme  Court  the 
Government  has  the  right  to  regulate  in  all  respects  the  instru- 
mentalities of  interstate  commerce,  including  State  rates.  In  other 
words,  if  they  can  find  a  railroad  engaged  in  interstate  commerce, 
they  will  take  that  instrumentality  of  interstate  commerce  and,  as  to 
that  instrumentality,  subject  it  completely  to  interstate  control.  Per- 
sonally, I  do  not  so  read  the  decisions  of  the  Supreme  Court. 

Senator  Cummins.  Nor  do  I,  because  if  that  was  so,  the  effort 
of  the  Supreme  Court  in  the  Shreveport  case,  for  example,  to  show 
that  the  Texas  rate  was  a  discriminating  rate  and  directly  affected 
interstate  commerce,  would  have  been  entirely  unnecessary,  would 
it  not  ? 

.Mr.  Theijen.  I  think  so. 

Senator  Cummins.  If  the  mere  fact  that  the  railroad  was  an  in- 
strumentality of  interstate  commerce  gave  the  Interstate  Commerce 
Commission  the  authority  to  fix  all  rates,  whether  they  were  inter- 
state or  intrastate,  then  all  the  reasoning  that  has  been  adopted  or 
used  by  the  Supreme  Court  to  show  the  effect  of  State  regulation 
upon  interstate  rates  or  upon  the  revenue  of  interstate  carriers 
would  have  been  unnecessary. 

Mr.  Theuen.  So  it  would  appear  to  me. 

Senator  Cummins.  As  I  understand  it,  what  the  railroads  claim—, 
and  I  am  now  probably  putting  a  construction  on  Mr.  Thorn's  argu- 
ment— it  is  this,  that  if  the  intrastate  rate  puts  an  obstacle  in  the 
way  of  interstate  traffic,  as  an  obstacle,  it  can  be  removed  by  an  act 
of  Congress,  in  order  to  free  the  channels  of  interstate  commerce 
from  any  State  obstruction,  and,  second,  that  if  the  intrastate  rate 
has  such  an  effect  upon  the  revenue  of  the  earner  that  it  impairs  the 
ability  of  the  carrier  to  render  interstate  service,  that  then  either 
of  those  things  brings  the  case  within  the  constitutional  power  of 
Congre-s.  But  I  have  not  understood  Mr.  Thorn's  argument  to 
lead  to  the  inevitable  conclusion  that  all  regulations  may  be  assumed 
by  Congress  to  the  exclusion  of  the  States.  I  may  be  wrong  about 
my  interpretation  of  his  argument.  There  are  some  parts  of  it 
from  which  one  might  infer.  I  think,  that  it  is  his  view  that  Con- 
gress can  take  it  all. 

Mr.  Theuen.  I  am  not  quite  sure  as  to  Mr.  Thorn's  view  on  that 
point,  and  wanting  to  he  entirely  fair  to  him.  I  do  not  want  to 
express  any  view  as  to  what  his  view  is:  lint  it  is  undoubtedly  true 
that  other  railroad  counsel,  in  articles  that  have  appeared  in  maga- 
zines and  law  journals,  have  taken  the  view  that  through  Federal 
incorporation,  and  notwithstanding  the  commerce  clause  in  the  Fed- 
eral Constitution,  the  power  of  the  States  over  all  intrastate  rates 
can  be  taken  away.  I  refer,. among  others,  to  an  interesting  article 
that  appeared  in  the  Yale  Law  Journal  early  this  year,  written  by 
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Mr.  Cook,  one  of  the  ablest  lawyers  in  the  country,  who  takes  that 
view.    There  are  others  who  take  the  same  view. 

Senator  Cummins.  I  will  not  pursue  that  subject  any  further. 
Still,  it  is  very  interesting  to  nie,  but  it  is  really  not  material  to  your 
statement,  liut  what  I  wanted  the  record  to  very  clearly  show  is 
this,  that  if  we  have  the  power  to  exclude  the  States  from  all  regu- 
lation or  supervision  of  rates  and  all  power  of  taxation,  we  can 
exercise  it  through  a  State  corporation  just  as  effectually  as  we  can 
exercise  it  through  a  Federal  corporation. 

Mr.  Thelen.  That  is  my  view.  I  believe  that  the  Federal  Govern- 
ment can  do  everything  directly  which  it  can  do  through  an  agency. 

Senator  Cummins.  So  your  opposition  to  Federal  incorporation, 
from  your  standpoint,  comes  to  this,  that  Congress  as  a  practical 
thing  is  more  likely  to  invade  what  is  now  or  has  been  recognized 
as  the  domain  of  the  States  if  it  is  operating  through  a  Federal 
corporation  than  though  it  attempt  to  impose  these  things  directly 
on  a  State  corporation? 

Mr.  Thelen.  I  think  that  is  undoubtedly  the  case.  I  speak  now 
with  reference  to  the  general  plan  presented.  We,  of  course,  have 
specific  objections  in  which  you  are  not  now  interested — with  refer- 
ence to  certain  details  of  the  plan  heretofore  presented  by  the  rail- 
roads. 

Senator  Cummins.  I  am  not  now  addressing  myself  to  that.  That 
is  the  main  point,  Mr.  Chairman,  which  1  wanted  entirely  cleared. 

The  Vice  Chairman.  Mr.  Chairman,  I  do  not  want  to  cross- 
examine  Mr.  Thelen,  except  in  connection  with  Mr.  Cummins's  sug- 
gestions. When  we  were  boys  we  had  an  old-fashioned  game  of 
marbles,  and  in  playing  it  the  boys  "  fudged  "  sometimes.  "  Con- 
struction" is  the  legal  substitute  for  ''fudging"  in  playing  marbles 
and  I  understand  those  who  object  to  Federal  incorporation  are 
afraid  that  "  construction  "  may  do  a  harm  to  the  States  which  can 
not  be  directly  done  under  the  Constitution;  is  that  correct? 

Mr.  Thelen.  I  think  some  of  them  have  those  fears,  Judge. 

The  Vice  Chairman.  That  is  all. 

Mr.  Sims.  I  had  the  very  great  pleasure  of  hearing  your  testimony 
in  chief  before  the  committee  in  Washington,  and  the  right  was 
reserved,  I  think,  by  every  member  who  was  present  to  ask  you 
additional  questions.  I  do  not  understand  the  questions  are  asked 
in  the  nature  of  cross-examination. 

Mr.  Thelen.  It  is  very  good-natured  examination. 

Mr.  Sims.  As  I  say,  I  do  not  think  the  questions  are  asked  in  the 
nature  of  a  cross-examination  in  which  we  seek  to  prejudice  the 
country  against  the  witness's  statement ;  in  other  words,  it  is  not 
antagonistic.  But,  it  seems  to  me.  the  subject  on  which  you  have 
been  examined  by  Senator  Cummins  is  so  very  important  that  any- 
body might  be  pardoned  for  pursuing  it  a  little  further. 

Taxation  that  is  nonvital  may  safely  be  left  to  the  States,  or  to 
the  extent  of  not  proving  vital  may  be  left  to  the  States'  control 
under  the  theory  presented  to  the  committee  by  the  counsel  of  the 
railroad  executives. 

Mr.  Thelen.  I  understand  that  theory  to  be  this,  that  taxation  and 
any  of  the  so-called  police  powers  which  are  supposed  to  be  nonvital 
are  to  be  left,  in  the  first  instance,  with  the  States. 
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Mr.  Sims.  Is  there  any  power  that  the  Government  may  exercise 
that  is  in  its  nature  more  vital  than  that  of  taxation? 

Mr.  Thelen.  It  is  a  very  important  power.  They  say  that  com- 
parisons arc  odious,  but  that  is  an  extremely  important  power. 

Mr.  Sims.  Is  there  anything  more  vital  than  the  power  of  the  Gov- 
ernment to  tax? 

Mr.  Thelen.  It  is  difficult  to  think  there  is  anything  more  vital 
than  that. 

Mr.  Sims.  Then,  how  is  any  scheme  of  national  incorporation  that 
does  not  also  provide  for  or  limit  the  power  of  all  taxing  bodies  as 
to  the  property  owned  by  this  national  corporation 

Mr.  Thelen.  Put  solely  as  a  question  in  pure  logic,  if  I  may  use 
those  words,  I  do  not  see  why  our  friends  do  not  go  the  limit;  in 
other  words,  viewed  apart  from  practical  considerations,  I  do  not 
see  any  reason  why  our  railroad  friends  do  not  advocate  taking  from 
the  States  the  power  to  tax  railroad  property  as  well  as  all  power 
over  railroad  rates.  There  are,  of  course,  practical  arguments  that 
may  enter  into  the  consideration. 

Mr.  Sims.  There  may  be  reasons  why  this  might  not  be  pressed, 
as  it  might  get  in  the  way  possibly  of  another  scheme ;  but  I  believe 
in  dealing  with  it  candidly,  and  the  power  to  tax  is  the  power  to 
destroy,  and  if  the  power  of  the  States  and  their  subdivisions  to  tax 
is  left  unrestricted  and  unrestrained,  it  seems  to  me  it  has  left  in 
their  hands  the  most  vital  power  to  destroy  or  injuriously  affect  inter- 
state commerce  that  could  possibly  be  left  with  the  States. 

Mr.  Thelen.  In  other  words,  if  a  State  intended  to  be  mean  and 
unfair  it  could  create  great  havoc  to  the  railroads  by  unfair  taxation, 
which  might  amount  to  discrimination  just  as  much  as  though  the 
same  State,  still  intending  to  be  mean  and  unfair,  should  discriminate 
in  the  matter  of  rates. 

Mr.  Sims.  It  might  not  be  unfair  as  to  railroads  in  the  State — as 
between  railroad  property  and  other  property  within  the  State — but 
with  one  State  having  the  power  to  tax  property  of  a  corporation — a 
railroad  corporation  passing  through  it  to  other  States — far  in  excess 
of  the  other  States,  how  can  that  bring  about  a  proposition  of  fair- 
ness between  the  various  States,  each  State  having  the  power  to  fix 
its  own  standards?  It  seems  to  me  if  we  are  going  to  try  to  regulate 
commerce  by  putting  limitations  upon  State  powers,  that  we  could 
not  exercise  the  power  more  justly  and  more  necessarily  than  to  limit 
the  possibility  of  destroying  an  interstate  railroad  corporation, 
through  one  State  having  one  standard  of  taxation  and  another  an- 
other, and  yet  the  railroad  having  one  standard  of  fixing  rates  and 
fares  through  all  these  States. 

Now,  as  to  the  question  referred  to  about  the  power  of  Congress  as 
being  conferred  by  the  postal-regulation  power,  has  not  Congress  the 
power  to-day  to  say  what  charges  shall  be  made  for  postal  traffic 
going  through  any  State  or  from  one  place  to  another  place  within 
the  same  State? 

Mr.  Thelen.  I  understand  that  is  the  case. 

Mr.  Sims.  And  is  not  the  carrying  of  mail,  so  called — the  United 
States  mail — when  reduced  to  its  final  analysis,  simply  a  matter  of 
traffic,  the  transportation  of  traffic  or  of  property  from  one  section 
to  another,  even  the  transportation  of  a  letter  containing  intelligence 
or  information?    In  other  words,  it  is  a  transportation  service  pure 
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and  simple.  Is  not  that  the  fact?  Where  it  comes  from  one  State 
and  goes  into  another,  or  leaves  one  post  office  and  goes  to  another 
post  office,  is  not  that  purely  a  matter  of  transportation? 

Mr.  Thelen.  It  is  purely  a  matter  of  transporting  messages  which 
are  sent 

Mr.  Sims.  Or  property  I 

Mr.  Thelen.  Or  property  in  the  case  of  the  parcel  post. 

Mr.  Sims.  "We  have  the  parcel  post,  which  is  nothing  more  nor 
less  than  a  transportation  service  by  the  way  of  packages,  there  being 
only  a  limitation  as  to  the  weight  and  method  or  character  of  pack- 
ing, etc. 

Mr.  Thelen.  I  understand  that  is  done  under  the  clause  of  the 
Constitution  referring  to  post  offices  and  post  roads. 

Mr.  Sims.  Undoubtedly.  Has  not  Congress  the  power  to  fix  the 
rates — postal  rates,  we  will  call  them;  but  they  are  nothing  but 
freight  rates  after  all — has  not  Congress  the  absolute  and  unlimited 
power  to  fix  freight  rates  upon  property  declared  to  be  mailable — 
sent  from  one  State  to  another  Stale,  or  from  one  point  within  a 
State  to  another  point  within  the  same  State — without  crossing  the 
State  line?  » 

Mr.  Thelen.  I  think  there  is  absolutely  no  doubt  about  that. 

Mr.  Sims.  Is  there  any  limitation  upon  the  power  of  Congress  to 
prescribe  what  might  or  might  not  be  mailable  matter? 

Mr.  Thelen.  I  suppose  the  only  limitation  would  be  the  limitation 
of  reasonableness. 

The  Vice  Chairman.  Do  you  think  it  would  be  possible  for  Con- 
gress under  the  act  to  declare  all  freight  mail  matter? 

Mr.  Thelen.  That  is  the  reason  I  suggested  the  limitation  of  rea- 
sonableness. I  suppose  it  would  be  a  question  of  wdiat  is  reasonable 
under  the  language  of  the  act. 

The  Vice  Chairman.  If  the  act  declared  everything  was  mail  mat- 
ter, you  must  remember  that  the  Supreme  Court  is  the  one  body  on 
earth  which  never  disputes  anything  Congress  does. 

Mr.  Sims.  If  I  understand  what  }Tou  mean  by  reasonableness,  you 
mean  reasonable  in  the  sense  of  remunerative  charges  for  the  service. 

Mr.  Thelen.  No,  sir;  I  meant  the  question  of  whether  the  thing 
declared  to  be  mail  matter  is  reasonably  mail  matter. 

Mr.  Sims.  How  should  mail  matter  be  defined  so  as  to  indicate 
what  is  reasonable  or  would  be  reasonable  ? 

Mr.  Thelen.  I  am  afraid  I  have  no  definition  at  hand. 

Mr.  Sims.  Is  not  that  a  question  simply  for  the  discretion  of  Con- 
gress as  to  what  is  or  what  is  not  mailable  or  what  can  be  carried  in 
what  is  called  the  United  States  mail  ? 

Mr.  Thelen.  I  suppose,  under  a  well-known  line  of  decisions,  that 
where  Congress  acts  within  its  discretion,  the  Supreme  Court  will  be 
very  slow  to  overturn  what  Congress  does,  particularly  on  a  finding 
as  to  facts.  But  there  may  be  cases  in  which  the  Supreme  Court 
would  say  that  Congress  has  not  acted  within  the  power  which  has 
been  delegated  to  it,  and  that  it  must  act  within  the  powers  delegated 
to  it  by  the  Constitution. 

Senator  Cummins.  Do  you  believe,  Judge  Sims,  that  Congress 
could  make  a  person  mailable? 

Mr.  Thom.  It  can  not  make  all  persons  "male." 

The  Vice  Chairman.  It  could  say  a  man  was  "  male." 
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Mr.  Sims.  I  want  to  follow  this  matter  along  lines  aboui  which 
there  has  been  no  controversy.  For  instance,  under  the  present 
parcel-post  law  Congress  proceeds  to  state  what  may  be  carried  in 
the  mails,  the  method  of  packing  and  the  weight  of  the  packages  and 
the  postage  to  be  charged  the  person  who  reaps  the  benefit  of  the 
transportation  performed.  Now,  if  Congress  has  the  right  or 
power — that  is  the  best  way  to  define  it,  1  suppose — to  order  that 
50  pounds  of  a  certain  product  should  be  carried  in  the  United  States 
mail,  has  it  not  the  power  to  say  that  100  pounds  could  be  carried  in 
the  mails? 

Mr.  Thelen.  Carried  as  mail  ? 

Mr.  Sims.  Yes ;  or  in  the  mails. 

Mr.  Thelen.  I  suppose  they  could  do  that. 

Mr.  Sims.  Then,  is  there  any  constitutional  limitation  upon  Con- 
gress as  to  how  many  pounds  may  be  carried  ? 

Mr.  Thelen.  As  mail  matter? 

Mr.  Sims.  As  mail  matter;  yes. 

Mr.  Thelen.  1  know  of  none,  within  what  is  generally  regarded  as 
mail. 

Mr.  Sims.  In  other  words,  is  there  any  limitation  upon  the  power 
of  Congress  to  prescribe  whatever  may  be  carried  in  the  mails,  as  to 
weight  or  quantity  or  anything  else? 

Mr.  Thelen.  If  these  matters  are  actually  to  be  carried  in  the 
mails,  I  know  of  no  limitations,  so  far  as  that  clause  in  the  Constitu- 
tion is  concerned,  if  the  packages  can  fairly  be  said  to  be  mail ;  but  it 
is  one  thing  to  refer  to  packages  being  carried  in  the  mails  and  it 
is  an  entirely  different  thing  to  refer  to  freight  or  passengers  which 
are  carried,  not  in  the  mails  and  not  under  the  postal  regulations, 
but  carried  by  the  railroads  in  the  course  of  their  regular  business. 

Mr.  Sims.  I  am  trying  to  ascertain  the  power  of  Congress,  in  order 
to  get  your  opinion  on  it;  in  other  words,  by  saying  or  declaring  what 
is  mailable  matter  and  prescribing  the  rates — and  that  power  is 
equally  potential  between  points  within  a  State  as  well  as  between 
points  in  one  State  and  in  another  State — if  Congress  has  unlimited 
and  unrestricted  power  to  declare  what  is  mailable  matter  and  unre- 
stricted power  to  fix  charges  on  it,  prescribing  limitations,  in  other 
respects,  Congress  through  that  clause  in  the  Constitution  may  prac- 
tically absorb  all  transportation  of  every  kind  in  the  United  State-. 
both  within  and  without  and  between  States. 

Mr.  Thelen.  Do  you  ask  my  opinion  on  that? 

Mr.  Sims.  I  ask  if  that  is  not  possible — I  mean,  so  far  as  con- 
stitutional limitations  are  concerned? 

Mr.  Thelen.  My  answer  would  be  this:  As  long  as  you  keep  your- 
self within  the  power  delegated  by  the  Federal  Constitution — that 
is,  your  power  over  post  offices  and  post  roads — and  as  long  as  y<  u 
reasonably  exercise  that  power,  you  can  make  it  stick;  but  if  you 
go  beyond  the  power  specifically  conferred  by  the  Constitution,  or, 
purporting  to  act  within  that  power,  act  unreasonably,  I  think  it 
will  not  stick.  As  to  what  the  view  of  the  Supreme  Court  will  be- 
on  this  or  that  or  the  other  legislation  purportedly  enacted  within 
the  power  over  post  roads,  I  do  not  know. 

Mr.  Sims.  It  is  your  opinion  that  Congress  has  the  power  under 
that  law  for  the  purpose  of  carrying  mail  as  Congress  shall  declare 
it  shall  be  carried  to  acquire  every  railroad  in  the  United  States ;  in. 
117900— 19— vol  3 2 
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other  words,  has  not  Congress  the  power  under  the  Constitution  to 
declare  that  a  railroad  is  a  postal  facilit}^  and  necessary  to  the  Gov- 
ernment in  discharging  that  function  and  may  acquire  every  railroad 
in  the  United  States  and  use  it  for  that  purpose? 

Mr.  Thelen.  If  I  were  the  advisor  of  the  Government  at  the  time 
it  undertook  to  acquire  the  railroads,  I  should  base  my  opinion  in 
part,  but  not  entirely,  on  that  clause  of  the  Federal  Constitution 
dealing  with  the  power  of  the  Government  to  establish  post  roads. 
I  would  also  rely  on  the  general-welfare  clause,  and  there  may  be 
others.  The  Government  has  the  power  to  establish  post  offices  and 
post  roads.  Just  at  the  present  moment  I  do  not  quite  see  why,  un- 
der that  power,  it  could  not  also  acquire  the  railroads  as  post  roads ; 
but  I  want  to  qualify  my  statement  by  saying  that  I  do  not,  at  the 
present  moment,  know  of  any  decision  of  the  Supreme  Court  that 
bears  directly  on  that  question. 

Mr.  Sims.  Assuming  Congress  has  the  power  to  acquire  facilities 
for  delivering  mail — and  a  railroad  is  a  facility — then  it  would,  after 
acquiring  these  facilities,  have  the  power  to  prescribe  that  everything 
that  goes  on  that  railroad  from  one  point  to  another,  from  one  State 
to  another,  or  from  one  point  within  a  State  to  another  point  within 
the  same  State,  is  subject  to  the  power  of  Congress  with  respect  to 
charges,  taxation,  and  everything  connected  with  it? 

Mr.  Thelen.  I  do  not  believe  I  quite  caught  the  question. 

Mr.  Sims.  If  the  Government  owns  the  railroads  and  postal  facili- 
ties,  then  it  can  not  be  limited  as  to  the  postal  matter  that  can  be  car- 
ried over  that  facility,  can  it? 

Mr.  Thelen.  I  suppose  if  the  Government  owns  them  it  could  do 
anything. 

Mr.  Sims.  Then,  if  it  can  do  a  thing  directly,  can  it  not  do  it  in- 
directly ? 

Mr.  Thelen.  You  have  in  your  Federal  Constitution  your  com- 
merce clause,  which,  indir'ectly  at  least,  deprives  the  Federal  Govern- 
ment of  the  power  to  regulate  purely  State  rates.  Now,  facing  that 
situation,  with  that  clause  there,  I  am  not  at  all  certain  that  you  can 
go  to  another  clause  in  the  Federal  Constitution,  namely,  the  postal 
clause,  and,  working  through  that  clause,  entirely  disregard  the  first 
clause.  That  is  a  matter  of  interpretation  of  the  Constitution  which 
will  have  to  be  passed  on  by  the  Supreme  Court  some  day. 

The  Vice  Chairman.  I  think  you  could  rely  very  faithfully  on  the 
military  clause  in  the  Constitution,  because  we  are  in  war  now,  and 
the  people  appreciate  the  situation,  and  we  could  possibly  go  ahead 
with  this  matter  claiming  that  it  is  necessarj^  in  preparation  for  a 
possible  future  war. 

Mr.  Thelen.  I  agree,  under  the  inference  of  Judge  Adamson's 
question,  if  you  can  acquire  them  under  the  postal  clause  you  can  also 
acquire  them  under  the  national  defense  clause. 

Mr.  Sims.  Now,  under  the  clause  you  just  referred  to,  to  regulate 
interstate  commerce — and  commerce  if  carried  in  the  mails  does  not 
deprive  it  of  the  character  of  commerce  under  the  Constitution — it  is 
a  fact  that  the  United  States  may  prescribe  what  the  transportation 
chargesshall  be  of  pure  traffic  carried  from  one  point  in  one  State  to 
another  point  in  another  State  if  carried  as  mail  matter. 

Mr.  Thelen.  I  see  what  you  are  driving  at,  Judge,  but  I  can  not 
agree  with  the  conclusion  you  have  reached.     You  say  under  the 
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postal  clause  the  Federal  Government  may  regulate  mails  both  inter- 
state and  intrastate;  on  the  other  hand,  you  have  another  clause  in 
the  Constitution — the  commerce  clause— which  says  as  to  intrastate 
commerce  that  the  Federal  Government  can  not  regulate.it.  The  rea- 
son why  the  Federal  Government  can  establish  those  rates  for  mails 
is  that  post  ollices  and  post  roads  are  a  specific  matter,  and  it  is  a  well- 
established  canon,  as  I  understand  it,  of  statutory  construction,  that 
where  you  have  two  clauses  standing  side  by  side,  one  specific  and  one 
general,  that  the  specific  clause  must  prevail,  and  it  is  for  that  reason 
that  the  specific  clause  referring  to  post  offices  and  post  roads  would 
prevail  as  to  mail  over  what  would  be,  as  to  mail,  the  general  clause 
found  in  the  commerce  clause. 

Mr.  Sims.  Getting  down  to  a  practical  matter,  suppose  the  rail- 
road companies  should  conclude  that  they  can  not  do  business  profit- 
ably, leaving  the  powers  in  the  several  States,  as  now  exercised  by 
the  States,  and  they  should  therefore,  in  order  to  get  beyond  the 
powers  of  the  States,  importune  Congress  to  make  everything  they 
carry  mailable  matter,  that  there  is  no  constitutional  inhibition 
against  such  legislation,  could  not  they — the  railroads — through  the 
postal  laws  of  the  country,  shut  out  the  States  from  any  possible  con- 
trol of  transportation,  as  to  points  wholly  within  one  State? 

Mr.  Thelen.  I  understand  the  idea  of  our  railroad  friends  is  to 
do  that  thing  far  more  directly,  in  reliance  on  the  post-office  clause, 
in  reliance  on  the  war  clause,  and  in  reliance  on  the  commerce  clause, 
namely,  simply  to  create  a  Federal  corporation,  the  statute  reciting 
that  this  is  necessary  or  done  in  pursuance  of  the  post-office  power, 
also  the  war  power,  and  the  commerce  power,  and  in  that  statute  to 
provide  that  the  States  shall  not  establish  any  rates  on  these  rail- 
roads. Their  reliance  is  in  part,  I  understand,  on  the  same  clause  to 
which  you  refer,  but,  as  I  understand  the  plan,  they  propose  to  get 
at  the  matter  a  little  more  directly  than  you  have  in  mind. 

Mr.  Sims.  They  propose  to  nationalize  the  service,  so  far  as  rates 
are  concerned  and  so  far  as  the  State  control  is  concerned,  to  the 
extent  prescribed  in  the  national  charter. 
Mr.  Thelen.  Yes ;  I  believe  that  is  the  plan. 

Mr.  Sims.  They  propose  to  nationalize  the  service  of  each  railroad 
corporation,  but  do  not  propose  to  effect  their  national  purpose 
through  one  national  corporation. 

Mr.  Thelen.  As  I  understand  the  plan,  Judge,  it  is  this,  that  a 
statute  shall  be  passed  by  Congress  which  shall  provide,  in  effect, 
that  after  a  day  certain  specified  in  the  statute  no  railroad  shall  be 
allowed  to  engage  in  interstate  commerce  unless  it  has  first  secured 
a  Federal  charter.  In  working  out  that  plan  any  individual  railroad 
Avliich  now  exists  as  a  State  corporation  is  not  to  be  permitted  to 
engage  in  interstate  commerce  unless  that  particular  railroad  becomes 
a  Federal  corporation:  and  so,  as  I  understand  the  plan,  it  will  not 
decrease  the  number  of  railroads.  In  other  words,  every  State  rail- 
road is  to  become  a  Federal  railroad,  and  every  one  of  those  corpo- 
rations is  to  have  the  same  stock  outstanding  and  the  same  securities 
outstanding  as  at  the  present  time.  So.  in  direct  answer  to  your 
question,  I  understand  their  plan  to  be  not  to  have  one  Federal  rail- 
road corporation  but  to  have  as  many  Federal  railroad  corporations 
as  there  are  now  State  corporations.  Of  course,  consolidation  might 
later  be  effected. 
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Mr.  Sims.  So  that  the  national  corporation,  as  proposed  by  the 
railroad  executive  committee,  may  not,  if  Congress  is  so  disposed,  be 
necessary,  in  order  to  effectuate  the  purpose  contemplated.  Now,  it 
is  unquestionable,  it  seems  to  me,  that  in  order  to  develop  the  coun- 
try as  a  nation,  that  all  parts  of  it  should  be  developed  equally  or  at 
least  should  have  the  same  unrestricted  development  facilities,  and 
if  we  are  to  have  the  same  unrestricted  development  facilities,  na- 
tionally speaking,  how  can  we  have  it  if  we  have  an  irregular  local 
control  of  the  national  service  through  each  and  every  locality  ? 

Mr.  Thelen.  You  will  not  get  that,  Judge,  by  the  mere  transposi- 
tion of  a  State  corporation  to  a  Federal  corporation.  You  have 
touched  on  what  I  consider  a  very  important  question,  and  that  is 
the  further  development  of  the  various  sections  of  our  country  by 
additional  railroad  construction.  I  would  say  that,  in  my  judg- 
ment, the  mere  shifting  of  the  form  of  a  corporation  from  a  State 
to  a  Federal  corporation  would  accomplish  practically  nothing 
toward  that  end.  In  other  words,  there  are  far  more  fundamental 
considerations  to  which  the  country  will  have  to  give  attention  be- 
fore you  can  accomplish  that  end. 

Mr.  Sims.  Is  it  not  wise  that  Congress,  being  the  national  legisla- 
tive body,  should  look  to  the  development  of  the  Nation,  as  such,  in 
whole  and  in  every  part  ? 

Mr.  Thelen.  I  should  think  so. 

Mr.  Sims.  That  should  be  the  chief  object  and  aim  of  regulation  of 
interstate  commerce  through  any  instrumentality. 

Mr.  Thelen.  I  think  it  should  be  the  object  of  the  Nation  to  make 
the  railroad  systems  just  as  efficient  as  they  can  be  made,  to  serve 
all  the  needs  of  the  Nation  as  a  whole,  and  whatever  development 
is  necessary  toward  that  end  should  be  made,  and  it  should  be  the 
Nation's  business  to  see  to  it  that  either  through  regulation  of  ex- 
isting corporations  or  through  Government  ownership  that  should 
be  done. 

Mr.  Sims.  Is  it  not  a  fact,  in  the  practice  and  operation  of  railroad 
corporations  at  the  present  time,  that  we  have  spots  or  sections,  or 
localities,  of  overdevelopment  and  vast  areas  of  underdevelopment? 

Mr.  Thelen.  I  think  that  is  true. 

Mr.  Sims.  And  that  overdevelopment  is  an  evil  as  well  as  under- 
development ? 

Mr.  Thelen.  I  agree  on  both  points. 

Mr.  Sims.  And  that  legislation  in  the  future  should  be  directed,  as 
far  as  possible,  to  the  discontinuation  of  a  system  which  brings  about 
such  conditions? 

Mr.  Thelen.  My  judgment  is  that  wise  legislation  should  seek,  so 
far  as  possible,  to  do  away  with  the  effects  of  the  duplication  of 
facilities  and  service  and  operating  expenses,  such  as  we  have  had  in 
the  past,  and  should  seek  to  prevent  such  duplication  in  the  future, 
and  should  seek  to  make  it  possible  that  those  sections  in  the  country 
which  need  development  will  get  it. 

Mr.  Sims.  Do  you  not  think  that  it  is  a  wise  provision  for  public 
utility  service  that  each  service  performed  should  be  a  compensating 
service  ? 

Mr.  Thelen.  You  are  opening  up  a  very  wide  field  of  discussion. 

Mr.  Sims.  Or  rather  I  should  say  a  compensated  service  ? 
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Mr.  Tiikt.f.x.  I  understand  that  the  courts  have  held  on  numerous 

occasions  that  a  railroad  company  and  oilier  classes  of  public  utili- 
ties can  not  make  their  charges  as  low  as  not  to  pay  the  actual  cost  of 
doing  the  service,  leaving  out  of  consideration  a  return  on  the  invest- 
ment and  possibly  depreciation  and  make  up  the  deficit  from  other 
business.  As  I  understand  it.  they  can  not  legally  go  lower  than  that 
point,  but  there  is  a  wide  range  between  the  mere  cost  of  service  and 
the  result  which  is  secured  by  adding  operating  and  maintenance 
expenses,  depreciation,  and  a  full  return  on  investment. 

Mr.  Sims.  Do  you  understand,  along  the  line  of  your  statement, 
that  a  railroad  has  not  the  right  to  render  absolutely  free  service? 

Mr.  Thelex.  There  are  a  few  instances  in  which  the  salute  spe- 
cifically authorizes  the  rendition  of  free  services,  bui  apart  from  those 
cases  authorized  by  the  statute  I  understand  such  services  can  not  be 
lawfully  rendered.  All  statutes,  both  State  and  Federal,  provide  that 
the  rates  charged  shall  be  just  and  nondiscriminatory,  but  they  do 
contain  a  few  exceptions  to  that  general  provision. 

Mr.  Sims.  We  have  two  very  large  passenger  terminal  stations  at 
New  York  City,  one  put  up  by  the  Xew  York  Central  and  the  other 
by  the  Pennsylvania.  I  will  not  undertake  to  say  that  my  statement 
is  accurate,  but  my  recollection  is  that  the  cost  was  about  $300,- 
000,000,  which  is  added  to  the  permanent  capitalization  of  those  two 
companies.  Further,  I  understand  there  is  no  charge  made  to  any 
person  or  passenger  that  either  goes  into  or  out  of  New  York  through 
those  stations.  I  understand  further  that  it  is  alleged  by  the  railway 
people  in  charge  of  those  two  systems  that  their  passenger  business 
to  and  from  Xew  York  over  their  own  lines  lias  been  so  greatly  in- 
creased that  they  have  received  a  compensation  for  the  use  of  those 
two  terminals — an  indirect  compensation — and  that  it  conies  about 
by  attracting  the  passenger  traffic  of  other  systems  which  carry 
passengers  to  New  York  City,  but  which  do  not  deliver  them  on 
Manhattan  Island.  Is  it  not  a  fact  that  the  rendering  of  that  free 
service  by  those  two  railroads,  free  to  the  passengers  that  take  ad- 
vantage of  that  service,  is  in  effect  giving  a  rebate  to  those  passengers  I 

Mr.  Thelex.  I  suppose  the  railroads  would  reply  that  that  is  not 
a  free  service.  I  assume  that  they  would  reply  that  the  passenger 
rates  they  have  to  and  from  Xew 'York  City  are  such  as  to  include 
that  particular  terminal  service. 

The  Vice  Chairman.  I  suppose  they  would  say  that  the  other  rail- 
roads do  not  furnish  enough  service  to  justify  the  rates  they  charge. 

Mr.  Sims.  If  the  other  parties— the  other  railroads-  do  not  furnish 
sufficient  service  to  justify  their  rates,  they  are  charging  unreason- 
able rates. 

Mr.  Thelex.  Yrou  can  look  at  that  from  both  points  of  view. 

Mr.  Sims.  Let  me  ask  another  question  along  the  line  of  uncom- 
pensated service.  I  left  Washington  City  and  came  to  this  great  city, 
and  I  brought  a  trunk  that  weighed  100  pounds  and  a  suit  case  that 
weighed  20  pounds.  Another  gentleman  comes  right  along  m  the 
same  ear  over  the  same  line-  from  the  same  city  and  he  brings  only 
a  20  or  30  pound  suit  case  and  no  trunk  at  all.  Now,  I  have  had  a 
trunk  brought  absolutely  free,  as  far  as  I  am  concerned,  and  an 
express  service  given  to  me  by  the  railroads  from  beginning  to  end. 
That  is  a  free  service  rendered  by  the  railroad  company.  It  is  true 
any  other  passenger  could  have  just  the  same  service,  hut  others  do  not 
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do  it,  and  the  railroads  are  not  burdened  either  with  liability  or 
motive  power  cost  or  personal  attention  as  to  these  passengers.  I  am 
not  complaining  about  the  railroads  doing  this.  It  has  grown  up  as 
a  practice,  but  in  taking  this  whole  question  into  view  should  not  this 
committee  look  at  all  of  those  things  with  reference  to  revenue  to  be 
derived  and  charges  to  be  made  hereafter.  Why  should  freight  that 
goes  into  the  freight  car  between  these  two  points,  paid  for  as  freight, 
be  burdened  with  the  expenses  necessary  in  order  to  enable  the  rail- 
road company  to  carry  my  trunk  weighing  100  pounds  free? 

The  Vice  Chairman.  That  same  argument  carried  a  little  further 
would  make  them  weigh  you  and  Senator  Newlands  and  make  them 
charge  you  twice  as  much  as  they  charge  Senator  Newlands. 

Mr.  Sims.  I  know  I  have  the  advantage  in  weight.  I  spoke  of 
baggage,  because  we  all  know  what  it  means;  but  there  is  no  doubt 
there  are  many  millions  of  tons  of  free  baggage  carried  every  year. 

Mr.  Tiiei.ex.  I  think,  if  I  may  answer  your  last  suggestion,  I  am 
quite  confident  that  our  railroad  friends  would  insist  that  that  pack- 
age or  baggage  is  not  carried  free.  I  am  sure  that  the  passenger 
rate  covers  the  charge  for  both  the  passenger  and  the  baggage.  Just 
as  some  individuals  occupy  more  room  than  others  in  passenger  cars, 
also  some  may  have  more  baggage  than  others. 

The  Vice  Chairman.   Some  may  have  a  better  wardrobe. 

Mr.  Sims.  There  is  that  baggage  car  loaded  down  with  free  bag- 
gage, owned  by  passengers  who  have  not  paid  anything  more  than 
those  who  did  not  have  anything  that  went  in  that  baggage  car.  As 
our  country  gets  older  this  will,  of  course,  increase,  and  it  takes 
motive  power  to  carry  that  baggage  and  personal  attention;  and 
then  there  enters  into  it  the  feature  of  liability,  etc.  My  recollection 
is  that  the  receipt  of  gross  revenue  of  the  railroads — I  may  be  wrong 
about  this — that  the  gross  revenue  of  the  railroads  is  about  three 
times  as  much  freight  revenue  as  passenger  revenue.  Do  you  know 
about  what  the  facts  are? 

Mr.  Thelex.  I  know  that  the  freight  revenue  is  much  larger  than 
the  passenger  revenue. 

Mr.  Sims.  And  that  all  expenses  of  the  railroads  are  discharged 
from  all  receipts? 

Mr.  Thelex.  Yes. 

Air.  Sims.  Xow,  if  you  give  free  service  to  the  passenger  that  you 
do  not  give  to  the  shipper  of  the  ordinary  freight  traffic  you  make  the 
ordinary  freight  shipper  pay  three-fourths  of  what  the  railroads  have 
to  pay  to  give  this  free  service,  do  you  not  ? 

Mr.  Tiielex.  If  free  service  is  given  I  assume  that  our  friends  will 
not  be  very  slow  in  making  application  to  the  appropriate  commis- 
sions to  see  that  that  service  is  compensated  for. 

Mr.  Sims.  It  may  not  be  in  a  legal  sense,  but  I  am  talking  about  it 
as  a  fact  in  railroad  transportation.  Is  it  not  a  fact  that  in  giving 
the  passenger  uncompensated  services  without  giving  it  to  those  who 
pay  freight  on  his  freight  traffic  a  similar  uncompensated  service  the 
railroad  is  impoverished  in  its  receipts  to  that  extent  ? 

Mr.  Thelex.  I  am  afraid  we  can  not  meet  on  that  proposition,  be- 
cause we  look  at  it  from  different  points  of  view.  As  I  understand 
it,  you  look  at  it  as  free  service.  I  do  not  think  that  is  true,  but  that 
the  baggage  plus  passenger  are  compensated  for,  at  least  in  theory, 
by  the  passenger  rate. 
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Mr.  Sims.  I  am  comparing,  though,  the  railway  charges  for  carry- 
ing freight  traffic  and  carrying  passenger  traffic,  and  in  that  way 
ii  seems  to  me  that  the  freighl  traffic  does  nol  gel  the  same  benefits 
in  the  way  of  free  service  as  is  the  case  with  the  passenger  service. 
Of  course,  I  am  not  complaining  of  the  railroads  for  doing  this 
under  exist  ing  prad  ices. 

Senator  Cummins.  What  yon  mean.  Judge,  is  that  the  railroad 
company  ought  to  charge  more  for  a  man  with  a  trunk  than  a  man 
without  it  '. 

Mr.  Sims.  I  think  so. 

The  Vice  Chairman.  Then,  a  man  who  has  not  many  clothes  has 
some  compensation  and  consolation  over  the  man  who  has  a  great 
deal,  after  all. 

Senator  Cummins.  Some  leave  their  clothes  at  home. 

Mr.  Thelen.  I  ask  if  yon  would  carry  that  principle  so  far  as  to 
suggest  that  passengers  be  paid  for  according  to  their  weight  \ 

Mr.  Sims.  In  order  to  relieve  the  situation  of  any  element  which 
might  possibly  be  considered  personal,  let  us  consider  some  other 
example. 

Mr.  Thelen.  I  am  inclined  to  think  I  would  act  the  better  of  that. 
being  of  "smaller  stature. 

Mr.  Sims.  Of  course,  there  are  an  infinite  number  of  details  that 
must  be  disregarded.  The  sleeping  passenger-car  service  of  the  conn- 
try  is  being  enormously  increased  and  must  continue  to  increase.  A 
railroad  company  carries  a  very  heavy-weight  sleeping  car.  It  takes. 
a  greater  amount  of  the  motive  power  of  that  company  to  carry  that 
car  than  it  does  to  carry  the  ordinary  passenger  coach.  It  takes 
a  greater  amount  of  personal  attention  of  the  employees  at  switching 
points  and  changing  from  one  line  to  another,  and  the  railroad  com- 
pany that  does  this  does  not  get  one  cent  of  revenue  out  of  it,  as  I 
understand. 

Mr.  Thelen.  As  I  understand  it.  the  passenger  buy-  his  railroad 
ticket,  wnich  pays  the  railroad  company,  and.  in  addition  thereto, 
buys  his  sleeping  car  ticket. 

Mr.  Sims.  A  railroad  ticket  is  compensation  to  the  railroad  for 
all  services  rendered  as  a  railroad. 

Mr.  Thelen.  Yes,  sir. 

Mr.  Sims.  Von  are  entitled  to  a  day  coach  if  yon  want  it.  but  here 
comes  along  a  train  with  nothing  but  sleeping  cars,  with  the  very 
finest  railroad  operatives  in  charge  of  it  and  the  besl  engineers  and 
brakemen,  and  there  are  absolutely  no  additional  passengers  car- 
ried by  (lie  railroad  company,  but,  a-  a  matter  of  fact,  the  number 
of  passengers  is  limited,  because  yon  can  not  put  as  many  passengj 
in  a  sleeping  car  as  in  an  ordinary  day  coach,  and  the  railroad  com- 
pany carries  that  without  any  special  additional  compensation  what- 
ever, although  the  wear  and  tear  upon  the  tracks  of  the  railroad 
company  is  greater. 

Mr.  Thelen.  I  understand  your  point  to  be  this,  Judge:  Thai  it 
is  considerably  more  expensive  for  the  railroads  to  haul  the  limited 
number  of  passengers  whom  yon  find  in  the  sleeping  car  than  it  is 
to  haul  the  passengers  in  the  day  coach,  who  may  be  traveling  be- 
tween the  same  points;  and  I  assume  your  suggestion  would  be 
that  the  compensation  to  be  paid  to  the  railroad  uol  to  the  sleeping 
car  company,  but   to  the  railroad—by  the  man  who  travels  in  the 
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sleeping  ear  should  be  greater  than  that  paid  by  the  man  who  travels 
in  the  day  coach. 

Mr.  Sims.  Absolutely.  Would  it  not  increase  the  revenue  derived 
by  the  railroad  companies  \ 

Mr.  Tiielex.  I  understand  that  point  has  been  made,  or  will  be 
made,  in  an  important  rate  case  which  is  now  pending. 

Mr.  Sims.  It  seems  to  me  that  it  works  an  injustice  on  those  who 
are  not  able  to  avail  themselves  of  this  facility  that  the  railroad 
company  affords,  and  that  the  railroad  company  itself,  when  it 
carries  these  passengers  in  a  sleeping  car,  for  which  it  charges 
nothing  at  all  additional,  ought  to  receive  a  larger  fare  from  that 
passenger  than  it  does  from  the  passenger  who  travels  in  the  ordinary 
day  passenger  cars.  T  ask-  if  that  would  not  amount  to  a  very  large 
sum  of  money  in  the  United  States  by  having  some  reasonable  ad- 
justment in  the  charges  for  hauling  passengers,  making  the  pas- 
senger- that  travel  in  the  sleeping  cars  pay  a  higher  transportation 
charge  than  they  do  now  \ 

Mr.  Thelen.  Well.  1  assume  that  if  there  were  a  substantial  in- 
crease in  passenger  fare-  it  would  amount  to  millions  of  dollars. 

Mr.  Sims.  And  not  in  any  way  restrict  the  sleeping  car  travel. 
It  would  not  lie  large  enough — although  it  would  he  a  reasonable  one 
and  effect  a  great  increase  in  the  revenues  of  the  railroads — but  it 
would  not  be  such  a  charge  as  would  prevent  persons  from  using  the 
sleeping  cars. 

I  have  spoken  of  these  two  things,  because  they  appeal  to  the 
human  side  of  us.  hut  is  it  not  a  fact — and  I  am  not  blaming  the 
railroads  for  it,  because  competition  brings  about  many  things  that 
would  not  exist  without  it — but  is  it  not  a  fact  that  there  are  hun- 
dreds of  millions  of  dollars  which  might  be  saved  by  having  a  reason- 
aide  charge  for  all  services  performed  by  a  railroad  company? 

Mr.  rJ "helen.  The  Interstate  Commerce  Commission,  I  believe,  in 
a  number  of  cases  has  drawn  the  attention  of  the  carriers  to  certain 
uncompensated  services  and  has  drawn  their  attention  to  the  possi- 
bility of  establishing  reasonable  charges  for  those  services. 

Mr.  Sims.  And  thereby  secure  additional  revenue  for  the  railroad 
companies '. 

Mr.  Tiielex.  Yes.  sir. 

Mr.  Sims.  Is  it  not  the  tendency,  at  the  present  time,  under  present 
conditions,  that  wherever  a  railroad  company  finds  it  is  not  getting 
all  the  revenue  it  should  receive,  that  its  efforts  is  to  increase  rates, 
as  a  rule? 

Mr.  Tiielex.  We  have  had  such  applications  in  the  past. 

Mr.  Sims.  And  may  have  more? 

Mr.  Thelex.  May  have  more;  yes,  sir. 

Mr.  Sims.  If  they  have  to  have  more  revenue — and  they  will  have 
to  have  it  or  go  into  bankruptcy — could  not  those  revenues  be  so  ac- 
quired without  an  increase  of  freight  rates? 

Mr.  Thelen.  In  response  to  that  suggestion,  I  will  say  that  the 
Interstate  Commerce  Commission,  in  the  Five  Per  Cent  Advance 
Rate  case  drew  the  attention  of  the  carriers  to  two  possible  ways  of 
increasing  their  revenue  other  than  by  increasing  the  existing  rates. 
One  way  was  to  impose  reasonable  charges  for  the  so-called  uncom- 
pensated services  and  the  other  was  to  reduce  their  operating  ex- 
penses by  greater  efficiency   as  suggested  by  the  Interstate  Com- 
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merce  Commission.  I  assume  it  is  entirely  proper  to  say  that  when- 
ever an  application  is  made  for  an  increase  of  rates,  consideration 
should  be  given  to  both  of  those  questions,  in  addition  to  the  bare 
question  of  raising  the  existing  rates. 

Mr.  Sims.  1  want  to  ask  you  this  question,  and  then  I  shall  stop, 
whether  or  not  you  think  there  is  a  real  and  substantial  danger, 
through  the  unrestricted  exercise  by  the  States  of  the  powers  which 
they  have  now  a  right  to  exercise,  of  impairing-  the  national  service 
of  the  railroads? 

Mr.  Thelen.  I  will  say  this,  Judge,  that  the  national  service  of  the 
railroads  could  be  impaired  by  unfair  or  unjust  action  either  by  the 
States  or  the  Federal  authorities,  and  that  this  possibility  is  inherent 
in  all  public  regulation  of  all  public  utilities.  But  it'  you  ask  the 
question  whether  the  existing  order  of  things,  by  which  the  Federal 
Government  commands  in  one  sphere  and  the  States  command  in 
another  sphere,  substantially  impairs  the  ability  of  the  railroads  to 
properly  render  their  service.  I  say  no.  The  condition  in  which  many 
railroads  now  find  themselves,  in  my  judgment,  is  only  to  a  very 
slight  extent  due  to  our  dual  system  of.  government  and  to  regulation. 
first,  by  the  Interstate  Commerce  Commission,  and,  secondly,  by  the 
States.  In  my  judgment  their  difficulties,  which  we  all  appreciate 
and  sympathize  with,  are  due  to  entirely  different  causes.  A  mere 
change  in  the  method  or  machinery  of  regulation  as  between  the 
Nation  on  the  one  hand  and  the  States  on  the  other  hand  will  accom- 
plish very  little,  if  anything,  along  constructive  lines.    - 

Mr.  Sims.  Your  idea  is  to  confine  the  States  to  that  which  is  purely 
of  State  character  ? 

Mr.  Thelex.  Yes,  sir. 

Mr.  Sims.  And  that  all  over  that  the  States  should  leave  to  national 
regulation  ? 

Mr.  TfiELux.  Yes,  sir;  and  to  show-  that  we  are  fair  about  the 
matter,  the  States  are  willing  to  give  up  all  authority  we  have  over 
the  issue  of  railroad  securities.  The  principle  we  follow  is  this,  that 
whatever  the  Xational  Government  can  best  do  for  our  people  should 
be  done  by  the  Xational  Government,  but  that  whatever  can  be  best 
done  by  the  States  should  be  done  by  the  States. 

Mr.  Sims.  I  do  not  want  to  announce  that  I  am  through  asking 
questions,  but  I  am  willing  to  stop  in  order  that  Ave  may  adjourn. 

The  Vice  Chairman.  I  trust  that  Judge  Sims  will  finish  before 
adjournment,  as  we  should  like  to  take  up  another  witness  to-morrow. 

Mr.  Tiiom.  May  I  say  a  single  word  before  you  adjourn? 

The  Chairman.  Certainly. 

Mr.  Tiiom.  Of  course.  I  appreciate  this  is  not  the  time  to  set  forth 
the  views  of  the  railroads,  nor  to  go  into  any  general  corrections  of 
any  misinterpretations  of  their  attitude.  We  are.  however,  very  far 
removed  in  point  of  distance  from  the  hearings  which  have  already 
occurred,  and  there  has  been  one  matter  stated  as  the  attitude  of  the 
railroads  which  would  lie  so  hurtful,  as  it  seem-  to  me.  if  not  cor- 
rected, that  I  ask  a  moment  simply  to  state  the  misinterpretation  on 
that  one  point.  The  suggestion  here  ha-  been  made  that  the  proposal 
made  by  the  railroads  with  respeel  to  leaving  taxation  to  the  State- 
has  been  made  as  a  temporary  expedient  and  in  the  first  instance,  to 
quote  Mr.  Thelen.  I  wish  to 'say  that  no  such  idea  is  in  the  minds  of 
the  railroads  in  respect  to  this  matter,  which  is  to  leave  the  matter 
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of  taxation  of  the  railroads  to  the  States,  just  as  the  matter  of  taxa- 
tion of  national  banks  incorporated  by  the  Federal  Government  is 
left  to  the  States  and  has  been  in  the  States  since  the  formation  of 
those  banks,  more  than  50  years  ago.  We  have  no  covert  purpose,  no 
reservation,  but  we  are  advocating  the  policy  of  leaving  the  power  of 
taxation  of  railroads,  although  incorporated  under  the  Federal  Gov- 
ernment,  to  the  States,  just  as  the  Federal  authority  leaves  the  taxa- 
tion of  the  national  banks  to  the  States,  and  that  is  a  matter  not  in- 
tended to  be  in  the  first  instance,  but  is  without  reservation,  and  is 
the  statement  of  our  view  as  to  what  is  a  proper  national  policy. 

Mr.  Adamson.  I  move  that  we  adjourn  until  10  o'clock  to-morrow 
morning,  and  that  we  sit  until  12  o'clock,  and  that  on  succeeding  days 
we  sit  from  the  same  hour  until  1  o'clock. 

The  Chairman.  If  there  is  no  objection,  that  will  be  the  order. 

Whereupon,  at  12  m..  an  adjournment  was  taken  until  to-morrow. 
Friday,  November  2,  1017.  at  10  o'clock  a.  m. 


FRIDAY,  NOVEMBER  2,   1917. 

Congress  of  the  United  States, 
Joint  Committee  ox  Interstate  Commerck. 

San  Francisco,  ( 'm '. 

The  joint  committee  met  in  the  Palace  Hotel  at  10  o'clock  a.  m.,  in 
pursuance  to  adjournment.  Senator  Francis  G.  Newlands  presiding. 

The  Chairman.  The  committee  will  come  to  order.  Before  we 
proceed  with  the  hearing  I  wish  to  ask  whether  there  are  any  of  the 
State  commissioners  or  commercial  bodies  or  individuals  other  than 
those  enumerated  yesterday  that  would  like  to  be  heard  before  this 
committee? 

Mr.  McCarthy.  I  have  a  telegram  from  the  Merchants'  Associa- 
tion of  Spokane.  The  Spokane  Merchants'  Association  state  that 
they  desire  to  be  heard  here  and  would  like  to  know  as  to  the  date 
they  can  be  heard  on  the  fourth  section. 

The  Chairman.  What  would  be  a  convenient  date  for  them  '. 

Mr.  McCarthy.  I  am  not  in  a  position  to  state.  I  have  just  re- 
ceived this  telegram  from  them,  and  I  assume  that  any  time  after 
two  or  three  days  would  suit  them. 

The  Chairman.  Will  you  communicate  with  the  clerk  and  fix  a 
date?  Some  day  next  week  we  will  hear  them.  The  clerk  informs 
me  that  he  has  put  Spokane  down  for  Tuesday  of  next  week. 

Mr.  McCarthy.  I  will  wire  them  to  that  effect. 

Mr.  Edgerton.  Mr.  Edgerton,  from  the  California  commission. 
Holding  a  view  perhaps  somewhat  different  from  airy  State  commis- 
sion in  the  matter  of  Federal  control,  I  do  not  wish  to  force  myself 
upon  the  committee,  but  if  they  should  care  to  hear  from  me,  I  shall 
be  glad  to  avail  myself  of  the  opportunity  to  appear  before  you. 

The  Chairman.  We  should  be  very  glad  to  hear  from  you,  if  you 
will  arrange  for  a  day  with  the  clerk. 

Are  you  ready  to  proceed  now,  Mr.  Thelen  ? 

Mr.  Thelen.  Yes,  sir. 
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STATEMENT  OF  MR.  MAX  THELEN— Resumed. 

Mr.  Sims.  Mr.  Thelen,  does  not  the  taxation  of  public  utilities  to 
the  extent  that  it  is  a  burden  upon  the  revenues  of  the  utility  impair 
its  ability  to  serve  the  public? 

Mr.  Thelen.  I  suppose  that  this  is  a  perfectly  fair  statement, 
that  all  the  money  that  is  spent  in  the  shape  of  taxes  is  therefore 
unavailable  to  pay  operating  expenses  or  a  return  on  investment  or 
to  provide  for  a  surplus.  I  suppose  that  is  a  fundamental  propo- 
sition. 

Mr.  Sims.  Under  the  idea  or  theory  (hat  the  public  utility  col- 
lects its  revenue  from  the  public,  to  collect  it  from  the  public  and 
give  it  back  to  the  public  is  a  kind  of  process  that  does  not  seem  to 
have  very  much  economic  value  in  it,  as  a  general  proposition.  In 
the  taxation  of  public  utilities,  the  property  which  is  called  localized 
property,  the  taxes  collected  from  the  localized  property  remains 
in  the  locality;  that  is,  it  is  expended  in  the  locality  from  which  it  is 
collected. 

Mr.  Thelen.  That  is  generally  the  case,  I  suppose. 

Mr.  Sims.  And  to  that  extent  the  burden  of  local  taxation  that 
has  to  be  paid  out  of  the  general  revenues  of  the  public  utility  is 
a  burden  upon  the  entire  service  to  the  public  and  not  alone  that 
portion  of  the  public  served  in  that  particular  locality. 

Mr.  Thelen.  Of  course,  there  are  different  systems  of  taxation. 
In  this  State  the  operative  railroad  properties  do  not  pay  taxes  to 
the  local  authorities.  Taxes  paid  by  the  railroads  on  operative  prop- 
erty are  paid  into  the  State  treasury  and  used  for  State  purposes. 

Mr.  Sims.  There  is  a  tax  upon  localized  property  for  strictly  local 
purposes,  is  there  not? 

Mr.  Thelen.  Not  on  operative  railroad  property.  As  far  as  opera- 
tive railroad  property  taxes  are  concerned  they  are  paid  exclusively 
into  the  State  treasury.  The  railroads  pay  a  certain  per  cent  of 
their  gross  revenues  into  the  State  treasury,  and  that  pays  all  their 
taxes  on  all  their  operative  property ;  but  where  you  find  nonopera- 
tive  property  that  is  not  used  in  railroad  service,  the  taxes  on  that 
property  are  paid  to  the  counties  and  cities  and  towns.  But  that 
property  is  relatively  small  in  amount. 

Mr.  Sims.  But  it  is  paid  out  of  the  general  revenues  of  the  com- 
pany ? 

Mr.  Thelen.  Yes,  sir. 

Mr.  Sims.  And  not  confined  to  the  revenue  received  from  that  par- 
ticular locality  ? 

Mr.  Thelen.  Yes.  sir. 

Mr.  Sims.  Is  it  not  a  fact,  Mr.  Thelen.  that  the  lack  of  uniformity 
in  tax  laws  in  the  different  States  of  the  Union  is  such  that  the  taxa- 
tion of  one  State  sometimes  bears  more  heavily  upon  the  resources  of 
a  public  utility  than  that  of  other  States  served  by  the  same  utility  ? 

Mr.  Thelen.  That  might  be  so  where  the  taxation  is  upon  a  differ- 
ent percentage  basis,  and  where  the  percentage  of  assessed  value  to 
real  values  is  different. 

Mr.  Sims.  Inasmuch  as  each  State  is  a  sovereign  in  that  respect 
and  can  make,  and  does  make,  its  own  tax  laws,  since  the  States  do 
tax  public  utilities  serving  different  States,  one  State  does  have  the 
power  to  impair  the  service  of  that  utility;  that   1^,  it  has  the  legal 
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power  to  do  so,  by  reason  of  a  tax  rate  different  from  the  tax  rate  in 
another  State  through  which  the  same  utility,  like  a  railroad  line, 
may  go. 

Mr.  Thelex.  I  can  readily  imagine  a  case  where  a  State,  desiring 
to  be  unfair,  could  impose  such  heavy  taxes  on  the  railroad  property 
in  that  State  as  to  interfere  to  some  extent  with  the  ability  of  the 
railroad  to  perform  its  service  sufficiently  in  the  other  States  through 
which  it  may  run. 

Mr.  Sims.  In  order  to  have  uniform  service  and  uniform  ability  to 
serve,  taxation  should  be  uniformly  levied  and  collected  where  the 
utility  in  question  serves  more  than  one  taxing  community,  should 
it  not? 

Mr.  Thelex.  I  have  not  worked  out  that  situation  in  detail  in  my 
own  mind  as  yet.  I  have  some  sympathy  with  the  proposition  which, 
I  think,  was  made  by  Senator  Newlands  in  his  proposal  for  Federal 
incorporation,  to  the  effect  that  some  uniform  measuring  rod  for 
State  taxation  of  interstate  railroads  should  be  prescribed  by  the 
Federal  authorities,  but  I  have  not  worked  out  the  details  of  that  plan 
in  my  own  mind. 

Mr.  Sims.  Without  in  some  way  having  absolute  Federal  control 
of  a  railroad  company,  how  can  Congress  prevent  a  State,  within  its 
]  lowers,  from  levying  such  taxation  on  railroad  property  in  its  limits 
as  it  sees  fit? 

Mr.  Titelex.  The  Federal  authorities  have  power  over  railroads  to 
the  full  extent  permitted  by  the  commerce  clause,  and  if  the  Federal 
Government  has  the  constitutional  power  to  prevent  undue  discrimi- 
nation in  taxing  by  State  authorities,  it  has  that  power  now  and  can 
exercise  it  by  direct  legislation. 

Mr.  Sims.  Without  reference  to  a  national  charter? 

Mr.  Thelex.  Entirely  without  reference  to  that. 

Mr.  Sims.  As  I  remember  now,  the  State  of  New  Jersey  taxes  rail- 
roads $3,000  per  mile  of  line — that  is,  $3,000  per  mile  of  line  within 
its  borders.  The  State  of  Texas  collects  $200  per  mile  within  its 
territory.  Is  not  such  a  difference  in  taxation  between  the  two  States, 
assuming  the  same  line  of  railroad  should  go  through  these  two 
States,  so  unequal  as  to  impair  the  services  in  Texas  possibly  on  ac- 
count of  the  excessive  or  extraordinary  tax  burden  imposed  on  that 
same  utility  in  another  State,  in  this  instance  New  Jersey  ? 

Mr.  Thelex.  Before  I  pass  judgment  on  that,  Judge,  I  should  have 
to  know  the  real  property  values  of  the  railroads  in  New  Jersey  as 
distinguished  from  Texas.  It  may  be  that  the  property  value  of  the 
railroads  in  New  Jersey  is  very  much  higher  than  in  Texas,  and  if 
that  is  the  case  one  would  suppose  that  the  taxes  paid  in  New 
Jersey  would  be  considerably  higher  than  those  paid  in  Texas.  I 
have  no  personal  knowledge  of  the  railroad  property  values  in  those 
two  States. 

The  Vice  Chairmax.  I  believe,  Judge  Sims,  the  method  generally 
pursued  by  the  railroads  to  equalize  a  situation  of  that  kind  would 
be  to  raise  the  Texas  rate  in  order  to  equalize  the  New  Jersey  rate. 
The  railroads  always  raise  rates  whenever  they  want  to  equalize  a 
situation. 

Mr.  Sims.  Confining  the  service  of  a  public  utility  to  the  public 
absolutely  and  exclusively,  is  not  taxation  of  any  kind  illogical  ? 
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Mr.  Thelen.  I  do  not  know  as  I  would  say  that.  Of  course,  the 
public  pays  the  bill  in  the  long  run,  or  is  supposed  to  pay  the  bill  in 
the  long  run.  I  would  not  be  prepared  to  say  that  the  taxation  of  a 
public-utility  property  is  illogical. 

Mr.  Sims.  I  mean  in  a  generic  sense.  I  do  not  mean  there  is  any- 
thing wrong  about  the  present  proceedings;  but  do  you  think  it  is 
logical  for  a  State  to  tax  its  own  capitol  building? 

Mr.  Thelen.  I  understand  that  property  which  is  publicly  owned 
by  the  State  is  not  taxed. 

Mr.  Sims.  Because  you  would  be  taking  something  from  the  State 
and  giving  it  back  to  the  State.  Now,  if  it  is  not  logical  to  tax 
publicly  owned  property  of  the  State  or  county  for  State  or  county 
purpose,  why  does  not  the  same  doctrine  apply  to  a  strictly  public- 
utility  service? 

Mr.  Thelen.  I  suppose  the  reason  why  it  is  not  the  same  is  that 
up  to  the  present  time  most  of  the  public-utility  property  is  not  pub- 
licly owned  but  privately  owned,  and  therefore  is  taxed  as  other  pri- 
vately owned  property. 

Mr.  Sims.  Is  not  the  theory  that  underlies  private  ownership  of 
public  utilities  based  on  the  idea  that  a  private  company  can.  by  giv- 
ing its  special  attention  to  the  particular  public  service,  serve  the 
public  as  cheaply  and  as  well  as  the  public  could  serve  itself,  at  such  a 
difference  in  cost  as  would  give  the  private  company  a  profit  between 
the  actual  cost  to  the  private  company  and  what  it  receives  from  the 
public? 

Mr.  Thelen.  I  do  not  believe.  Judge,  that  the  private  ownership  of 
public-utility  properties  has  arisen  on  any  such  theory.  As  a  his- 
torical fact,  private  capital  has  gone  into  the  development  of  those 
properties  before  the  public  had  thought  of  owning  them.  I  think 
the  historical  fact  is  that  private  capital  was  there  first. 

Mr.  Sims.  Is  not  the  true  theory  of  public-utility  service  based  on 
the  idea  that  the  public  should  receive  the  service  at  the  cost  of  ren- 
dering that  service? 

Mr.  Thelen.  Well,  the  Supreme  Court  of  the  United  States  has 
said  in  a  number  of  ca^es,  which  I  think  establish  the  law  on  that 
question,  that  the  utilities  shall  receive  rates — unless  those  rates  are 
unreasonably  high — which  will  yield  it  operating  expenses,  deprecia- 
tion, and  a  fair  return  on  what  the  courts  call  the  fair  value  of  the 
property.  I  am  not  quite  sure  whether  that  corresponds  with  your 
idea  of  the  cost  of  service.  I  think  it  does  not,  because  the  rate  of 
interest  that  is  allowed  is  generally  somewhat  in  excess  of  the  cost  of 
the  money,  so  that  there  is  an  element  of  profit  in  there  in  excess  of 
the  cost  of  service.  Apart  from  that  one  feature,  I  suppose  the  prin- 
ciple which  has  been  announced  by  the  Supreme  Court  is  the  principle 
of  the  cost  of  service,  provided  that  the  rates  thus  established  will  not 
be  unreasonably  high  from  the  point  of  view  of  the  public.  There 
are  cases  in  which  the  rates  would  be  so  unreasonably  high  that  the 
rates  actually  established  by  the  public  authority  do  not  yield  a  full 
return  on  the  fair  value  of  the  property. 

Mr.  Sims.  Do  you  hold  to  the  idea  or  theory  that  public  service  can 
be  rendered  through  private  agencies  equally  as  well  and  more  eco- 
nomically to  the  public  than  it  can  be  rendered  by  the  public  through 
its  own  agencies — direct  agencies? 
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Mr.  Thelen.  In  the  past  that  has  to  a  considerable  extent  been 
true.  As  to  whether  that  is  true  in  the  future  or  not  will  depend  to 
the  extent  to  which  the  public  can  work  out  a  system  for  the  eco- 
nomical and  efficient  administration  of  public-utility  properties.  I 
am  not  prepared  to  say  that  in  the  long  run  private  operation  must 
necessarily  be  cheaper  than  public  operation  when  you  take  into  con- 
sideration the  lower  cost  of  money  to  the  public  and  other  elements 
that  have  to  be  considered. 

Mr.  Sims.  Then  you  do  draw  a  distinction,  practically,  in  public 
ownership  and  public  operation. 

Mr.  Thelen.  I  can  imagine  these  two  situations,  Judge:  I  can  im- 
agine, on  the  one  hand,  the  railroads  being  publicly  owned,  but  op- 
erated by  private  concerns  to  whom  the  privilege  of  operation  is 
leased  out.  and,  on  the  other  hand,  I  can  imagine  a  case  where  the 
railroads  are  both  publicly  owned  and  publicly  operated.  I  think 
consideration  should  be  given  both  to  ownership  and  operation. 

Mr.  Sims.  From  the  standpoint  of  capital  charge  I  suppose  you 
ay  ill  admit  that  Government  ownership  of  property  itself  might 
be  more  economical  than  private  ownership  of  property,  but  as  to 
operation,  private  operation  might  possibly  be  more  economical  than 
public  operation  by  officials  appointed  by  the  Government  to  perform 
that  particular  service. 

Mr.  Thelen.  As  far  as  the  ownership  of  the  property  is  concerned 
and  the  charges  in  connection  therewith,  I  believe  it  will  be  generally 
conceded  that  the  Government  has  always  been  able  to  borrow  money 
cheaper  than  private  individuals,  so  the  rates  of  interest  will  prob- 
ably be  less  in  the  case  of  public  ownership  than  in  the  case  of 
private  ownership.  As  far  as  expense  of  operating  the  properties 
is  concerned,  that  is  a  matter  as  to  which  there  is  considerable  differ- 
ence of  opinion.  Those  who  favor  private  ownership  say  that  pri- 
vate ownership  will  be  able  to  operate  those  properties  considerably 
more  cheaply  than  can  be  done  under  public  ownership.  That  is  a 
subject  of  considerable  argument. 

Mr.  Sims.  I  know  it  is,  but  this  is  a  very  broad  resolution  that  we 
are  working  under. 

Now,  Mr.  Thelen,  suppose  we  continue  just  as  we  are.  The  rail- 
roads serving  the  public  own  their  terminals  and  other  property. 
As  the  values  in  the  community  in  which  a  particular  terminal  is 
located  increase  the  commercial  value  of  that  terminal  the  localized 
property  of  the  railroad  increases  also  and  will  not  the  railroad  be 
entitled  to  an  earning  equal  to  the  fair  value  upon  the  increased 
community  value  that  is  added  to  its  localized  property? 

Mr.  Thelen.  That  is  a  question,  I  think,  judge,  which  has  not 
been  determined  with  entire  defmiteness  by  the  Supreme  Court. 
The  last  word  I  know  of  from  the  Supreme  Court  on  that  question  is 
contained  in  the  Minnesota  rate  case.  In  that  case  the  court  held 
that  the  railroads  ought  to  be  satisfied  if  they  secure  a  value  for  their 
lands — and  I  suppose  you  refer  to  all  terminal  lands — not  to  exceed 
the  fair  market  value  of  lands  of  similar  character  in  that  vicinity 
without  the  application  of  so-called  multiples  or  of  overhead  per- 
centages. As  I  say,  the  court  stated  that  the  railroads  should  be 
satisfied  if  they  receive  a  value  not  to  exceed  that.  What  the  Supreme 
Court  will  finally  say  on  that  particular  question,  whether  that  is 
the  value  or  only  the  maximum  value,  I  do  not  know. 
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Mr.  Sims.  Coming  back  to  the  taxation  proposition,  hero  is  a  block 
of  property  in  San  Francisco  used  and  occupied  by  a  railroad  com- 
pany. It  is  now  worth — its  value  for  taxation  purposes — $1,000,000. 
The  railroad  company  pays  on  the  rate  of  a  million  dollars  of  invest- 
ment, and  it  would  be  allowed,  I  suppose,  in  a  question  of  rates  to 
regard  this  million  dollars  as  a  part  of  the  capital  on  which  it  should 
have  a  reasonable  earning.  In  a  few  years,  without  anything  being 
done  by  the  railroad  itself  to  this  particular  property,  it  becomes 
worth  $2,000,000.  The  public  would  tax  it  as  worth  $2,000,000;  that 
is,  as  of  the  value  of  $2,000,000;  whereas  it  does  not  add  to  the 
facilities  of  the  railroad  to  perform  the  services  of  a  railroad  by  rea- 
son of  that  increased  value,  but  if  you  tax  the  railroad  company  on 
the  amount  of  the  increased  value,  will  3^ou  not  have  to  allow  the  rail- 
road company  an  earning,  not  on  that  particular  property,  but  on 
all  property,  on  the  basis  that  it  is  worth  now  $2,000,000  instead  of 
one  million? 

Mr.  Thelex.  That  is  one  of  the  great  disputed  quest  ions  before  the 
Supreme  Court.  I  think  I  will  agree  with  you  in  the  inference  which 
is  contained  in  your  question  to  the  effect  that  very  serious  considera- 
tion must  be  given  to  the  question  of  the  so-called  unearned  incre- 
ment of  land  devoted  to  railroad  uses.  I  suppose  this  committee,  and 
the  country  as  a  whole,  in  the  solution  of  the  railroad  problem,  will 
give  careful  consideration  to  the  fact  that  railroad  terminal  proper- 
ties are  mounting  tremendously  in  value  as  real  estate,  and  if  the 
increase  continues  as  it  has  in  the  past,  if  rates  continue  to  increase 
with  the  increase  in  value  of  those  terminal  properties  we  may  be 
confronted  with  rather  a  serious  situation  in  so  far  as  the  question 
of  rates  is  concerned. 

Mr.  Sims.  Xow,  if  the  Government  owned  this  fixed  property,  then 
the  Government,  not  paying  taxes  on  its  fixed  property,  would  not 
be  entitled  to  an  increased  earning  on  the  railroad  line  on  account 
of  the  increased  burdens  growing  out  of  the  community  value  of  that 
terminal. 

Mr.  Thelex.  I  suppose  that  the  Government  could  fix  its  own 
rates.  I  am  not  at  all  certain  that  the  rules  of  the  Supreme  Court, 
as  established  in  connection  with  rates  for  privately  owned  property, 
would  apply  if  the  Government  itself  owned  the  railroad  systems  and 
operated  them. 

Mr.  Sims.  As  long  as  the  railroad  properties  are  owned  privately, 
either  through  companies  chartered  by  States  or  by  the  Nation,  the 
property  can  and  will  be  taxed  as  private  property. 

Mr.  Thelex.  I  suppose  so. 

Mr.  Sims.  Which  will  include  the  unearned  increment  of  com- 
munity value.  Therefore,  the  railroads  will  always  have  to  pay  an 
increased  tax  on  the  increased  value  of  the  land  which  they  occupy 
and  use  for  public  purposes,  but  which  brings  to  them  no  increased 
earnings  as  a  public  carrier. 

Mr.  Thelex\  I  am  not  so  sure  that  they  do  not  receive  increased 
earnings.  Their  claim  is  that,  in  determining  the  fail-  value  of  the 
property  on  which  they  should  be  allowed  rate-,  the  entire  so-called 
unearned  increment  should  be  added  to  their  property  value-. 

Mr.  Stms.  That  is  their  contention  now? 

Mr.  Tiielex-.  Yes,  sir. 
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Mr.  Sims.  Will  we  not  have  to  increase  the  capitalization  of  rail- 
roads if  they  have  to  continually  pay  taxes  on  unearned  increment 
in  property  which  really  is  not  necessary  to  the  performance  of  any 
transportation  service?  And  if  we  have  to  pay  for  all  of  this  by 
increased  rates,  when  will  the  time  come  when  there  will  be  stability 
in  rates?    When  will  they  stop  increasing? 

Mr.  Thelen.  I  do  not  know.  I  suppose  the  railroads  can  answer 
that  better  than  I. 

Mr.  Thom.  I  think  you  had  better  stop  now. 

Mr.  Sims.  Is  not  the  present  problem — operating  railroads  as  pri- 
vately owned  property — to  give  them  more  revenue  without  increas- 
ing rates?    Is  not  that  the  real  problem? 

Mr.  Thelen.  I  do  not  know  that  I  would  agree  with  you  entirely. 

Mr.  Sims.  I  am  asking  a  question  and  not  stating  a  proposition. 

Mr.  Thelen.  I  would  say  this,  that  when  applications  for  rate 
increases  are  made,  that  we  should  give  very  careful  consideration  to, 
first,  the  so-called  uncompensated  services  which  the  railroads  might 
perform;  secondly,  to  the  possibilities  of  decreasing  their  operating 
expenses;  but  if,  after  we  give  consideration  to  those  elements,  we 
find  that  existing  rates  do  not  give  them  a  fair  return,  then  I  will  say 
that  we  shall  have  to  raise  the  rates. 

Mr.  Sims.  Every  time  a  rate  is  raised,  is  not'  the  public  that  has 
to  pay  it  thereby  injured  to  the  extent  of  the  gross  increase;  that  is, 
to  the  extent  of  the  full  amount  of  the  raise?  Is  it  not  a  burden  to 
that  extent,  without  any  compensating  feature  growing  out  of  the 
increase  ? 

Mr.  Thelen.  The  fact  is  that  they  pay  out  that  much  more  money. 

Mr.  Sims.  That  is,  they  have  that  much  less  profit  in  the  business 
done  through  the  railroads? 

Mr.  Thelen.  Yes,  sir. 

Mr.  Sims.  And  the  problem  is  to  reduce  rates  as  time  goes  on  and 
at  the  same  time,  if  the  property  is  to  be  continued  under  private 
ownership  and  increased  burdens  are  to  be  put  upon  the  property, 
the  roads  have  to  get  the  revenue  from  some  source  or  other,  and 
one  of  the  sources  suggested  yesterday  was  the  abolition  of  all  un- 
compensated services — passenger,  freight,  and  other  kinds.  Do  you 
think  the  public  will  stand  for  increasing  freight  rates  without 
undertaking  to  relieve  itself? 

Mr.  Thelen.  No;  I  think  not.  I  believe  that  if  we  are  to  be 
confronted  with  ever-increasing  freight  rates  the  public  will  continue 
to  give  more  and  more  serious  consideration  to  some  other  solution 
of  the  problem — either  to  Government  ownership  of  railroads  with 
private  operation  or  to  Government  ownership  and  operation  of  rail- 
roads. 

Mr.  Sims.  If  the  railroads  will  have  to  continue  to  increase  their 
capitalization  by  the  acquiring  of  additional  expensive  terminals 
that  of  themselves  do  not  bring  any  additional  revenue,  how  are 
they  to  do  this  without  increasing  rates?  How  are  they  to  meet 
ever-increasing  terminal  cost  or  investment  cost  on  which  they  must 
pay  interest  or  dividends — because  it  is  a  part  of  the  capitalization 
of  the  company — how  can  they  do  it  without  resorting  to  increases 
in  rates  if  we  do  not  resort  to  the  theory  we  have  just  been  speaking 
of,  of  having  a  reasonable  and  just  compensation  for  every  service 
performed  by  the  railroad  companies? 
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Mr.  Thelex.  With  reference  to  every  piece  of  railroad  terminal 
property  which  a  railroad  acquires,  it,  of  course,  is  required  to  pay 
interest  on  that  investment,  but  as  the  value  of  the  property  increases 
with  the  growth  of  the  community  the  amount  of  interest  on  that 
investment  does  not  grow,  because  the  investment  is  the  same.  It  is- 
(he  same  as  it  always  was. 

Mr.  Sims.  But  capitalization,  the  capital  stock  issued,  will  have 
to  pay  dividends  in  addition  to  the  mortgage  that  is  put  upon  the 
property. 

Mr.  Thelen.  The  more  increase  in  the  value  of  the  terminal  prop- 
erty in  the  market  docs  not  result  in  an  increase  in  the  securities 
issued  against  that  property.  A  certain  amount  of  securities  is  issued 
against  the  property  when  it  is  first  acquired,  and  that  is  all.  The 
mere  fact  that  the  value  of  the  land  in  the  market  rises  would  not, 
in  my  judgment,  justify  an  additional  issue  of  securities  against  that 
property.  In  other  words,  the  securities  thereafter  issued  are  issued 
and  the  proceeds  used  for  extensions  and  betterments,  etc.,  but  no 
securities  are  issued  to  represent  the  so-called  unearned  increment  in 
the  value  of  the  land.  If  the  securities  should  keep  mounting  as  the 
value  of  the  land  goes  up,  it  is  entirely  true  that  the  dividends  and 
interest  charges  which  have  to  be  paid  would  have  to  be  increased. 
My  point  is  that  the  mere  fact  that  the  value  of  the  land  increases 
would  not  justify  an  increased  issue  of  securities  against  that  same 
property. 

Mr.  Sims.  As  a  matter  of  fact  and  as  a  matter  of  practice,  does 
not  that  practically  result  now,  or  follow? 

Mr.  Thelex.  I  do  not  know  what  the  effect  is  or  what  the  result 
is  in  States  which  have  no  control  over  the  issues  of  securities  of  rail- 
roads. It  certainly  is  not  true  in  this  State.  No  such  applications 
have  been  made  in  this  State,  as  far  as  I  know. 

Mr.  Sims.  As  a  rule,  are  not  the  terminals  owned  by  terminal  com- 
panies that  issue  their  own  stock? 

Mr.  Thelex.  I  believe  it  is  true  in  some  States. 

Mr.  Sims.  Is  it  not  true  of  many  of  them  ? 

Mr.  Thelex.  It  is  true  in  some  large  cities  of  the  United  States. 
I  think  it  is  true  in  St.  Louis,  Chicago,  and  in  some  other  large  cities. 
In  San  Francisco  the  State  owns  and  operates  the  Belt  Railroad. 

Mr.  Sims.  Where  it  is  true,  is  it  not.  in  fairness  and  justice,  right 
that  that  company  should  make  a  terminal  charge  for  the  terminal 
services  rendered  to  the  public,  and  that  the  terminal  charge  should 
not  come  out  of  the  entire  public  using  the  line  that  goes  into  or  out 
of  the  terminal  station  ? 

Mr.  Thelex.  I  have  not  given  sufficient  thought  to  that  to  be  able 
to  answer  that.  I  do  not  want  to  get  into  the  so-called  switching 
cases,  with  which  those  here  are  well  acquainted.  It  has  been  held 
that  the  through  rate  includes  the  so-called  switching  service,  which 
is,  in  effect,  a  terminal  service. 

Mr.  Sims.  Congress  can  regulate  these  things  or  any  instrumen- 
tality of  interstate  commerce,  as  I  understand  it,  and  a  terminal  com- 
pany that  serves  an  interstate  road,  it  seems  to  me.  is  an  interstate 
corporation,  although  it  may  be  entirely  located  within  a  State. 
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Mr.  Thelen.  We  will  all  agree  that  compensation  should  be  paid 
for  the  service;  whether  that  compensation  should  be  a  separate  item 
or  included  in  the  through  rate  is  an  entirely  different  matter. 

Mr.  Sims.  Mr.  Thelen.  my  excuse  for  asking  so  many  questions  is 
that  you  have  given  this  subject  a  great  deal  of  study  both  from  the 
National  and  State  aspect,  and  not  simply  confining  your  studies  to 
the  State  situation.  We  have  to  look  at  this  from  the  national  view- 
point as  well  as  the  local. 

Mr.  Thelen.  I  shall  feel  greatly  pleased  if,  in  my  efforts  to  answer 
your  questions,  I  have  thrown  any  light  on  the  matter. 

Mr.  Sims.  Not  wishing  to  appear  critical,  I  wish  I  had  a  chance  to 
examine  you  for  a  couple  of  days,  on  account  of  the  information  the 
country  would  derive  from  your  answers.  I  thank  you  very  much 
for  your  patience. 

Mr.  Thelen.  I  hope  thai  1  have  been  useful. 

The  Chairman.  You  are  the  chairman  of  the  legislative  committee 
of  the  Board  of  State  Railway  Commissions? 

Mr.  Thelen.  No,  Senator;  I  am  not  the  chairman.  Senator  Bris- 
tow  is  chairman.  But  I  am  a  member  of  the  committee  on  State  and 
Federal  legislation. 

The  Chairman.  How  many  are  on  that  committee — how  many 
members  \ 

Mr.  Thelen.  There  arc  seven  members,  with  the  president  of  the 
national  association  as  ex  officio  member.  The  new  president  of  the 
national  association  is  Edward  C.  NTiles. 

The  Chairman.  Will  you  give  the  name-  of  the  members  of  that 
committee '. 

Mr.  Thelen.  1  shall  do  so  to  the  best  of  my  ability.  I  can  give 
the  names  of  most  of  the  members.  There  are  one  or  two  vacancies 
which  1  believe  have  not  been  filled,  but  the  members,  as  I  understand 
them,  on  the  new  committee,  as  far  as  it  has  been  appointed,  are 
Senator  Bristow,  of  Kansas,  as  chairman:  Commissioner  Carl  D. 
Jackson,  chairman  of  the  Railroad  Commission  of  Wisconsin;  Com- 
missioner Frank  II.  Funk,  of  the  Public  Utilities  Commission  of 
Illinois:  Commissioner  Laurence  B.  Finn,  chairman  of  the  Railroad 
Commission  of  Kentucky:  Commissioner  William  G.  Busby,  chair- 
man of  the  Public  Service  Commission  of  Missouri;  Commissioner 
C.  M.  Candler,  chairman  of  the  Railroad  Commission  of  Georgia; 
Commissioner  Edward  C.  Niles,  chairman  of  the  Public  Service  Com- 
mission of  New  Hampshire,  ex  officio  member;  and  myself. 

The  Chairman.  Has  the  committee,  as  a  committee,  come  to  any 
conclusion  as  to  the  national  incorporation  of  railways  or  expressed 
their  views  upon  that  subject  \ 

Mr.  Thelen.  The  committee,  as  a  committee,  has  reached  a  con- 
clusion. We  have  not  been  able  to  confer  with  Commissioner  Busby 
of  Missouri.  He  has  not  attended  the  meetings,  but  the  views  of  the 
other  members  of  the  committee  are  as  one  on  the  question. 

The  Chairman.  They  are  in  opposition  to  national  incorporation? 

Mr.  Thelen.  They  are  in  opposition  to  the  plan  of  national  incor- 
poration as  here  presented  by  the  railroads — a  very  decided  opposi- 
tion to  that  plan.  They  are  in  opposition  to  what  they  think  is  ulti- 
mately To  be  accomplished  by  the  plan  of  Federal  incorporation  as 
presented  by  the  railroads.  I  do  not  believe  I  could  say,  though, 
that  they  are  necessarily  in  opposition  to  every  plan  of  Federal  in- 
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corporation  which  could  bo  suggested;  in  other  words,  there  might 
be  sonic  plan  of  Federal  incorporation  which  would  be  really  con- 
structive in  character,  which  would  accomplish  results  which  they 
might  think  ought  to  be  accomplished,  and  from  what  I  know  of  the 
members  of  the  committee,  I  would  say  that  if  such  a  plan  were  pre- 
sented they  certainly  would  not  say.  offhand,  they  are  in  opposition 
to  it.  In  fact,  I  think,  some  members  of  the  committee  might  be  in 
favor  of  it. 

For  instance,  suppose  that  the  Government  should  acquire  the 
railroads,  but  suppose,  instead  of  operating  them,  it  should  parcel 
out  the  country  in  various  sections,  say  four  or  five  large  sections,  in 
each  of  which  sections  the  railroads  are  to  be  operated  as  a  unit. 
It  might  be  that  in  a  case  of  that  kind,  it  might  be  desirable  that 
those  four  or  five  large  railroad  systems  should  be  Federal  corpora- 
tions. I  assume,  of  course,  that  in  a  case  of  that  kind  the  railroad 
properties  would  be  taken  over  by  the  Federal  corporations  simply 
at  their  fair  value  and  not  necessarily  for  the  amount  of  the  out- 
standing stocks.  That  is  one  class  of  case  in  which  Federal  corpora- 
tions might  be  desirable.  Of  course,  that  is  by  no  means  the  sugges- 
tion presented  to  the  committee  by  the  carriers. 

The  Chairman.  Then  the  position  of  this  committee,  as  1  under- 
stand it,  is  not  one  of  opposition  to  Federal  incorporation  per  so,  but 
to  the  particular  plan  which  has  been  suggested,  and  which  you  term 
the  railroad  plan. 

Mr.  Thelen.  Well,  we  certainly  object  to  the  railroad  plan,  and 
going  further  than  that,  we  would  like  to  examine  any  other  plan 
of  Federal  incorporation  that  may  be  presented,  but  our  minds  are 
open  on  it. 

The  Chairman.  And  I  wish  to  approach  you  in  that  frame  of 
mind. 

Mr.  Thelen.  With  reference  to  that  last  point 

The  Chairman.  I  would  like,  you,  Mr.  Thelen.  to  understand,  as 
you  probably  know,  that  for  10  years  or  more  I  have  been  urging 
national  incorporation,  and  I  still  believe  in  it.  I  would  be  utterly 
lacking  in  candor  if  I  did  not  say  I  believed  in  it  thoroughly. 

Xow,  dismissing  from  our  minds  the  proposed  railroad  plan  or  any 
other,  let  us  address  ourselves  to  see  if  we  can  not  agree  upon  cer- 
tain essential  elements  on  whatever  form  of  organization  that  is 
adopted. 

Mr.  Thelen.  May  I  suggest.  Senator,  that  in  my  last  statement 
I  represent  solely  my  own  views. 

The  Chairman.  Certainly. 

Mr.  Thelen.  I  should  not  like  to  bind  the  other  members  of  the 
committee  on  that  particular  question,  because  I  have  not  taken 
that  up  with  them.  I  want  to  be  fair  with  them,  so  that  if  they 
want  to  disagree  later  on  they  can  do  so.  The  views  expressed  are 
my  own. 

The  Chairman.  Have  there  been  any  expressions  in  the  meetings 
of  the  commissioners  themselves — general  expressions — which  would 
indicate  that  the  State  railway  commissions  have  fixed  views  in  op- 
position to  any  form  of  national  incorporation? 

Mr.  Thelen.  The  attitude  of  the  State  commissioners,  as  I  know  it, 
so  far,  has  been  confined  to  what  has  been  presented  to  this  commit- 
tee, and  with  a  few  exceptions  the  sentiment  of  the  State  commis- 
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sioners  is  practically  unanimous  against  that  plan.  Nothing  really 
constructive,  in  our  judgment,  has  yet  been  presented  by  the  rail- 
roads to  this  committee  in  connection  with  the  plan  of  Federal  in- 
corporation, but  if  something  really  constructive  should  be  presented 
to  the  committee,  which  plan  would  include,  as  one  of  the  elements. 
Federal  incorporation,  I  am  sure  the  State  commissioners  would  give 
it  careful  consideration,  and  I  know  some  of  them  would  be  in  favor 
of  it.  I  qualify  that  by  assuming  that  something  really  constructive 
would  be  presented.  As  I  view  the  railroad  proposition,  it  gets  no- 
where. It  does  not  remove  duplication  of  facilities;  it  does  not  re- 
move duplication  of  service;  it  does  not  strengthen  their  financial 
structures :  and  it  does  not  bring  a  single  dollar  into  their  treasuries. 
It  does  not  do  anything  constructive,  in  ray  judgment,  to  solve  the 
railroad  problem. 

The  Chairman.  Addressing  ourselves  to  that  point,  and  dismissing 
entirely  from  our  minds  consideration  of  the  so-called  railroad  plan, 
I  would  like  to  ask  you  a  few  questions.  What  police  powers  does 
your  commission  exercise  in  the  State  of  California? 

Mr.  Thelen.  That  depends,  I  suppose.  Senator,  on  the  definition 
of  police  powers.  The  courts  have  said  that  all  regulation  of  public 
utilities  may  be  referable  to  the  police  power.  Viewing  the  matter 
in  that  broad  aspect,  I  suppose  the  regulation  of  rates,  the  regulation 
of  security  issues  and  the  regulation  of  service,  facilities,  and  safety 
could  be  defended  under  the  police  power. 

The  Chairman.  Now,  with  reference  to  this  exercise  of  the  police 
power  as  to  the  issues  of  bonds  and  stocks,  you  say  that  the  senti- 
ment of  the  State  commissions  is  that  that  power  should  be  exclu- 
sively exercised  by  the  National  Government.  What  considerations 
lead  you  to  come  to  that  conclusion? 

Mr.  Thelen.  I  want  to  say  that  I  believe  that  is  the  sentiment  of 
the  great  majority  of  the  State  commissions.  I  understand  there 
are  some  who  desire  that  the  States  retain  that  power.  Expressing 
the  majority  view  and  my  own  views,  taking  first  the  question  of 
capital  stock,  I  understand  that  no  State  has  the  right  to  control 
the  issue  of  capital  stock  by  a  foreign  corporation.  It  frequently 
happens  that  a  railroad,  doing  business  in  State  A,  is  incorporated 
under  the  laws  of  State  B.  State  A  is  absolutely  powerless  to  pre- 
vent the  issues  of  additional  capital  stock  bv  this  railroad  incor- 
porated under  the  laws  of  State  B.  If  State  B  itself  provided  for 
adequate  regulation  of  the  issuance  of  stocks  by  railroads,  the  situa- 
tion might  not  be  so  serious,  but  a  number  of  railroads  have  been 
incorporated  under  the  laws  of  States  which  do  not  provide  for  the 
control  of  issues  of  stocks  of  railroads  or  other  public  utilities,  and 
in  those  cases  State  A  is  helpless,  because  the  railroad  is  incorporated 
under  the  laws  of  State  B,  and  State  B  does  nothing  because  it  has 
not  provided  for  the  control  of  stock  issues.  Therefore,  it  would 
seem  that  the  only  way  to  secure  adequate  control  over  those  issues 
of  stocks  is  by  the  Federal  Government.  That  covers  in  a  sketchy 
way  the  matter  of  capital  stock. 

In  the  absence  of  regulation  by  the  Federal  Government  as  to 
bonds  quite  a  number  of  States  have  assumed  jurisdiction  over  bond 
issues  by  interstate  railroads,  so  far  as  those  bonds  constitute  a  lien 
on  the  property  of  the  railroads  located  within  those  States.  The 
States  have  done  that  because  the  Federal  Government  has  not  seen 
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fit  to  go  into  that  field,  and  because  it  seemed  that  something  ought 
to  be  done.  Now,  there  are  serious  embarrassments  which  follow 
from  that  condition  of  things.  A  railroad  may  run  through,  say,  12 
or  13  different  States.  If  each  of  those  States  should  assume  juris- 
diction over  the  bond  issues  of  that  railroad,  the  railroad  would  be 
confronted  with  one  of  two  alternatives;  it  would  either  have  to  do 
what  is  the  businesslike  thing  to  do  and  make  the  bond  issue  a  lien 
on  the  entire  system,  or  do  the  extremely  unbusinesslike  thing  of 
having  separate  bond  issues,  each  issue  being  a  lien  on  the  property 
in  a  certain  State.  The  latter  method  is  so  unbusinesslike  and  so 
cumbersome  that  I  do  not  believe  any  financier  would  recommend  it. 

Going  back  to  the  first  proposition — that  is,  the  situation  in  which 
the  bond  issue  is  a  lien  on  the  entire  system,  if  it  is  necessary  for 
the  railroad  to  go  to  each  of  a  number  of  State  commissions,  say, 
2,  3,  8,  10,  or  12  of  them  to  secure  the  consent  of  each  commission 
to  issue  these  bonds,  considerable  delay  and  confusion  may  result. 
There  have  been  instances  in  which  certain  conditions  have  been  in- 
sisted upon  by  one  State  commission  and  not  by  .another,  and  em- 
barrassment has  resulted  from  that.  Now,  I  believe  that  our  people 
ought  to  do  everything  we  possibly  can  so  that  when  a  carrier  de- 
sires to  issue  securities,  such  as  bonds,  that  the  necessary  consent 
shall  be  promptly  secured  and  that  there  shall  be  as  little  delay  and 
confusion  as  possible.  If  the  Federal  Government  should  control  the 
issues  by  the  carriers  of  bonds,  the  matter  could  be  disposed  of  at 
a  single  hearing.  The  State  commissions  affected  might  be  given 
notice,  so  as  to  appear  and  protect  the  public  interests  in  their 
various  States,  but,  in  general,  the  matter  could  be  promptly  dis- 
posed of.  I  think  that  would  be  of  great  advantage  to  the  carriers, 
because  it  would  enable  them  to  take  advantage  promptly  of  favor- 
able market  conditions,  and  being  advantageous  to  the  carriers,  it 
would,  of  course,  be  advantageous  to  the  public  as  a  whole.  Although 
quite  a  number  of  the  States  have  assumed  jurisdiction,  because  the 
Federal  Government  has  done  nothing  along  those  lines,  I  think 
most  of  the  commissions  that  have  jurisdiction,  including  my  own 
commission,  certainly  would  be  very  glad  to  see  a  plan  worked  out 
by  which  the  Federal  Government  can  control  the  issue  of  stocks 
and  bonds  of  all  interstate  carriers;  can  control  their  consolidations, 
their  mergers,  their  sales,  and  their  leases,  provided — and  I  should 
like  to  lay  particular  stress  on  this  proviso — that  the  necessary  ma- 
chinery is  given  to  the  Interstate  Commerce  Commission  so  that  it 
can  handle  these  matters  promptly.  There  is  no  branch  of  public 
regulation  of  railroads  that  so  much  requires  prompt  action  as  the 
issue  of  securities. 

The  Chairman.  Then,  whilst  recognizing  the  control  of  stock  and 
bond  issues  is  a  police  power  in  the  State,  the  judgment  of  the  com 
missioners  is  that  the  interests  of  the  States  and  of  the  Nation  at 
large  would  be  best  served  by  the  exercise  of  that  power  by  the  Fed- 
eral Government  under  proper  law? 

]\Ir.  Thelex.  There  are  peculiar  reasons  which  apply  to  stock  and 
bond  issues  which,  in  our  judgment,  require  that  the  matter  be  regu- 
lated by  the  Federal  Government.  We  are  willing  where  there  is 
any  branch  of  regulation  that  can  be  handled  better  by  the  Nation 
than  by  the  States  that  it  should  be  handled  by  the  Nation,  and, 
converselv.  where  any  matter  can  better  be  handled  bv  the  States  we 
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think  it  should  be  left  with  the  States  to  do  it,  the  test  being  what  is 
for  the  best  interests  of  the  country  as  a  whole. 

The  Chairman.  Individually.  1  am  in  harmony  with  that  view.  I 
will  state.  Let  us  take  up  the  other  powers  and  see  to  what  extent 
the  public  interest  requires  that  they  should  be  exercised  by  the 
States.  Take  the  question  of  safety:  Do  you  regulate  in  this  State 
the  safety  of  passengers  '. 

Mr.  Tiielex.  Yes,  sir;  we  do  except  to  the  extent  that  one  or  two 
Federal  statutes,  the  safety  appliance  law  and  others,  have  been 
passed,  and  in  those  matters,  in  so  far  as  interstate  commerce  is  con- 
cerned, we  do  not,  of  course,  claim  jurisdiction. 

The  Chairman.  You  found,  then,  that  the  National  Government 
exercises  authority  in  that  direction? 

Mr.  Tiielex.  They  exercise  a  limited  authority  and  we  exercise 
the  remainder. 

Mr.  Esch.  You  mean  limited  because  Congress  has  not  seen  fit  to 
enter  the  field  and  exercise  the  power  which  is  vested  in  it? 

Mr.  Tiielex.  That  is  correct. 

The  Chairman.  Do  you  find  that  the  action  of  Congress  in  this 
limited  exercise  of  the  powers  which  it  has  has  embarrassed  your 
commission? 

Mr.  Thelex.  Not  at  all.  The  action  which  has  ben  taken  by 
Congress  so  far.  I  think,  undoubtedly  should  have  been  taken  by 
Congress.  For  instance,  you  can  not  have  a  lot  of  freight  cars  in  a 
train,  some  destined  to  State  destinations  and  having  one  kind  of 
coupling  and  other--  destined  to  interstate  destinations  and  having 
another  kind  of  coupling.  That  kind  of  thing  would  not  work. 
Therefore,  we  think  the  Federal  Congress  acted  wisely  in  that 
connection. 

The  Chairman.  Now.  can  you  state  any  measures  which  have 
been  taken,  or  which  you  deem  it  wise  should  be  taken,  by  the  States 
relating  to  the  safety  of  passengers  that  could  not  be  adequately 
covered  by  national  action? 

Mr.  Tiielex.  Well.  I  will  say  this,  that  there  is  much  that  this 
State  does  in  the  way  of  safety,  affecting  passengers  and  employees, 
which,  in  my  judgment,  can  be  far  better  done  by  the  States  than  the 
Nation.  Take,  for  instance,  the  question  of  grade  crossings.  The 
officials  of  the  State  know  more  about  that  than  officials  located  at 
some  more  distant  point.  With  reference  to  clearances,  that  is  a 
matter  of  safety  that  may  affect  passengers 

The  Chairman.  You  mean  in  tunnels? 

The  Vice  Chairman.  I  suggest  that  perhaps  you  have  noticed  that 
the  Supreme  Court  has  lately  held  as  void  a  Georgia  statute  requir 
ing  trains  and  engines  to  blow  and  ring  their  bells  at  grade  crossings, 
because  it  was  an  interference  with  interstate  commerce. 

The  Chairman.  I  have  not  observed  that  decision. 

The  Vice  Chairman.  They  have  held  that  recently. 

The  Chairman.  With  reference  to  grade  crossings  and  clear- 
ances  


Mr.  Thelex.  As  to  clearances,  I  do  not  think  the  case  is  as  strong 
as  it  is  with  respect  to  grade  crossings.  The  Federal  Government, 
not  having  exercised  any  authority  in  that  respect,  the  States  have 
gfone  ahead  in  some  instances. 
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The  Chairman.  Do  you  think  it  unwise  for  the  Governmenl  to 
exercise  its  power  over  interstate  commerce  in  relal  ion  to  grade  cross- 
ings and  clearances  ? 

Mr.  Tiii'.lkx.  As  to  grade  crossings,  I  should  say  very  clearly 
yes.  I  think  that  is  a  problem  thai  the  local  authorities  should 
handle.    As  to  clearances,  I  think  that  is  a  question  open  to  argument. 

Senator  Cummins.  There  is  a  bill  now  pending  in  Congress  relat- 
ing to  clearance-. 

The  Chairman.  Yes:  I  know. 

Senator  Cummins.  It  has  been  rather  extensively  considered  by 
the  committee. 

The  Chairman.  Now.  in  whai  other  matters  besides  grade  cross- 
ings and  clearances  are  the  police  powers  of  the  State  invoked  \ 

Mr.  Thelen.  The  railroad  commission  of  California  makes  exam- 
ination into  every  railroad  accident  of  any  importance  involving 
passenger  trains  as  well  as  freight  trains.  Our  inspectors  are  avail- 
able at  a  moment's  notice,  and  they  are  sent  out  frequently  in  re- 
sponse to  telegraphic  advice  as  to  the  accident.  They  are  on  the  job 
right  away  and  investigate  the  causes  of  the  accident,  and  then, 
where  necessary,  we  take  up  with  the  carrier-  measures  to  avoid  such 
accidents  in  the  future.  I  think  the  local  officials  can  be  very  helpful 
along  those  lines.  If  the  Federal  Government  should  undertake  to 
do  that  itself  and  do  it  as  fully  and  as  carefully  as  is  done  by  the 
State  commissions,  it  would  necessitate  a  tremendous  host  of  em- 
ployees all  over  the  United  State-  to  handle  the  situation. 

Mr.  Esch.  It  does  that  now  under  the  act  of  L898,  under  Mr. 
Belknap. 

Mr.  Thelen.  To  some  extent,  Mr.  Esch:  but  1  hesitate  to  say  that 
you  investigate  all  these  accidents.  I  shall  be  glad  to  confer  with 
our  service  inspector  and  let  you  know  about  that  after  adjournment. 

The  Chairman.  Could  you  suggest — assuming  that  the  Xational 
Government  should  exercise  its  full  powers  in  interstate  commerce 
over  the  subject  of  safety  of  passengers,  and.  as  a  part  of  that,  over 
grade  crossings  and  clearances — can  you  suggest  any  method  of  co- 
operation between  the  National  Government  and  the  State  commis- 
sions which  would  be  helpful  in  the  accomplishment  of  that  pur- 
pose \ 

Mr.  Thelen.  You  mean  as  to  grade  crossings  and  clearances? 

The  Chairman.  As  to  those  things  and  accidents. 

Mr.  Thelen.  I  do  not  believe  that  is  a  case  where  the  necessity  for 
cooperation  i.-  as  evident  as  in  some  other  fields  of  public-utility 
regulation.  In  other  words.  I  believe  that  at  the  present  time  the 
States  can  pretty  well  handle  those  things  themselves. 

The  Chairman.  Would  you  have  the  Xational  Government  exer- 
cise no  jurisdiction  in  reference  to  accidents  happening  to  trains  in 
interstate  commerce '. 

Mr.  Thelen.  I  could  not  take  that  position,  because  I  understand 
that  in  connection  with  existing  statute-,  covering  certain  portion-  of 
the  safety  field,  investigations  are  made  by  the  Federal  inspector.-.. 
I  would  say.  so  far  as  the  Federal  Government  has  entered  upon  the 
field  of  safety,  that  the  Federal  inspectors  would  have  to  be  active. 
In  connection  with  these  matters.  1  understand  that  the  inspectors 
of  the  California  commission  at  times  arrange  to  have  joint  hear- 
ings held,  at  which  representatives  both  of  the  Federal  Government 
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and  of  the  State  commission  are  present,  and  they  get  along  very 
harmoniously. 

The  Chairman.  That  seems  to  me  very  practical  and  very  desir- 
able. What  I  am  getting  at  is,  is  it  not  possible  under  some  form  of 
national  incorporation  of  these  three  corporations  to  regard  all  the 
interests  of  the  States  by  some  system  of  cooperation  with  your  State 
commissions,  in  which  the  latter  will  have  a  great  sphere  of  useful- 
ness by  way  of  suggestion  or  collaboration  ? 

Mr.  T helen.  I  will  answer  you  in  this  way,  that  if  the  Federal 
Government  should  enter  into  additional  fields  of  safety  legislation 
we  would  cooperate,  because  we  try  always  to  cooperate  with  the 
Federal  authorities. 

The  Chairman.  Would  it  be  best,  do  you  think,  for  the  National 
Government  to  cover  the  entire  field  of  accidents  and  grade  crossings 
and  clearances,  or  would  it  be  better  to  secure  a  method  of  coopera- 
tion between  the  two?  Which  do  you  think  is  most  desirable,  exclu- 
sive jurisdiction  of  the  National  Government  or  cooperative  juris- 
diction? 

Mr.  Thelen.  Referring  to  a  part,  at  least,  of  the  general  field  of 
safety  regulation,  I  shall  illustrate  that  by  referring  to  grade  cross- 
ings. In  my  judgment  the  matter  is  being  properly  handled  at  the 
present  time  by  the  State  commissions,  and  the  Federal  Government 
would  be  throwing  away  money  to  take  care  of  the  same  thing. 

Mr.  Esch.  The  Federal  statute,  with  reference  to  investigation  of 
accidents,  uses  this  language:  "  Shall  investigate  all  accidents  result- 
ing in  serious  loss  of  life  or  property,"  and  that  wTould  leave  still  a 
very  broad  field  for  the  States'  jurisdiction. 

Mr.  Tiielen.  The  States  do  go  beyond  that. 

The  Chairman.  As  a  matter  of  fact,  you  do  engage  in  cooperative 
work? 

Mr.  Thelen.  Certainly. 

The  Chairman.  I  think  that  is  highly  desirable.  Now,  then,  as  to 
railway  facilities  in  general  in  a  State,  to  what  extent  do  you  think 
the  States  themselves  ought  to  have  exclusive  jurisdiction  of  that? 

Mr.  Thelen.  You  refer  to  such  matters  as  spur  tracks? 

The  Chairman.  Sidetracks,  stations,  and  freight  buildings;  belt 
lines,  etc. 

Mr.  Tiielen.  I  will  say  that,  with  reference  to  passenger  stations, 
spur  tracks,  sidetracks,  connections  between  tracks,  freight  terminals, 
and  such  matters,  the  California  commission  at  the  present  time  has 
jurisdiction  sufficient  to  handle  the  entire  matter.  Personally,  I 
doubt  the  wisdom  of  having  the  Federal  Government  also  go  into 
those  matters  at  the  present  time. 

The  Vice  Chairman.  The  Federal  Government  has  a  statute  com- 
pelling the  establishment  of  connections  with  those  side  and  spur 
tracks  when  they  are  constructed  and  used  in  interstate  business. 

Mr.  Thelen.  It  seems  to  me  there  are  other  matters  which  are  so 
very  much  more  important  that  the  Federal  Government  should  do 
that  I  do  not  believe  it  would  be  wise  to  go  into  these  minor  matters 
which  the  State  commissions  are  handling  satisfactorily. 

The  Chairman.  Mr.  Esch  suggests  that  under  the  Panama  Canal 
act  we  can  go  much  further  and  compel  them  to  make  connections 
with  ships. 
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Mr.  Thelen.  That  is  correct.    That  is  the  first  action,  I  believe, 

Congress  took  in  connection  with  the  regulation  of  ships. 

The  Chairman.  You  think  that  in  those  matters,  that  the  local 
commissions — the  State  commissions— can  better  protect  the  public- 
interests  both  in  the  States  and  as  regards  the  Nation  than  the 
National  Government  ? 

Mr.  Thelen.  I  would  say  that,  as  far  as  I  can  ascertain,  the  States 
are  handling  the  matter  adequately,  and  with  reasonable  fairness. 
and  I  do  not  really  sec  the  need  for  action  in  this  matter  at  the 
present  time  by  the  Federal  Government. 

The  Chairman.  It  would  not  be  difficult  to  establish  a  plan  of 
elaboration  and  cooperation  between  the  Federal  Government  and 
the  State  governments  on  this  proposition. 

Mr.  Thelen.  If  the  Federal  Government  should  occupy  the  en- 
tire field  I  suppose  you  could  have  cooperation,  but  that  would  be  a 
duplication  of  effort  and  of  money  and  expense:  and  I  doubt  the 
wisdom  of  that. 

The  Chairman.  You  say  that  duplication  of  effort  is  beneficial 
so  far  as  accidents  are  concerned? 

Mr.  Thelen.  Yes:  I  think  it  is  beneficial.  There  is  a  case  where 
the  Federal  Government  has  entered  upon  the  field.  That,  of  course, 
eliminates  all  argument  as  to  whether  it  is  wise  or  unwise  to  enter.. 

The  Vice  Chairman.  When  the  Federal  Government  takes  pos- 
session of  a  field,  it  excludes  local  control  ? 

The  Chairman.  It  can. 

The  Vice  Chairman.  It  does,  but  the  State  supplements  it  by 
doing  the  rest. 

Mr.  Thelen.  In  these  accident  cases,  may  I  state  that  I  believe 
that  the  local  inspectors  are  sometimes  helpful  to  the  Federal  in- 
spectors, and  that  they  are  glad  to  have  their  assistance. 

Mr.  Esch.  One  advantage  is  that  the  State  inspectors  can  get  on 
the  ground  very  rapidly  and  preserve  a  great  deal  of  the  evidence 
with  respect  to  accidents. 

Mr.  Thelen.  Yes. 

The  Chairman.  With  reference  to  wages  and  hours  of  labor  upon 
railroads,  what  is  your  view  regarding  that — that  the  jurisdiction 
should  be  exercised  by  the  States  or  by  the  Nation  ? 

Mr.  Thelen.  First,  with  reference  to  the  question  of  wages,  I 
do  not  understand  that  any  State  commission  has  authority  to  fix 
wages.  With  reference  to  the  hours  of  service,  I  understand  that  the 
Federal  Government  has  entered  that  field,  and  that  it  has  passed 
the  16-hour  law,  which,  of  course,  is  applicable  to  all  trains  engaged 
in  interstate  commerce,  so  there  is  very  little  left  for  the  State  com- 
missions. 

The  Chairman.  Do  you  think  it  was  wise  for  the  Federal  Gov- 
ernment to  enter  that  field  or  that  it  should  have  been  left  to  the 
States? 

Mr.  Thelen.  I  think  it  was  wise.  The  same  reason  that  justified 
the  passage  of  the  safety-appliance  law  justified  the  passage  of  the 
16-hour  law.  The  only  place  where  the  State  exercises  authority  is 
in  connection  with  some  little  railroads  which  do  not  engage  in 
interstate  commerce. 
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The  Chairman.  With  reference  to  stations  and  such  accommoda- 
tions, do  you  think  that  jurisdiction  ought  to  be  exercised  by  the 
National  Government  or  the  State  commissions? 

Mr.  Thelex.  I  think  that  for  the  present,  at  least,  the  States 
should  maintain  jurisdiction. 

The  Chairman.  Can  you  imagine  a  condition  under  which  it  might 
be  important  to  exercise  national  authority? 

Mr.  Thelex.  I  suppose,  if  I  permit  my  imagination  to  soar.  I 
could  imagine  such  a  condition. 

The  Chairman.  You  see  no  present  necessity  for  it? 

Mr.  Thelen.  I  see  no  present  necessity  for  it;  no.  sir. 

The  Chairman.  Take  the  case  where  an  enormous  expenditure  was 
about  to  be  made  in  terminal  facilities  for  accommodations  both  of 
State  and  interstate,  and  perhaps  foreign,  commerce,  and  it  involves 
such  a  large  sum  as  to  make  the  interest  charges  an  additional  burden 
upon  all  commerce,  and  it  is  necessary  for  the  Government  to  act  in 
such  a  case,  or  cases  similar  to  it.  would  you  have  the  State  govern- 
ments or  the  National  Government  exercise  that  power? 

Mr.  Thelen.  Well.  I  have  not  observed  any  case  so  far.  Senator,  in 

which  a  public  utility  acted  in  such  a  situation,  in  which  the  matter 

has   not   been   satisfactorily   handled  by  the   States.     Of   course,   I 

.assume  an  extreme  case  can  be  put  which  would  derogate  from  any 

statement  I  bat  one  might  make. 

The  Chairman.  You  have  heard  that  the  extraordinary  amounts 
paid  out  for  terminal  facilities  in  New  York  have  been  criticized  by 
some  as  an  unnecessary  burden  upon  the  commerce  of  the  country, 
have  you  not  \ 

Mr.  Thelen.  I  have  heard  such  statements.  I  am  not  passing  on 
the  reasonableness  of  them. 

The  Chairman.  Neither  am  I.  Do  you  not  regard  that  as  a  proper 
subject  for  regulation? 

Mr.  Thelen.  Now.  you  are  opening  a  very  broad  field.  Senator. 
I  have  strong  views  to  the  effect  that  government — without  now  dis- 
tinguishing between  State  and  Federal  Governments — ought  to  take 
a  hand  so  as  to  prevent  unreasonable  and  unnecessary  duplication  of 
facilities.  The  public  has  to  pay  the  burden  in  the  long  run,  and  in 
my  judgment  that  is  something  really  constructive  that  the  country 
ought  to  do. 

The  Chairman.  Assuming  that  that  is  the  correct  view,  would  you 
have  the  National  Government  or  the  State  government  exercise  that 
jurisdiction? 

Mr.  Thelex.  I  should  say  it  would  depend  largely  on  the  par- 
ticular subject  of  jurisdiction.  As  far  as  our  local  problems  in  the 
way  of  erection  of  structures  in  this  State  are  concerned,  the  thing 
has  worked  out  very  nicely.  It  might  be.  if  the  Government  entered 
on  a  really  constructive  policy  along  that  line,  that  before  an  entirely 
new  railroad  should  be  constructed — for  instance,  a  railroad  running 
through  a  number  of  States — the  authority  of  the  Interstate  Com- 
merce Commission  should  be  secured  in  connection  with  the  control 
over  the  security  issues  of  such  an  interstate  carrier.  I  should  say 
it  would  depend  largely  on  the  particular  subject.  Senator,  to  which 
you  address  your  question. 

The  Chairman.  Take  the  case  of  the  adoption  of  a  constructive 
policy,  such  as  that  to  which  you  refer,  in  the  case  of  a  very  large 
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■expenditure  involving  a  burden  upon  commerce  generally,  could  you 
not  suggest  some  method  under  which  the  State  commission  could  act 
in  an  advisory  capacity  or  some  other  cooperative  way,  so  as  to  help 
the  public  interests  \ 

Mr.  Theijen.  1  would  say  this,  thai  if  the  Federal  Government  un- 
dertook to  provide  for  a  so-called  certificate  of  public  convenience 
ami  necessity,  in  connection  with  the  construction  of  interstate  car- 
riers, it  would  be  advisable,  in  that  case,  to  have  the  various  State 
commissions  through  which  the  proposed  lines  were  to  be  constructed, 
present  and  bear  their  views,  because  the  State  commissions  would 
have  a  far  better  knowledge  of  the  local  conditions  than  would  gen- 
erally be  the  case  with  the  central  authority. 

The  Chairman.  Would  that  not  be  better  than  a  condition  under 
which  the  national  sovereignty  and  State  sovereignty  would  each  seek 
to  exercise  their  jurisdiction  in  antagonism  to  the  other? 

Mr.  Theijen.  I  understand,  in  any  event,  as  the  Law  now  stands, 
that  no  State  can  block  the  entry  into  that  State  of  an  interstate  car- 
rier. That  being  the  case.  I  suppose  the  primary  authority  in  this 
case  rests  in  the  Federal  Government. 

The  Chairman.  Is  that  the  general  view  entertained  by  State  com- 
missions north,  east,  south,  and  west  \ 

Mr.  Theuen.  I  could  not  say  that.  You  are  now  entering  upon  a 
number  of  fields.  Senator,  on  which  I  am  glad  to  express  my  own 
views,  but  I  have  not  taken  the  matters  up  with  the  other  com- 
missioners. 

The  Chairman.  With  reference  to  the  matter  of  taxation,  the 
States  now  exercise  the  power  of  taxation.  Do  you  recognize  the  fact 
that  the  inequalities  of  taxation  at  present  existing  are  unfortunate 
as  between  the  various  States? 

Mr.  Theijen.  I  suppose.  Senator,  that  there  are  inequalities  of 
taxation  all  over  the  country.  There  are  inequalities  between  various 
people  owning  property  in  the  same  community.  There  are  inequali- 
ties between  towns  in  the  same  State,  and  I  suppose  there  are  in- 
equalities of  taxation  by  different  States  in  connection  with  the  prop- 
erty of  some  railroads.    I  suppose  that  is  true. 

The  Chairman.  If  you  take  a  great  interstate  railroad  system, 
embracing  10  to  15  States,  and  these  States  differ  in  policy  of  taxa- 
tion: one,  we  will  say.  taxing  simply  the  physical  property:  another 
relieving  the  corporations  of  any  tax  upon  the  physical  property  and 
simply  taxing  a  certain  portion  of  gross  receipts — taking  a  certain 
portion  of  their  gros^  receipts:  another  State  taxing  not  only  the 
physical  property,  but  the  value  of  the  whole  at  the  market  value  of 
the  stocks  and  bonds,  would  you  regard  it  better  to  have  one  uniform 
system  of  taxation  of  the  railroads  of  the  country  than  that  con- 
fused and  contradictory  system,  if  it  could  be  arranged? 

Mr.  Theijen.  I  suppose  you  assume  that  the  Federal  Government 
would  establish  what  Ave  call  a  measuring  rod. 

The  Chairman.  Yes,  sir. 

Mr.  Theijen.  That  is.  using  this  measuring  rod,  you  determine 
what  portion  of  these  taxes  shall  be  paid  into  the  treasury  of  each 
State? 

The  Chairman.  Yes. 

Air.  Theijen.  I  think  there  is  much  merit  in  favor  of  some  more 
constructive  system  than  now  exists.     I  have  not  taken  up  that  par- 


1402  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

ticular  question  with  my  fellow  commissioners,  but  I  think  there  is 
considerable  to  be  said  in  favor  of  the  general  proposition  along  those 
lines  which  you  incorporated  in  your  draft  of  the  Federal  incorpora- 
tion bill  which  you  presented  to  Congress  a  number  of  years  ago.  Of 
course,  that  could  be  done  without  Fedarl  incorporation;  in  other 
words,  if  it  can  be  done  under  Federal  incorporation,  it  can  be  done 
without  it. 

The  Chairman.  Undoubtedly. 

Mr.  Thelen.  In  this  regard  I  believe  I  should  go  further  than  our 
railroad  friends.  I  believe  their  proposition  now  is  to  leave  taxation 
entirely  with  the  States. 

The  Chairman.  I  differ  with  them  there.  I  think  there  should  be 
a  uniform  rule  of  taxation  laid  down  by  the  Federal  Government  to 
apply  to  all  interstate  railroads. 

Senator  Cummins.  Do  you  mean  a  uniform  rule  for  ascertaining 
the  value  of  the  property,  or  a  tax  laid  by  the  General  Government 
and  distributed  by  the  State? 

The  Chairman.  I  can  not  say  that  I  had  any  such  view  as  to  the 
rule  itself,  as  to  what  the  rule  should  be,  as  to  whether  it  should  be 
a  rule  of  assessment  or  a  rule  that  would  take  a  certain  portion  of  the 
gross  receipts  or  net  receipts;  but  I  have  been  convinced  for  many 
years  that  it  would  be  a  wise  thing  to  have  a  uniform  rule,  just  as  you 
have  with  reference  to  national  banks,  a  uniform  rule  laid  down  by 
the  National  Government  and  followed  by  the  States. 

Mr.  Thelen.  In  what  I  said  I  was  referring  simply  to  the  general 
proposition  and  did  not  mean  to  go  into  the  details  as  to  whether  the 
States  were  to  be  deprived  of  the  power  of  saying,  for  instance,  what 
percentage  of  the  property  value  they  shall  use  in  their  assessments. 
I  purposely  confined  myself  to  the  matter  of  a  measuring  rod. 

Senator  Cummins.  You  can  readily  see  if  the  General  Government 
attempts  to  levy  a  "direct  tax  it  is  required  by  the  Constitution  to  levy 
it  according  to  the  population. 

The  Vice  Chairman.  When  the  chairman  referred  to  national 
banks  I  was  going  to  ask  the  chairman  if  that  provision  is  not  based 
on  a  different  provision  of  the  Constitution  than  the  commerce  clause. 
That  is  a  financial  transaction. 

Senator  Cummins.  Anyhow,  in  the  case  of  national  banks,  the  right 
of  the  State  is  simply  limited.  It  is  not  supplemented  by  any  other 
form  of  taxation.  They  can  not  tax  them  more  heavily  than  they 
tax  other  property.    That  is  the  only  limitation,  I  believe. 

The  Vice  Chairman.  Is  not  the  authority  to  appoint  money  and 
regulate  business  based  on  another  clause  of  the  Constitution? 

The  Chairman.  That  enters  another  field  of  discussion,  and  I  will 
not  go  further  into  that.  I  am  glad  you  called  my  attention  to  this 
matter,  but  the  basis  of  my  suggestion  as  to  a  uniform  rule  of  taxa- 
tion prescribed  by  the  National  Government  is  that  interstate  rail- 
roads are  national  instrumentalities  for  the  purpose  of  carrying  out 
the  commerce  power  of  the  Constitution,  and  the  power  to  tax  in- 
volves the  power  to  destroy,  and  therefore  the  States  have  no  power 
and  no  right,  without  the  sanction  either  expressed  or  implied  of  the 
National  Government,  to  impose  a  tax  on  a  national  instrumentality, 
and  the  National  Government,  having  the  power  to  exempt  them 
altogether  from  State  taxation  certainly  has  the  right  to  lay  down 
the  rule  or  measure  under  which  the  State  shall  impose  the  tax. 


INTERSTATE   AND  FOREIGN   TRANSPORTATION.  1403 

Now,  then,  we  have  covered  the  questions  of  bonds  and  stocks  and 
stations,  grades,  sidetracks,  facilities,  taxation,  hours  of  labor,  and 
you  have  given  your  answers  with  reference  to  those.  Would  you 
deem  it  wise  for  the  States  to  exercise  their  police  powers  with  refer- 
ence to  the  hours  of  labor  on  railroads? 

Mr.  Thelen.  As  to  hours  labor,  I  believe  I  have  already  covered 
that. 

The  Chairman.  Would  you  deem  it  advisable — the  Nation  has 
acted — would  you  deem  it  wise  also  for  the  State-  to  act  \ 

Mr.  Thelex.  I  understand  that  the  Nation,  having  entered  that 
field  in  so  far  as  interstate  commerce  is  concerned,  that  the  States  are 
precluded  from  action. 

The  Chairman.  Do  you  mean  the  States,  for  instance,  can  not  pre- 
scribe a  less  number  of  hours  than  the  Nation? 

Mr.  Thelex.  I  doubt  that  the  States  could  do  that.  Senator.  I 
believe  that  that  question,  or  almost  that  identical  question,  came 
before  the  Supreme  Court  in  connection  with  an  hours-of-labor  stat- 
ute from  the  Northwest — possibly  from  the  State  of  Washington. 
I  believe  that  the  Supreme  Court  there  held  that  the  Nation,  having 
entered  that  specific  field,  action  by  the  States  in  that  particular 
field  was  precluded. 

The  Chairmax.  Now.  coming  to  the  question  of  rates,  Mr.  Thelen, 
I  have  seen  it  stated  that  of  the  total  railroad  business  of  the  country, 
about  85  per  cent  is  interstate  and  15  per  cent  State  business.  Do  you 
agree  with  that  statement? 

Mr.  Thelex.  I  am  not  sure,  Senator,  whether  that  statement  is 
true  over  the  country  as  a  whole.  It  may  be  true.  I  have  no  definite 
information  as  to  that.  I  thought  that  this  committee  would  be 
interested  to  have  the  exact  facts  so  far  as  this  State  is  concerned. 

The  Vice  Chairmax.  My  recollection  is  that  when  Mr.  Thorn  was 
before  the  committee  he  had  some  correspondence  with  some  rail- 
road presidents  that  fixed  the  interstate  as  about  85  per  cent  of 
the  business  that  cross  the  State  line,  and  about  15  per  cent  stopped 
within  the  State  in  which  it  was  originated. 

Mr.  Thelex.  The  statement  prepared  by  the  auditing  department 
of  the  California  commission  shows  that  so  far  as  the  Santa  Fe  is 
concerned,  in  1916,  14.1  per  cent  of  the  California  business  was  in- 
trastate and  55.9  per  cent  was  interstate;  as  far  as  the  Southern 
Pacific  is  concerned,  56.9  per  cent  was  intrastate  and  43.1  interstate; 
as  far  as  the  Western  Pacific  Railroad  is  concerned.  48.7  per  cent 
was  intrastate  and  72.4  per  cent  interstate;  as  far  as  the  Los  An- 
geles &  Salt  Lake  Railroad  is  concerned,  24.4  per  cent  was  intrastate 
and  75.6  interstate.    Those  are  our  principal  interstate  railroads. 

So  far  as  the  railroads  are  concerned  which  operate  entirely  within 
the  State,  the  percentage  of  State  business  was,  of  course,  much 
greater. 

The  Vice  Chairmax.  My  recollection,  Mr.  Chairman,  is  that  the 
other  State  which  showed  a  smaller  portion  of  interstate  business  was 
Texas. 

Mr.  Thom.  I  wish  one  of  the  members  of  the  committee  would 
bring  out  from  the  witness  information  as  to  whether  that  relates 
merely  to  business  originated  or  terminated  in  California,  or  all 
business,  in  addition,  which  passes  through  California. 
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Mr.  Thelen.  I  will  have  to  have  that  particular  matter  looked  into- 

Mr.  Thom.  For  instance,  a  .shipment  could  originate  in  Oregon 
and  go  down  by  the  Southern  Pacific  around  through  California  to 
-nme  other  point. 

The  Vice  Chairman.  A  great  deal  may  be  imported  or  exported 
to  foreign  countries. 

Mr.  Thom.  I  had  also  information  about  Indiana,  and  that  is  7 
per  cent  intrastate. 

The  Chairman.  Of  course,  the  States  vary.  I  imagine  in  a  large 
State  like  California  or  Texas  the  business  would  be  a  great  deal 
more  State — a  greater  proportion  of  the  business  would  be  State 
business. 

Senator  Cummins.  It  depends  on  the  location  of  the  State  with 
reference  to  other  State-.  Take  nry  own  State,  for  instance,  over 
which  nearly  all  the  transcontinental  traffic  passes;  the  proportion 
i-  much  greater.  I  think  more  than  DO  per  cent  of  the  business  done 
in  my  State  is  interstate  in  character. 

Mi-.  Thom.  It  would  not  do  to  confine  the  question  to  that  which 
originates  and  terminates  in  the  State.  You  have  to  regard  all  other 
traffic  as  well. 

The  Chairman.  Now,  Mr.  Thelen.  do  you  find  much  difficulty  m 
the  State  regarding  this  question  of  difference  between  interstate 
and   State   rates? 

Mr.  Thelen.  We.  ourselves,  have  had  very  little  difficulty  in  that 
matter.  Senator.  There  i-  one  situation  which  has  recently  come  to 
our  attention,  and  on  which  we  have  passed  which  does  involve  that 
situation,  but.  in  general,  we  have  had  very  little  difficulty  or  trouble. 
That  is  duo.  in  part,  to  our  geographic  location  and  the  actual  move- 
ments of  commerce  in  and  out  of  the  State. 

The  Chairman.  Are  your  State  rates,  as  a  rule,  in  harmony  with 
the  interstate   rates? 

Mr.  Thelen.  In  general.  I  think  they  are.  There  are  exceptions- 
to  that  genera]  statement,  but  in  general,  the  State  rate  over  an  inter- 
state carrier  is  in  harmony  with  the  interstate  rate  of  the  carrier,  but 
we  have  very  diverse  situations  in  the  State.  We  have  passenger 
rati-  running  from  2|  cents  to  as  high  as  11  cents  a  mile.  The  higher 
rates  are  largely  on  the  small  road-  scattered  roads,  here  and  there, 
mostly   in  the  mountain  counties. 

The  Chairman.  Now,  a-  it  i>.  you  have  not  found  much  difficulty 
in  this  State '. 

Mr.  Thelen.  We  have  had  very  little  difficulty. 

The  Chairman.  Xow,  Mr.  Thelen,  with  reference  to  the  Southern 
Pacific  Railroad,  which  operates.  I  believe,  in  8  or  10  States,  or  more, 
do  you  think  it  is  a  wise  system  which,  in  the  case  of  that  railroad,, 
forces  State  incorporation  in  every  State  through  which  it  passes,, 
and  then  a  consolidation  practically  of  all  those  State  railroad  sys- 
tems through  a  holding  company  in  Kentucky,  which  owns  the  stock 
of  the  various  State  corporations? 

Mr.  Thelen.  I  do  not  understand  that  the  Southern  Pacific  Co.  is 
incorporated  in  each  State  in  which  it  operates.  I  understand  that 
the  Southern  Pacific  Co.  is  incorporated  solely  in  the  State  of 
Kentucky. 

The  Chairman.  And  that  that  company  owns  the  tracks  in  those 
various  States 
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Mr.  Thelen.  No;  as  far  as  California  is  concerned,  I  believe  that 
the  actual  title  to  the  physical  property  is  largely  in  the  Southern 
Pacific  Railroad  Co.,  and  in  the  Central  Pacific  -either  railroad  or 

railway  company.  It  may  be  "railroad"  company.  The  Southern 
Pacific  Co.  itself  has  title  to  only  a  few  miles  of  railroad  in  this 
State— that  is,  title  to  the  actual  physical  property — but  the  South- 
ern Pacific  Co..  as  T  understand  it,  does  control  the  stock  and  oper- 
ates the  properties  of  the  Southern  Pacific  Railroad  Co.,  and  the 
Central  Pacific  Co.,  and  those  corporations — that  is,  the  Southern 
Pacific  Railroad  Co.  and  the  Central  Pacific  Co.— I  understand,  are 
( Jalifornia  corporations. 

The  Chairman.  Passing  that  railroad  for  the  present  and  taking 
the  Union  Pacific,  that  was  formerly  a  Federal  corporation? 

Mr.  Thelen.  Yes,  sir. 

The  Chairman.  It  went  through  the  hands  of  a  receiver,  I  believe? 

Mr.  Thelen.  In  other  words,  its  Federal  charter  did  not  save  it 
from  going-  through  the  hands  of  a  receiver. 

The  Chairman.  Then  it  Avas  reorganized  under  a  State  charter  and 
embraced  railroad  systems  not  contemplated  by  the  original  national 
charter,  did  it  not? 

Mr.  Thelen.  I  think  that  is  true. 

The  Chairman.  Now  that  railroad  company  is  incorporated  under 
the  laws  of  Utah. 

Mr.  Thelen.  So  I  understand. 

The  Chairman.  And  the  charter,  of  course,  granted  by  that  State. 
Now,  do  you  think  it  is  a  fair  system  which  gives  the  States  of  Oregon 
•and  Idaho  and  Wyoming  and  Nebraska,  through  which  the  railway 
system  passes,  no  voice  at  all  in  the  determination  of  the  charter  of 
that  great  system,  which  operates  in  all  of  those  States? 

Mr.  Thelex.  I  have  not  heard  any  complaint,  Senator,  from  any 
of  those  States  in  reference  to  that  question. 

The  Chairman.  Do  you  regard  it  as  a  fair  system  \ 

Mr.  Thelen.  I  do  not  see  why  it  is  not  fair,  so  far  as  the  question 
of  fairness  goes,  so  long  as  the  railroad  performs  its  duty  to  the 
public  in  each  of  those  States. 

The  Chairman.  You,  then,  do  not  recognize  the  right  of  any  State, 
except  the  State  of  Utah,  to  give  the  charter  to  enable  all  these  State 
railroads  to  operate  under  one  system  ? 

Mr.  Thelen.  I  understand  the  law  to  be,  Senator,  that  if  an  inter- 
state railroad  is  incorporated  under  the  laws  of  Utah,  we  will  say, 
and  gets  its  charter  from  that  State,  that  none  of  the  other  States 
through  which  that  railroad  may  desire  to  run  can  prevent  that  rail- 
road company,  an  interstate  railroad,  from  running  within  those 
States.  I  do  not  understand  that  the  other  States  have  the  right  to 
compel  that  railroad  to  take  out  a  new  charter.  Personally,  I  have 
never  quite  understood  the  Texas  situation.  I  think  that  is  the  only 
situation  of  that  kind  that  is  contrary  to  the  general  principle  I  have 
stated.  In  Texas  they  have  provided — and  I  think  successfully — 
that  no  railroad  can  operate  in  Texas  unless  it  takes  out  a  Texas 
charter.  I  have  doubted  very  much  if  that  woidd  stand  if  brought 
before  the  Supreme  Court. 

The  Chairman.  Do  you  not  think  it  is  a  bad  system  under  which 
a  combination  of  railroads  can  be  formed  in  a  number  of  States, 
and  that  that  combination  can  go  to  an  individual  State,  without 
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consulting  the  others,  and  there  have  a  charter  framed,  or  can  go  to 
a  State  of  less  restrictions  regarding  stock  and  bond  issues  and  other 
things,  and  form  a  holding  company  or  an  owning  company  which 
shall  operate  in  other  States,  which  have  no  share  in  the  legislation 
of  the  State  that  grants  the  charter?  Do  you  not  think  it  would  be 
a  much  better  system  to  have  the  National  Government — in  which  all 
the  States  are  represented  by  Senators,  the  ambassadors  of  the  State, 
and  Representatives  who  are  elected  by  the  people — to  frame  the 
charter  under  which  these  great  systems  are  to  operate  in  many 
States?  Do  you  not  think  the  combined  wisdom  of  the  Nation  would 
be  more  likely  to  frame  a  charter  that  would  have  proper  control  and 
restrictions  than  the  individual  States  which  have  framed  charters 
for  operation  in  other  States? 

Mr.  Thelen.  I  will  say,  Senator,  that  I  recognize  one  element  of 
the  problem  which  you  put  which  should  be  changed,  and  that  is  the 
issue  of  securities.  I  have  already  stated  that  I  believe  that  the  Fed- 
eral Government  should  have  control  of  the  issues  of  stocks  and 
bonds  and  other  securities  of  all  interstate  railroads  of  the  United 
States.  As  far  as  the  other  matters  are  concerned,  I  think,  they  are 
largely  theoretical,  to  put  it  frankly.  Of  course,  it  does  not  look 
well  on  paper  to  have  these  various  corporations  incorporated  in  all 
these  States ;  but,  as  a  practical  matter,  I  do  not  believe  that  the  situa- 
tion has  resulted  in  any  serious  railroad  problem  to-day.  By  merely 
removing  that  situation,  in  my  judgment,  you  will  not  cure  any  of 
the  fundamental  difficulties  with  which  the  railroads  are  confronted ; 
in  other  words,  I  do  not  believe  that  merely  changing  the  machinery 
of  incorporation  from  State  to  Federal  incorporation  is  going  to 
accomplish  any  constructive  result.  If  you  are  going  to  enter 
upon  a  constructive  program,  I  believe  it  would  be  wise  to  consider 
the  real  causes  of  the  difficulties  in  which  many  of  our  railroads 
find  themselves,  and  then  remedy  those  causes.  In  my  judgment, 
the  mere  securing  of  charters  from  one  of  the  States  is  not  one  of 
those  difficulties. 

The  Chairman.  If  we  were  just  entering  upon  a  period  of  railroad 
construction  to-day,  no  railroads  having  been  previously  built,  and 
we  were  contemplating  that  within  the  next  20  years  we  would  have 
over  200,000  miles  of  railway  operated,  we  will  say,  under  10  or  12 
great  railway  systems,  and  operating,  each  of  them,  in  10  or  12 
States — suppose  we  are  confronted  with  that  situation — would  you 
think  that  we  should  provide  that  those  great  systems  should  be  incor- 
porated by  the  National  Government  in  the  legislation  relating  to 
which  all  the  people  share,  or  would  you  think  it  best  that  they 
should  be  all  organised  under  the  State  of  New  Jersey,  for  instance, 
in  the  legislation  of  which  the  people  at  large  do  not  participate? 

The  Vice  Chairman.  Mr.  Chairman,  you  are  a  literary  man.  If 
you  will  refer  to  Herodotus,  the  oldest  historian,  you  will  find  that 
the  subject  you  are  inquiring  about  now  was  fully  discussed  in  the 
conference  between  the  eight  assassins  of  Magi,  and  Darius  urged 
that  a  centralized  government  was  the  best  one  for  Persia  and  suc- 
ceeded in  his  argument.    That  was  3,000  years  ago. 

The  Chairman.  What  I  am  objecting  to  is  the  subjection  of  the 
entire  Nation  to  the  action  of  a  single  State  like  New  Jersey. 
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The  Vice  Chairman.  That  was  the  objection  to  the  plan  proposed 
by  Darius — that  one  man  should  be  king  and  rule  over  the  balance, 
but  every  man  agreed  to  that  if  he  could  be  king. 

Mr.  Thelen.  I  will  suggest,  Senator,  that  your  question  is  aca- 
demic We  are  not  confronted  with  that  situation.  Things  have, 
happened  differently.  We  are  con  fronted  with  an  entirely  differenl 
situation,  and  our  problem  is  what  to  do  to  cure  such  unfortunate 
conditions  as  exist  under  the  presenl  situation.  I  do  not  know  that 
it  would  be  of  very  much  assistance  to  make  up  our  minds  as  to  what 
we  would  do  under  an  entirely  different  situation. 

The  Chairman.  1  am  trying  to  gel  at  what  he  considers  an  ideal 
-\  stem. 

Mr.  Thelen.  I  have  already  suggested,  and  I  think  it  is  my  an- 
swer to  your  question,  that  if  the  Government  should  own  all  the 
railroads,  and  if  it  should  parcel  out  the  United  State-  between  four 
or  five  great  operating  systems,  there  might  be  much  reason  in  a 
situation  of  that  kind  to  have  Federal  corporations.  1  am  entirely 
open-minded  on  thai  suggestion,  but  of  course  thai  is  not  the  plan 
here  presented  by  the  railroads. 

The  Chairman.  That  is  all. 

Mr.  Thelen.  You  have  not  asked  my  opinion  with  reference  to  one 
branch  of  State  regulation,  and.  if  I  may,  I  should,  like  to  suggest 
something  concerning  rates. 

The  Chairman.  Very  well :  we  should  be  glad  to  hear  you. 

Mr.  Thelen.  With  reference  to  rates,  it  is  my  opinion  that  the 
existing  system  is  reasonably  satisfactory,  provided  one  change  is 
made.  I  regard  the  so-called  Shreveport  situations  as  unfortunate. 
I  think  a  great  deal  of  mischief  has  been  caused  by  them,  and  it  is  my 
judgment  that  some  step  should  be  taken  to  remedy  those  Shreveport 
situations.  In  that  connection  I  would  like  to  draw7  the  attention  of 
this  committee  to  the  fact  that  the  National  Association  of  Railway 
Commissioners,  at  its  last  convention  in  Washington,  unanimously 
instructed  its  committee  on  State  and  Federal  legislation  to  confer 
with  the  Interstate  Commerce  Commission  to  see  whether  those  situ- 
ations can  not  in  some  way  be  alleviated.  The  committee  on  State 
and  Federal  legislation  did  confer  with  the  Interstate  Commerce 
Commission.  We  found  their  views  were  practically  the  same  as 
ours  in  the  matter,  and  we  all  agreed  that  an  attempt  should  be  made 
to  reconcile  on  a  single  record  those  situations;  that  is,  have  a  single 
record  taken  at  a  joint  hearing  of  the  Interstate  Commerce  Commis- 
sion and  the  various  State  commissions  affected,  in  which  record  all 
the  facts  are  brought  out,  and  then  to  see  whether  a  harmonious  con- 
clusion can  not  be  reached  as  between  the  Interstate  Commerce  Com- 
mission in  its  jurisdiction  on  the  one  hand  and  the  State  commissions 
in  their  jurisdiction  on  the  other  hand. 

Mr.  Esch.  Was  not  that  recommended  by  Commissioner  Meyer  in 
his  addie—  before  your  convention  a  year  ago? 

Mr.  Thelen.  He  recommended  that  last  year,  and  also  the  Inter- 
state Commerce  Commission  in  its  last  annual  report  made  a  similar 
recommendation.  In  the  last  convention  the  State  commissioners 
gave  serious  thought  to  that  matter  and  reached  the  same  conclusion. 
I  think  it  is  the  proper  solution,  and  I  have  no  doubt  we  will  reach 
some  agreement  with  the  Interstate  Commerce  Commission.     I  am 
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very  hopeful  that  the  Interstate  Commerce  Commission  and  the  State 
commissions  jointly  will  be  able,  before  long,  to  present  to  this  com- 
mittee some  constructive  plan  along  those  lines.  We  appreciate  that 
there  are  cases  in  which  it  will  not  work,  but  in  general  we  believe  it 
will  work,  and  we  believe  that  by  cooperation  of  that  character  most 
of  the  rate  situations  that  we  have  had' involving  alleged  discrimina- 
tions will  be  satisfactorily  adjusted. 

Mr.  Thom.  Did  you  bring  out  whether  it  is  a  part  of  that  plan  that 
the  ultimate  jurisdiction  to  determine  those  controversies  shall  rest 
on  the  Interstate  Commerce  Commission,  or  whether  it  shall  be  a 
joint  one  in  the  State  commissions  and  the  Federal  commission,  or 
whether  it  shall  be  in  the  Federal  commission  alone? 

Mr.  Thelen.  My  answer  to  that  question  would  be  that  in  all  cases 
covered  by  the  so-called  Shreveport  decision  the  jurisdiction  is  in  the 
Federal  Government,  but  even  in  those  cases  I  think  much  could  be 
accomplished  by  harmonious  cooperation. 

Mr.  Thom.  1  asked  where  this  plan  contemplated  to  repose  that 
jurisdiction. 

Mr.  Thelen.  To  leave  the  jurisdiction  in  all  those  cases  where  it 
now  rests. 

The  Vice  Chairman.  I  do  not  think  anything  done  by  the  local 
authorities  can  be  anything  more  than  advisory  where  the  Federal 
authority  intervenes. 

Senator  Cummins.  Does  not  the  Interstate  Commerce  Commis- 
sion recognize  that  with  respect  to  State  rates  which  may  come  in 
conflict  with  orders  issued  by  the  Interstate  Commerce  Commission,, 
as  being  discriminatory,  that  it  has  no  power  to  fix  a  State  rate? 

Mr.  Thelen.  I  understand  that. 

Senator  Cummins.  It  can  simply  prohibit  the  State  from  further 
enforcing  it. 

Mr.  Thelen.  I  understand  that  is  so. 

Senator  Cummins.  And  has  not  the  Interstate  Commerce  Commis- 
sion substantially  suggested  that  it  should  be  given  the  same  power 
in  fixing  a  State  rate  thus  condemned  that  it  now  has  to  fix  an  inter- 
state rate? 

Mr.  Thelen.  I  am  not  sure  of  that.  That  feature  is  not  involved 
in  this  plan.  That  would  be  a  change  of  jurisdiction.  I  under- 
stand this  plan  to  be  simply  a  change  in  machinery  so  that  provision 
will  be  made  for  cooperation  between  the  respective  authorities,  but 
that  it  does  not  involve  a  change  in  the  existing  jurisdiction. 

Senator  Cummins.  I  understand  that  the  commission  looked  upon 
that  situation  precisely  as  it  had  to  view  the  entire  situation  in  1906, 
prior  to  the  time  it  had  any  authority  to  fix  rates  for  the  future,  and 
that  it  could  only  condemn,  but  not  create,  and  that  it  believed  that 
in  such  instances  it  ought  to  have  the  power  to  fix  the  rate;  that  it 
became  indissolubly  connected  with  the  interstate  business,  and  that 
it  came  within  the  Federal  control,  and  that  it  should  not  simply  be 
confined  to  referring  it  to  the  State  authority. 

Mr.  Thelen.  They  may  have  made  such  recommendation.  I  have 
not  seen  that  particular  recommendation. 

Senator  Cummins.  I  do  not  remember  that  any  such  specific  recom- 
mendation was  ever  made.  I  am  speaking  simply  of  the  general 
attitude  on  the  part  of  the  Interstate  Commerce  Commission  which 
is  gathered  in  various  ways. 
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The  Vice  Chairman.  If  any  act  of  a  local  authority  affects  injuri- 
ously interstate  commerce,  there  is  undoubtedly  the  power  in  Con- 
gress, whether  it  has  conferred  it  on  the  Interstate  Commerce  Com- 
mission or  not,  to  confer  that. 

Senator  Cummins.  Undoubtedly  there  is  that  power,  but  there  is 
no  authority  anywhere  save  in  the  State  commissions  to  substitute 
another  rate  which  might  be  regarded  as  fair  and  reasonable  in  it- 
relation  to  the  interstate  rate.  The  Interstate  Commerce  Commission 
can  only  content  itself  by  condemning  or  denouncing  the  rate. 

Mr.  Thelex.  If  1  may.  Mr.  Chairman.  I  should  like  to  refer  to  one 
point,  which  I  do  not  believe  is  clear  on  the  record  in  connection  with 
the  testimony  of  Mr.  Krutschnitt.  Mr.  Krutschnitl  referred  to  rail- 
road construction  in  California,  concerning  which  matter  I  testified 
in  my  opening  statement.  He  named  two  railroads  which  he  said 
had  not  been  constructed.  The  inference  might  be  drawn  from  that 
that  I  had  referred  to  them  as  railroads  under  construction.  The 
fact  is,  as  will  appear  very  clearly  from  my  testimony,  that  I  referred 
to  them  as  railroads  which  were  projected  but  not  constructed.  Mr. 
Krutschnitt  also  referred  to  four  or  five  other  railroads  in  California 
which  he  said  had  gone  into  the  hands  of  receivers  or  were  about  to 
go  into  the  hands  of  receivers.  The  inference  might  possibly  be 
drawn  from  that  statement  that  State  regulation  has  been  a  failure 
in  that  respect.  I  want  to  draw  the  attention  of  the  committee  to 
the  fact  that  the.se  railroads  had  been  constructed  and  their  securi- 
ties issued  before  the  California  commission  secured  control  over  the 
issuance  of  securities  of  those  corporations.  Xo  railroad  which  has 
issued  stocks  or  securities  since  the  California  commission  acquired 
jurisdiction  in  1912  has  gone  into  the  hands  of  a  receiver. 

As  to  the  facts  of  railroad  construction  in  California,  I  think,  in 
just  a  few  words,  I  can  bring  the  record  to  date  on  that  point.  From 
January  1,  1911,  to  June  30.  1917,  927  miles  of  main-track  steam- 
railroad  main  line  were  constructed  in  this  State.  During  the  last 
year — that  is,  the  year  1916 — 158  miles  of  new  steam-railroad  mile- 
age, involving  an  expenditure  of  $3,695,000,  were  constructed  in  this 
State.  At  the  present  time  a  number  of  our  railroad  companies  are 
actually  building  railroads  in  this  State.  The  Los  Angeles  &  Salt 
Lake  Railroad  Co.  is  building  a  short  branch  line.  The  Minkler 
Southern  Railway  Co.  line  is  being  constructed.  The  same  is  true  as 
to  the  Indian  Valley  Railroad  Co.  The  San  Diego  &  Arizona,  the 
Southern  Pacific,  and  the  Kings  Lake  Shore  Railroad  Co.  are  en- 
gaged in  construction  work.  At  the  present  time  93  miles  of  rail- 
road are  being  constructed  in  California  at  an  estimated  cost  of 
$6,393,000. 

Mr.  Esch.  That  does  not  include  double-trackage,  does  it? 

Mr.  Thelex.  That  is  all  single  track. 

Mr.  Thom.  Does  that  include  double-tracking  \ 

Mr.  Thelex.  In  no  instance  is  double-tracking  included.  That  is 
new  main  line,  except  3  or  4  miles  of  branch  line  being  constructed 
by  the  Minkler  Southern  and  a  branch  line  of  the  Southern  Pacific 
in  Imperial  County. 

In  the  year  ending  June  30.  1916,  there  was  expended  by  the  steam 
railroadsin  this  State  for  additions,  betterments,  and  extensions  the 
sum  of  $6,600,000,  which  does  not  include  any  equipment  of  inter- 
state railroads.    I  refer  to  these  matters  as  showing  that  under  what 
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I  regard  as  adequate  State  regulation  railroad  construction  lias  con- 
tinued in  this  State,  which  would  seem  to  show  that  in  searching  for 
the  causes  of  diminished  railroad  construction  in  this  country  we 
shall  have  to  look  to  other  causes  than  public  regulation. 

Mr.  Sims.  Just  one  word.  If  I  understand  you,  the  intrastate  busi- 
ness as  to  California  of  the  Southern  Pacific  was  more  than  50  per 
cent  of  the  total. 

Mr.  Thelen.  56.9  in  1916. 

Mr.  Sims.  Now,  on  that  question:  Suppose  the  Southern  Pacific 
Railroad  should  make  an  application  to  the  Interstate  Commerce 
Commission  to  advance  its  rates  20  per  cent,  and  it  should  be  granted ; 
under  the  laws  of  California,  under  your  powers  as  commissioner, 
could  you  prevent  that  increase  as  to  this  portion  of  the  business  that 
is  intrastate  business? 

Mr.  Thelen.  Yes,  sir:  we  could  prevent  that:  but  what  would  be 
done  undoubtedly  is  that  the  railroad  would  apply  to  us,  as  in  the  15 
per  cent  case,  for  a  similar  advance  in  the  rate,  and  if  they  are  en- 
titled to  it  the}'  will  get  it. 

Mr.  Sims.  Suppose  that  your  judgment  is  different  and  they  do  not 
get  it;  would  your  judgment  be  final? 

Mr.  Thelen.  So  far  as  the  State  rates  are  concerned,  I  understand 
it  would  be  final  unless  the  doctrine  of  the  Shreveport  ca^e  came  in. 

Mr.  Sims.  In  other  words,  then,  the  State  commission,  if  given  by 
the  State  the  power  to  do  it,  may  nullify  the  permission  given  by  the 
Interstate  Commerce  Commission,  in  so  far  as  it  affects  the  intrastate 
business? 

Mr.  Thelen.  I  do  not  believe  it  would  be  proper  to  refer  to  that  as 
a  nullification  for  the  reason  that  the  Interstate  Commerce  Commis- 
sion can  not  fix  State  rates.  So  its  order  would,  of  course,  operate 
only  on  interstate  rates. 

Mr.  Sims.  The  order  of  the  Interstate  Commerce  Commission  is 
merely  a  permit ;  they  only  give  the  railroad  company  permission  to 
charge  the  rate  filed  by  the  railroad  company,  or  so  much  of  it  as  it 
considers  proper? 

Mr.  Esch.  It  is  more  than  a  permit,  because  if  the  rate  is  unrea- 
sonable it  is  unlawful. 

Mr.  Sims.  The  railroad  does  not  have  to  do  it. 

Mr.  Thelen.  I  suppose  when  the  railroads  ask  for  an  increase  the 
usual  order  would  be  an  order  permitting  them  to  make  the  increase 
if  they  so  desire. 

Mr.  Sims.  And  the  State  may  nullify  that  permit  or,  in  other 
words,  fail  to  approve  it  so  far  as  it  affects  intrastate  business,  al- 
though being  done  by  an  interstate  railway  company? 

Mr.  Thelen.  Of  course,  that  particular  result  is  something  that  is 
well  known  from  the  fact  that  the  States  have  the  right  to  fix  State 
rates.  It  may  be,  for  instance,  that  in  the  State  business  the  railroads 
are  not  merely  holding  their  own,  but  making  unreasonably  high  re- 
turns, so  that  it  by  no  means  follows  that  if  an  increase  is  authorized 
on  interstate  business  that  therefore  a  corresponding  increase  must 
follow  on  all  intrastate  business. 

Mr.  Sims.  But  so  far  as  the  Southern  Pacific  is  concerned  the  juris- 
diction of  California,  so  far  as  its  business  is  concerned,  is  greater 
in  volume — that  is,  the  percentage  of  business  under  the  control  of 
the  California  commission  and  affected  therebv — it  is  larger  than  the 
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Interstate  Commerce  Commission  would  have  control  over;  thai  is, 
yon  have  the  power  to  affect  more  than  50  per  cent  of  the  rates  of  that 
railroad  as  compared  to  the  Interstate  Commerce  Commission,  with 
reference  to  the  State  of  California. 

Mr.  Thelen.  Yes.  sir:  T  would  agree  with  you  on  that,  Judge; 
but  that  is  not  true  with  respect  to  the  other  States  of  the  Union.  In 
a  great  many  of  the  other  States  in  the  Union— in  fact,  the  great 
majority  of  them — the  interstate  Commerce  Commission  ha-  tie- 
power  to  affect  a  much  larger  portion  of  the  rate  structure  than  is 
true  in  this  State. 

The  Chairman.  Mr.  Thelen,  I  just  want  to  pursue  the  inquiry  a 
little  further  with  reference  to  national  incorporation.  How  many 
operating  companies  are  there  in  the  United  States  now?  Do  you 
know  '. 

Mr.  Thelen.  I  do  not  know.  Senator.  I  am  sorry  I  do  not  have 
that  information. 

The  Chairman.  Can  you  state  approximately  \ 

Mr.  Thelen.  I  would  not  undertake  to  do  that.  I  would  be  glad 
to  get  the  information  and  furnish  it. 

The  Chairman.  It  will  not  be  necessary.  I  wish  to  ask  you  how 
you  regard  this  system  of  bringing  railroads  operating  in  different 
States  into  one  union  by  the  system  of  holding  companies;  that  is 
to  say,  a  holding  company  organized  in  one  State,  with  power  to 
hold  the  shares  of  stock  of  the  railroad  companies,  organized  in  a 
number  of  other  States,  and  operated  in  a  number  of  States. 

Mr.  Thelen.  I  know  of  cases  where  very  gross  abuses  have  re- 
sulted from  such  a  situation.  I  refer  to  the  official  decision  of  the 
Interstate  Commerce  Commission  in  the  Rock  Island  case.  They 
draw  attention  there  to  the  fact  that,  by  incorporating  a  holding  com- 
pany in  Xew  Jersey  an  enormous  additional  amount  of  stocks  were 
issued  without  any  increase  in  the  value  of  the  property.  The  only 
source  from  which  that  stock  could  secure  dividends  was  from  the 
railroad,  which  was  actually  operated,  and.  of  course,  it  was  impos- 
sible for  that  railroad  to  secure  snch  dividends  as  were  expected  in 
connection  with  the  stock  issued  by  the  holding  company  of  New 
Jersey.  The  Interstate  Commerce  Commission  drew  attention  to  that 
matter  in  the  record. 

The  Chairman.  Do  you  regard  that  as  an  evil  that  should  be 
remedied  by  legislation  ? 

Mr.  Thelen.  I  do. 

The  Chairman.  Should  it  be  Xational  or  State  legislation  ? 

Mr.  Thelen.  For  that  reason,  among  others,  I  advocate  Federal 
control  over  stock  issues.  If  the  Federal  Government  had  control 
over  that  stock,  and  if  the  authority  extended  to  holding  companies, 
that  evil  would  have  been  cured. 

The  Chairman.  You  think  that  would  be  an  effectual  remedy  '. 

Mr.  Thelen.  Yes.  sir. 

The  Chairman.  And  if  that  were  done,  all  cvil>  connected  with 
holding  companies  would  be  done  away  with? 

Mr.  Thelen.  1  would  not  say  that  all  evils  would  be  done  away 
with.  I  would  say  that,  in  my  judgment,  the  far  greater  proportion 
of  the  evils  would  be  done  away  with  if  the  Federal  -tatutes  were  so 
framed  as  to  include  holding  companies.  In  our  State  holding  com- 
panies are  not  subject  to  the  jurisdiction  of  the  commission. 
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The  Chairman.  Don't  you  recognize  the  fact  that  the  existing 
system  of  incorporating-  railroads  throughout  the  country  which  has 
resulted  in  a  company  organized  in  one  State,  having  a  charter  from 
that  State,  owning  either  the  physical  property  of  the  railroads  in 
other  States  or  owning  shares  of  other  railroad  companies  organized 
in  other  States,  is  a  complicated  system  that  ought  to  be  remedied 
by  some  sort  of  legislation? 

Mr.  Thelex.  I  realize  there  are  evils  connected  with  it.  These 
evils  are  connected.  I  think,  with  the  issuance  of  securities,  mortgages, 
etc.,  and  for  that  reason  I  frankly  advocate  control  by  the  Federal 
Government  of  those  particular  matters. 

The  Chairman.  You  would  not  advocate  doing  away  with  the 
holding  companies  entirely? 

Mr.  Thelex.  I  do  not  believe  that  alone  would  accomplish  very 
much.  I  do  not  believe  it  would  go  to  the  fundamentals  of  the  propo- 
sition. 

The  Chairman.  Do  you  not  think  the  present  confusion  regarding 
railway  incorporation,  this  anomalous  condition  of  men  desirous  of 
financing  a  number  of  railroads,  going  to  a  State  Avhere  they  do  not 
own  a  mile  of  railroad,  and  securing  a  charter  for  financing  those 
railroads — do  you  not  think  that  is  a  bad  situation? 

Mr.  Thelex.  Merely  securing  the  charter  does  not  make  much 
difference.  The  trouble  begins  when  that  holding  company  begins  to 
issue  securities. 

Mr.  Thom.  Would  you  object  to  asking  the  question :  Suppose  the 
corporation  would  not  issue  securities  necessary  for  the  increase  of 
facilities,  and  was  prevented  from  issuing  them  by  the  power  of  the 
State  which  controls  the  holding  company — is  not  that  an  evil? 

Mr.  Thelex.  If  I  may  consider  the  question  as  asked.  I  would 
reply  to  that  that  I  agree  with  Judge  Thorn's  statement  before  the 
House  Committee  on  Interstate  and  Foreign  Commerce  in  1914,  to 
this  effect,  that  the  Federal  Government  has  the  right,  directly,  by 
providing  for  the  control  of  security  issues  of  this  sort,  to  accom- 
plish this  purpose  without  the  intervention  of  a  Federal  corporation. 
1  was  very  much  interested  in  his  statement  at  that  time  and  in  his 
statement  before  this  committee  to  the  same  effect. 

The  Vice  Chairman.  The  House  committee  .reported,  and  the 
House  passed  the  bill  based  on  Mr.  Thorn's  views  at  that  time,  agree- 
ing with  his  views  that  all  the  evils  can  be  solved  by  simply  con- 
trolling the  issues  of  stocks  and  bonds. 

Mr.  Thom.  My  suggestion  did  not  go  to  the  question  of  Federal 
power,  but  to  the  lack  of  State  control  over  any  holding  company. 

Mr.  Thelex.  It  is  my  judgment  that  the  Federal  Government  has 
a  right  to  make  a  railroad  that  is  engaged  in  interstate  business 
do  whatever  is  proper,  notwithstanding  the  limitation  of  the  State 
charter. 

The  Vice  Chairman.  There  are  people  in  Virginia  who  go  across 
the  line  into  the  District  of  Columbia  and  Maryland  and  sell  eggs 
and  apples,  and  they  are  as  much  engaged  in  interstate  business  as 
any  railroad  in  the  country — not  probably  to  the  same  extent,  but 
nevertheless  they  are  engaged  in  it. 

Mr.  Troy.  May  I  suggest  you  ask  the  witness  some  questions  along 
the  line  of  what  I  understand  to  be  the  chief  purpose  of  this  inquiry, 
namely,  public  ownership  ? 
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The  Chairman.  I  prefer  to  lei  the  witnesses  open  up  that  question 
if  thej'  wish  to. 

The  Vice  Chairman.  We  have  examined  one  or  two  witnesses  on 
that  question  who  have  appeared,  and  other  witnesses  have  expressed 
a  willingness  to  appear.  I  presume  that  each  member  of  the  com- 
mittee examines  the  witnesses  along  the  linos  of  testimony  given  by 
the  witness.  I  do  not  understand  that  this  witness  would  disapprove 
Government  ownership. 

Mr.  Thelen.  I  think  I  would  better  let  the  record  show  that  my 
testimony  runs  this  way — that  I  have  not  devoted  myself  to  the 
question  of  Government  ownership,  except  in  response  to  questions 
from  various  members  of  the  committee. 

The  Vice  Chairman.  That  is  what  I  had  in  mind,  and  thai  there- 
fore we  did  not  examine  you  on  that. 

Mr.  Thelen.  I  would  not  want  to  preclude  myself  from  saying 
that  under  certain  circumstances  I  would  say  that  Government  own- 
ership would  be  desirable. 

The  Vice  Chairman.  I  have  listened  to  your  testimony  carefully — 
both  your  testimony  in  Washington  and  here — and  I  so  much  admire 
your  testimony  and  the  study  it  shows  you  have  given  the  matter 
that  I  do  not  want  to  weaken  it  by  cross-examination,  and  I  am  sure 
that  I  could  not  strengthen  it  or  add  to  the  force  and  perspicacity 
with  which  you  have  expressed  it.  I  wish  to  thank  you  for  your 
contributions  on  the  subject  and  commend  to  all  readers  a  careful 
reading  of  your  testimony. 

Mr.  Thelen.  There  is  no  one  who  can  make  a  nicer  compliment 
than  a  gentleman  from  Georgia.  ' 

The  Vice  Chairman.  And  no  one  deserves  it  more  than  a  gentle- 
man from  California. 

Senator  Cummins.  I  wish  to  ask  some  questions. 

The  Vice  Chairman.  Senator  Cummins,  according  to  the  action 
taken  yesterday  the  hour  of  adjournment  has  arrived. 

Senator  Cummins.  I  would  be  the  last  man  to  invade  any  arrange- 
ments that  have  been  made,  but  I  desire  to  say  in  my  examination 
yesterday  I  confined  myself  to  the  scope  of  the  direct  statement  made 
by  Mr.  Thelen  on  a  former  occasion.  Since  that  time — and  very 
properly,  too,  and  I  am  not  criticizing  that — very  many  other  sub- 
jects have  been  developed  and  there  is  one  of  them  upon  which  I 
especially  want  to  ask  Mr.  Thelen  some  questions,  but  of  course  at 
this  time  I  will  defer. 

Mr.  Esch.  I  should  like  to  interrogate  him  for  possibly  15  or  20 
minutes  myself. 

The  Vice  Chairman.  He  will  have  to  come  back,  anyway,  for  Mr. 
Esch  to  examine  him. 

The  Chairman.  Very  well,  we  will  stand  adjourned  until  10  o'clock 
to-morrow  morning. 

(Whereupon,  at  12  o'clock  noon,  adjournment  was  taken  until  to- 
morrow. Saturday,  November  3.  1917.  at  10  o'clock  a.  m.) 


1414  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

SATURDAY,  NOVEMBER  3,  1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

San  Francisco,  Gal. 
The  joint  committee  met  in  the  Palace  Hotel  at  10  o'clock  a.  m.,  in 
pursuance  to  adjournment,  Hon.  William  C.  Adamson.  vice  chair- 
man, presiding. 

The  Vice  Chairman.  The  committee  will  come  to  order.  I  believe 
Mr.  Esch  was  to  examine  Mr.  Thelen,  or  was  Senator  Cummins 
through. 

Senator  Cummins.  I  think  that  Mr.  Esch  has  the  right  to  precede 
me,  and  I  am  very  glad  to  have  him  do  it,  because  I  have  examined 
Mr.  Thelen  once. 

The  Vice  Chairman.  Very  well ;  proceed,  Mr.  Esch. 

STATEMENT  OF  MR.  MAX  THELEN— Resumed. 

Mr.  Esch.  I  did  not  have  the  advantage  of  your  testimony  in  chief 
of  last  Wednesday,  so  my  questions  may  have  no  relevancy  to  the  tes- 
timony you  gave;  but,  knowing  your  standing  in  connection  with 
railroad  matters.  I  feel  sure  the  committee  will  be  glad  to  get  your 
views  on  the  line  of  inquiry  I  wish  to  open  up  now.  It  is  with  refer- 
ence to  railroad  receiverships. 

You  intimated  yesterday  that  notwithstanding  the  fact  the  Union 
Pacific  was  financed  by  the  Government,  it  nevertheless  went  into  the 
hands  of  a  receiver,  so  whether  this  Government  adopts  Government 
ownership  or  maintains  private  ownership,  receiverships  are  possible. 

Mr.  Thelen.  That  is  correct.  I  may  add  that  I  believe  that  at 
least  three  out  of  the  four  Federal  railroad  corporations  have  gone 
into  the  hands  of  receivers,  the  last  being  the  Texas  &  Pacific  Rail- 
way Co.,  which  is  at  present  being  reorganized,  or  the  reorganization 
of  which  has  just  been  completed.  This  situation  demonstrates  the 
fact  that  a  Federal  charter  does  not  save  a  railroad  from  the  hands 
of  receivers. 

Mr.  Esch.  When  these  hearings  were  commenced  about  a  year  ago, 
it  was  stated  to  us  by  Mr.  Thorn  that  there  were  something  like  40,000 
miles  of  railroad  in  the  hands  of  receivers.  Am  I  right  about  that, 
.Air.  Thorn? 

Air.  Thom.  About  42,000.  I  think. 

Mr.  Esch.  About  42,000  miles  in  the  hands  of  receivers.  There 
have  been  times  when  the  mileage  was  even  larger  than  that.  That 
being  the  fact,  in  your  opinion,  would  Federal  legislation  with  refer- 
ence to  receiverships  be  a  desirable  thing,  in  determining  the  power 
of  the  receiver,  the  duration  of  the  receivership,  priority  of  liens,  etc., 
which  would  arise  under  his  management  and  control  ? 

Mr.  Thelen.  My  answer  which  I  now  give  you,  Mr.  Esch,  repre- 
sents, I  believe,  the  views  of  my  associates  on  the  California  com- 
mission. I  am  not  certain  that  it  represents  the  views  of  the  other 
members  of  the  national  association,  because  we  have  not  taken  it  up 
with  them,  but  the  California  commission  has  taken  what  I  think 
is  regarded  as  advanced  ground  on  that  particular  matter.  In  the 
receivership  of  a  railroad  which  was  recently  pending  before  use,  and 
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out  of  which  a  constructive  reorganization  took  place,  we  publicly 
stated  that  it  is  our  judgment  that  in  the  case  of  receiverships  of 
interstate  railroads,  those  receiverships  should  be  handled  by  the 
Interstate  Commerce  Commission  and  its  experts  instead  of  being  left 
to  proceedings  in  the  courts,  with  all  the  delays  and  the  tremendous 
expense  which  exist  nix  lei-  the  present  system.  We  suggested  that 
where  the  receivership  all'ects  a  utility  which  is  not  an  interstate 
carrier,  it  would  he  well  if  the  matter  were  handled  by  the  State 
commission  with  its  trained  corps  of  experts.  The  evils  we  see  in 
the  present  receivership  proceedings  are  in  part  the  long  delays,  be- 
fore the  corporation  ever  gets  out  of  the  receivership,  and  the  tremen- 
dous expense  which  is  incurred  for  counsel  fees,  bankers'  fees,  and 
other  fees  in  connection  with  the  matter.  Furthermore,  the  public 
interest  ought  to  be  paramount  in  those  receiverships  as  well  as  while 
the  railroad  is  in  actual  operation,  and  for  that  reason  it  occurs 
to  us  that  the  party  who  handles  the  receivership  ought  to  be  a 
representative  of  the  public,  and  preferably  ;i  representative  who  has 
a  thorough  knowledge  of  all  railroad  matters  and  has  experts  who 
are  qualified  to  assist  in  the  various  branches  of  working  out  the 
receivership. 

Mr.  Esch.  Well,  you  say  men  of  experience  in  railroad  matters 
should  be  appointed  receivers.  Would  you  forbid  a  stockholder  or 
an  official  of  a  railroad  company  involved  from  being  appointed  as 
a  receiver? 

Mr.  Thelex.  My  idea  is  this,  and  in  this  I  probably  go  beyond 
the  views  of  most  men — I  believe  that  in  case  of  a  receivership  of  a 
railroad  engaged  in  interstate  commerce,  the  Interstate  Commerce 
Commission  itself  ought  to  act  as  the  receiver. 

Mr.  Esch.  Do  you  not  know  there  is  no  Federal  statute  practically 
on  the  whole  subject? 

Mr.  Thelex.  I  believe  that  is  true. 

Mr.  Esch.  And  some  of  the  States  have  none.  That  permits  a 
very  wide  latitude  on  the  part  of  the  courts,  with  no  uniformity  of 
action.  Therefore  I  asked  the  question.  Do  you  think  it  is  desirable 
or  do  you  think  it  necessary  for  the  Federal  Government  to  pass 
some  laws  with  reference  to  receiverships? 

Mr.  Thelen\  I  think  it  would  be  very  desirable  if  a  constructive 
plan  could  be  worked  out. 

Mr.  Esch.  Would  it  be  your  idea  that  the  parties  in  interest  ought 
to  have  some  voice  in  the  selection  of  a  receiver? 

Mr.  Thelen.  I  suppose  that  if  I  take  the  position  that  the  Inter- 
state Commerce  Commission  itself  ought  to  act  in  the  place  of  a 
receiver,  that  all  I  could  say  to  you  would  be  that  the  party  in  inter- 
est, through  the  Interstate  Commerce  Commission,  which  is  supposed 
to  represent  all  the  parties,  would  have  an  interest.  If  I  answer  you 
that  I  think  the  parties  ought  to  have  a  direct  voice  in  it,  then  it 
might  happen  that  the  receiver  would  not  be  the  Interstate  Commerce 
Commission. 

Mr.  Esch.  As  the  practice  has  been  heretofore,  an  official  of  the 
load,  and  oftentimes  its  president,  has  been  made  receiver.  These 
receiverships  are  generally  emergency  matters,  are  they  not,  where 
the  appointment  is  made  speedily?  Would  it  be  your  idea  that  such 
emergency  appointments  should  only  be  temporary  until  such  time 
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as  the  parties  in  interest  could  be  gotten  together  and  express  a 
choice  ? 

Mr.  Thelen.  Even  if  the  Interstate  Commerce  Commission  were 
not  put  in  that  position,  I  think  it  very  desirable  that  the  parties 
in  interest  be  given  an  opportunity  to  be  represented.  A  study  of 
railroad  receivership  shows  that  in  quite  a  number  of  instances  where 
the  officials  of  the  railroads  themselves  acted  as  receivers  the  reorgan- 
ization was  not  a  reorganization  that  could  last:  in  other  words,  the 
financial  structure  which  resulted  from  the  receivership  has  not  been 
as  sound  as  it  would  have  been  if  parties  not  directly  interested  had 
been  appointed  as  receivers. 

Mr.  Escn.  In  other  words,  you  would  not  favor  what  is  known 
generally  as  friendly  receiverships? 

Mr.  Thelen.  I  believe  in  friendliness  and  cooperation  wherever 
yon  can  get  it .  but  in  this  particular  case  I  do  not  believe  I  would  favor 
what  you  call  a  friendly  receivership — and  by  that  I  mean,  Mr. 
Esch,  simply  a  man  who  himself  has  has  been  an  official  of  the  rail- 
road which*  goes  in  receivership,  who  has  had  a  prominent  part  in 
its  a  Hair-,  and  who  then  steps  out  of  his  shoes  as  an  official  of  a  rail- 
road into  the  position  of  receiver  of  the  railroad. 

Mr.  Esch.  And  the  very  official  through  whose  miscalculations  the 
railroad  was  brought  into  such  financial  straits? 

Mr.  Thelen.  To  some  extent,  in  many  cases. 

Mr.  Esch.  So  that  the  court  would  give  official  sanction  to  an  offi- 
cial, where  that  official  himself  may  have  been  responsible  for  the 
attitude  of  the  railroad  \ 

Mr.  Thelen.  That  might  happen. 

Mr.  Esch.  Might  happen? 

Mr.  Thelen.  Yes,  sir:  and  at  times  has  happened. 

Mr.  Esch.  You  think  that  ought  to  be  obviated  by  positive  legis- 
lation? 

Mr.  Thelen.  If  a  constructive  plan  can  be  agreed  upon. 

Mr.  Esch.  We  have  the  whole  field  to  operate  in.  Would  you 
favor  a  proposition  of  putting  a  time  limit  upon  receiverships  for 
common  carriers? 

Mr.  Thelen.  I  would  favor  some  plan  by  which  receiverships 
could  be  worked  out  much  more  rapidly  than  is  now  the  case,  and 
that  is  one  reason  why  I  suggested  a  public  authority  as  receiver. 
The  public  authority  would  have  no  other  interest  than  to  promptly 
dispose  of  the  matter.  There  have  been  cases  where  receiverships 
have  lasted  three  or  four  years.  I  do  not  want  to  pass  any  harsh 
judgment  in  those  cases,  but  I  do  not  understand  why  it  would  take 
that  long  to  dispose  of  a  receivership. 

Mr.  Esch.  There  are  instances  where  they  ran  from  11  to  12  years. 

Mr.  Thelen.  I  tried  to  be  conservative  in  my  statement. 

Mr.  Esch.  You  were.  Do  you  think  that  the  matter  could  be 
reached  by  the  establishment  of  a  receivership  court,  or  tribunal,  or 
anything  of  that  kind,  or  would  you  favor  putting  the  matter  largely 
in  the  hands  of  the  Interstate  Commerce  Commission  ? 

Mr.  Thelen.  Well,  from  such  thought  as  I  have  been  able  to 
give  to  it,  which,  frankly,  has  not  been  exhaustive  by  any  means,  it 
has  appeared  to  me  desirable  to  have  the  Interstate  Commerce  Com- 
mission do  that,  because  you  have  a  tribunal  there  which  already 
has  thorough  familiarity  with  railroad  matters,  which  has  a  corps 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  1417 

of  experts  who  are  familiar  with  operation  and  construction,  and,  1 
hope,  in  time,  with  the  financing  of  railroads.  It  might  be  that  the 
same  purpose  could  be  accomplished  through  some  other  instru- 
mentality, but  T  have  not  thought  the  matter  out  to  that  extent.  I 
would  say,  Mr.  Esch.  thai  the  California  commission,  realizing  the 
importance  of  this  question  of  railroad  receiverships  and  the  causes 
that  have  led  up  to  it,  has  asked  its  stock-and-bond  department  to 
prepare  for  submission  to  this  committee  a  rather  comprehensive 
statement  from  the  historical  standpoint  of  all  of  the  important 
railroads  which  have  been  in  the  hands  of  a  receiver  in  the  last  few 
years,  showing  in  complete  detail  the  financial  situation  and  the  his- 
torical situation,  and  the  causes  that  led  up  to  the  receivership. 
Within  a  day  or  so  we  hope  to  be  able  to  present  this  report  to  this 
committee  for  such  use  as  the  committee  may  desire  to  make  of  it. 

Mr.  Esch.  How  elaborate  would  it  be — how  much  space  would  it 
occupy  in  print? 

Mr.  Thelen.  I  do  not  like  to  scare  you,  but  it  is  500  pages  long 
and  possibly  the  committee  would  not  want  to  print  it  in  full.  There 
is  an  introductory  part  which  the  committee  will  probably  desire  to 
print,  but  the  disposition  of  the  report  is  in  the  hands  of  the  com- 
mittee. 

Mr.  Esch.  I  have  no  further  questions. 

Mr,  Sims.  If  I  catch  your  idea,  Mr.  Thelen,  you  would  not  have 
the  Interstate  Commerce  Commission  decide  whether  or  not  the  rail- 
roads should  go  into  the  hands  of  a  receivership.  The  court  would 
decide  that,  and  then,  by  law,  the  Interstate  Commerce  Commission 
would  become  the  receiver  after  the  court  has  determined  that  one 
was  necessary.  Is  that  your  idea,  or  is  it  your  idea  that  the  Tnteistate 
Commerce  Commission  should  decide  itself  whether  a  receivership  is 
necessary  or  not? 

Mr.  Thelen.  I  am  not  certain.  Judge,  as  to  whether  the  Interstate 
Commerce  Commission  could  £0  so  far  as  itself  to  decide  whether  a 
receiver  is  necessary.  I  should  certainly  go  so  far  as  to  say  that  if  a 
receivership  is  established  it  might  be  desirable  to  have  the  Inter- 
state Commerce  Commission  act  as  the  receiver. 

Mr.  Sims.  That  the  court  should  determine,  in  the  first  instance, 
on  the  application,  as  to  whether  or  not  the  receiver  should  be  ap- 
pointed, and  that  after  that  the  statute  would  step  in  and  make  the 
Interstate  Commerce  Commission  the  receiver — is  that  your  idea  ? 

Mr.  Thelen.  That  would  be  my  idea  at  present.  You  ask  a  ques- 
tion which  involves  a  matter  of  law  which  I  have  not  sufficiently  ex- 
amined into,  namely,  as  to  whether  or  not  the  Interstate  Commerce 
Commission  should  itself  declare  the  receivership.  Before  commit- 
ting myself  on  that  point.  I  should  like  to  look  into  the  law  a  little 
more  carefully. 

Mr.  Sims.  The  Interstate  Commerce  Commission  does  exercise  a 
quasi  judicial  authority  in  some  cases.  I  do  not  know  whether  your 
examination  of  this  question  will  enable  you  to  make  answer  to  what 
I  want  to  ask  you  on  that,  but  has  it  not  sometimes  appeared  in  the 
appointment  of  a  receiver  that  the  court  appointed  some  men  to  whom 
it  desired  to  be  friendly,  rather  than  having  taken  into  consideration 
the  interests  involved  ? 

Mr.  Thelex.  I  have  very  great  respect  for  the  courts  and  I  would 
not  want  to  make  any  statement  derogatory  to  them.    All  I  can  say — 
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and  that  is  a  matter  of  common  knowledge — is  that  it  has  been  fre- 
quently urged  that  that  is  the  case.  I  would  not  want  to  say  that  is 
actual!}'  the  case,  because  I  have  no  personal  knowledge  of  that,  but 
the  charge  has  been  made  frequently. 

Mr.  Sims.  It  has  been  made,  and  sometimes,  I  suppose,  it  has  come 
to  your  knowledge  that  men  have  been  appointed  receivers  that  have 
had  no  experience  whatever  in  conducting  railroads,  financially  or 
otherwise — at  least  it  has  been  charged  that  it  was  friendliness  on  the 
part  of  the  court  more  than  anything  else  that  dictated  such  an  ap- 
pointment. 

Mr.  Thelen.  I  have  been  rather  under  the  impression,  Judge,  that 
the  pendulum  has  swung  the  other  way,  and  that  you  would  be  more 
likely  to  find  a  man  appointed  who  had  too  much  knowledge  of  that 
particular  railroad. 

Mr.  Sims.  But  not  of  general  railroad  operation  or  knowledge.  I 
did  not  mean  to  make  that  in  the  nature  of  a  charge,  but  it  seems  to 
me  that  it  might  be  one  argument  in  favor  of  the  appointment  or 
constituting  the  Interstate  Commerce  Commission  a  receiver  in  all 
cases. 

Mr.  Thelex.  In  connection  with  Mr.  Esch's  examination,  if  it  is 
convenient  to  the  committee  at  this  moment,  I  should  like  to  answer 
a  question  put  to  me  yesterday  in  regard  to  railroad  accidents  in  this 
State. 

Mr.  Esch.  I  think  we  should  like  to  have  that. 

Mr.  Tiielen.  I  have  had  the  matter  investigated,  Mr.  Esch,  and  I 
find  that  the  powers  of  the  Interstate  Commerce  Commission  at  the 
present  time  are  rather  limited.  The  authority  which  the  Interstate 
Commerce  Commission  has  under  the  act  of  May  6,  1910,  is,  at  pres- 
ent, limited  to  investigations  of  collisions,  derailments,  or  other  acci- 
dents resulting  in  serious  injury  to  persons  or  to  property,  and  that 
the  Interstate  Commerce  Commission  has  power  after  the  investiga- 
tion is  made,  simply  to  make  its  recommendation,  but  no  power  to 
compel  compliance  with  such  suggestions  as  it  may  make. 

In  the  year  ending  June  30,  1914,  two  railroad  accidents  in  Cali- 
fornia were  investigated  by  the  Federal  inspectors.  In  the  year  end- 
ing June  30,  1915,  there  were  five  such  California  accidents  investi- 
gated by  the  inspectors  of  the  Interstate  Commerce  Commission,  and 
in  the  year  ending  June  30.  1916.  there  were  four.  Xow,  to  show  the 
relative  work  clone  along  those  lines  by  the  Federal  Government  and 
State  governments,  I  would  say  that  in  the  year  ending  June  30, 1915, 
which  I  understand  is  a  fair  or  typical  year,  while  the  Interstate 
Commerce  Commission's  inspectors  investigated  5  accidents  in  Cali- 
fornia, the  California  commission  investigated  25  train  accidents; 
that  is,  derailments  and  collisions,  and,  in  addition,  95  highway 
crossing  accidents,  making  a  total  of  120  accidents,  involving  trainsT 
investigated  by  the  California  commission,  as  opposed  to  5  inves- 
tigated by  the  Federal  authorities.  With  reference  to  those  cases  in 
which  the  Federal  authorities  do  investigate  and  request  coopera- 
tion, to  which  I  believe  you  drew  my  attention  yesterday,  our  service 
inspector  tells  me  there  is  a  most  absolute  cooperation  in  those  cases. 
Generally,  the  California  inspectors  are  on  the  ground  first,  as  is, 
of  course,  natural,  as  they  are  right  here.  They  make  their  investiga- 
tion and  turn  over  everything  to  the  Federal  inspectors  and  assist 
them  in  every  possible  way. 
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Mr.  Esch.  Of  course  you  realize,  in  an  investigation  involving 
structural  material,  as  in  the  case  of  a  derailment  due  to  a  defective 
flange  or  wheel  accident  or  a  defective  rail,  the  State  commissions 
have  not  got  the  conveniences  to  make  structural  or  chemical  tests. 
The  Federal  Government  turns  its  evidence  over  to  the  Bureau  of 
Standards,  which  has  the  greatesl  experts  in  the  country,  and  they 
give  the  benefit  of  their  investigations  to  Congress,  to  enable  Con- 
gress to  obviate  other  accidents  along  that  line.  Will  you  pardon 
me.  Judge,  just  a  moment  '. 

Mr.  Sims.  I  am  through. 

Mr.  Esch.  That  brings  up  another  line  of  inquiry.  As  you  know, 
Mr.  Thelen,  however,  half  of  the  deaths  occurring  on  railroads  in 
the  United  States  are  due  to  trespassers.  It  i-  a  lamentable  fact. 
but  thousands  are  killed  by  merely  being  on  the  right  of  way  through 
trespassing.  Has  the  State  of  California  a  law  prohibiting  tres- 
passing on  the  right  of  way? 

Mr.  Thelen.  I  do  not  believe  we  have  such  a  law.  Such  a  bill 
was  proposed.  I  think,  recently,  before  two  session  of  the  legislature, 
hut  there  was  considerable  hesitancy  in  adopting  the  bill  because  some 
people  thought  they  had  a  constitutional  right  to  trespass  on  rail- 
road property,  and  the  bill  was  not  passed. 

Mr.  Esch.  And  it  seems  to  me  they  exercise  that  right  in  every 
State  in  the  Union. 

Mr.  Thelex.  Yes:  I  think  we  are  no  exception. 

Mr.  Esch.  I  think  the  American  characteristic  for  short  cuts  or 
crosscuts  is  manifested  by  this  rather  impressive  list. 

The  Vice  Chairmax.  They  think  that  they  have  performed  their 
duty  by  tolerating  the  railroads  without  relinquishing  what  they 
consider  one  of  their  inalienable  rights  to  go  wherever  they  please. 

Mr.  Esch.  But  that  does  raise  a  serious  question,  in  view  of  the 
fact  that  the  States  have  not  done  anything,  except  two,  possibly.  New 
York  and  Illinois;  and  in  view  of  the  fact  that  they  have  not  done 
anything  along  that  line,  have  you  any  opinion  as  to  whether  or  not 
the  Federal  Government  should  enact  a  bill,  should  enter  the  field, 
and  if  it  did  enter  the  field,  whether  such  a  law  would  be  enforced 
•or  could  be  enforced  ? 

Mr.  Thelex.  T  will  say  that  a  report  on  grade  crossings  and  tres- 
passing, presented  at  the  last  convention  of  the  National  Association 
of  Railway  Commissions,  contained  in  it  quite  an  exhaustive  investi- 
gation into  that  matter,  which  was  prepared  by  Commissioner  Gor- 
don, one  of  my  fellow  commissioners  on  the  California  commission, 
and  he  strongly  urged  a  Federal  law  to  cover  that  particular  point. 
The  convention  itself  took  no  definite  action  on  that  matter.  The 
question,  after  all.  I  think,  would  be  whether  the  people  would  be 
willing  to  relinquish  their  supposed  inalienable  rights  to  trespass  in 
case  such  a  Federal  law  were  passed. 

Mr.  Adamsox.  We  have  a  law  against  theft.  Why  not  have  one 
to  cover  trespassing? 

Mr.  Esch.  Was  this  report  of  Commissioner  Gordon  very  elab- 
orate ? 

Mr.  Thelex.  Yes.  sir:  possibly  covering  10  or  20  printed  pa<re=. 

Mr.  Esch.  I  sugge-t.  "Mr.  Chairman,  we  incorporate  it  in  our 
hearings. 
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The  Chairman.  If  there  is  no  objection,  that  order  will  be  made. 
Will  you  furnish  a  copy,  Mr.  Thelen  ? 

Mr.  Thelen.  I  shall  be  glad  to. 

Senator  Cummins.  I  am  very  much  interested  in  the  other  report 
mentioned  by  Mr.  Thelen.  I  think  that  should  be  included  in  our 
hearings. 

The  Chairman.  What  is  the  pleasure  of  the  committee  regarding 
that '. 

Senator  Cummins.  I  think  there  could  be  nothing  more  helpful 
in  the  work  we  have  to  do  than  a  careful  review  of  that  subject. 

The  Chairman.  How  about  publishing  it  as  an  appendix  \ 

The  Vice  Chairman.  Is  it  a  lengthy  statement? 

Mr.  Thelen.  It  is  500  typewritten  pages. 

Mr.  Esch.  I  move  it  be  made  a  part  of  our  hearings. 

(The  motion  was  carried.) 

The  Chairman.  The  document  will  be  made  a  part  of  the  hear- 
ings. 

(The  document  referred  to  is  printed  at  the  end  of  this  volume  of 
hearings.) 

The  Vice  Chairman.  Let  them  go  in  as  part  of  Mr.  Thelen's 
testimony. 

Mr.  Tjielex.  My  suggestion  in  that  regard  would  be  this:  The 
report  was  prepared  by  our  stock  and  bond  expert.  Mr.  Fankhauser. 
He  is  immediately  responsible  for  this,  although  I  have  looked  it 
over,  and  so  far  as  I  can  observe  it  is  accurate. 

The  Vice  Chairman.  Mr.  Thelen  referred  to  it.  and  T  think  it 
ought  to  appear  as  an  appendix  to  his  testimony. 

Mr.  Thelen.  May  I  answer  one  other  inquiry  made  to  me  the 
other  day.  and  that  was  in  connection  with  the  percentage  of  Cali- 
fornia State  business  as  contrasted  with  California  interstate  busi- 
ness. I  believe  Mr.  Thorn  had  some  question  with  reference  to  per- 
centages, which  I  gave  to  the  committee  at  that  time.  This  matter 
was  carefully  gone  over  yesterday  by  Mr.  Robert  Adams,  the  auditor 
of  the  Southern  Pacific,  and  Mr.  Revnolds.  the  auditor  of  the  Cali- 
fornia commission,  and  they  agree  that  the  figures  as  presented  are 
correct,  with  one  qualification,  which  is  this,  that  the  figures  which 
were  given  include  certain  business  originating  at  California  points, 
then  going  to  the  seaboard,  and  thence  on  in  certain  cases  to  other 
States  or  foreign  destinations.  The  record  has  not  been  kept  in 
such  way  as  to  make  that  particular  distinction;  but  in  1916  the 
amount  of  that  business  was  relatively  small,  so  I  think  we  may 
assume  that  the  figures  given  are  approximately  correct. 

Mr.  Thom.  Is  that  class  of  business,  Mr.  Chairman,  included  as 
intrastate  or  interstate  in  these  statistics? 

Mr.  Thelen.  That  is  included  as  intrastate. 

Mr.  Esch.  Do  you  believe  the  time  has  arrived  when  we  should 
repeal  the  antipooling  section  of  the  act  of  1887  and  exempt  the 
railroads  from  the  operation  of  the  Clayton  Act  and  the  Sherman 
Antitrust  Act? 

Mr.  Thelen.  I  shall  have  to  express  my  personal  opinion  on  that, 
because  I  have  not  conferred  with  the  other  members  of  mv  com- 
mittee. I  have  a  strong  oninion  on  that  point,  and  that  is.  that 
our  people  should  do  everything  we  reasonably  can  to  obviate  dupli- 
cation of  service,  duplication  of  facilities,  and  duplication  of  ex- 
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penses  that  have  occurred  in  the  past  and  in  order  to  prevent  such 
duplication  in  the  future.  To  the  extent  that  the  repeal  of  the 
Sherman  Antitrust  Act  and  the  Clayton  Act  and  the  antipooling 
section  is  necessary  to  accomplish  this  end,  I  favor  such  repeal.  The 
war  has  shown  us  the  great  advantage  of  working  our  railroads  as  a 
unit,  eliminating  waste  in  facilities  and  waste  in  service,  which 
wTastes  have  grown  up  under  our  competitive  conditions. 

Mr.  Esch.  Do  you  believe  that  the  commission  should  have  the 
power  not  only  to  establish  the  maximum  but  also  establish  the  mini- 
mum rate? 

Mr.  Thelex.  Yes,  sir;  I  do.  We  have  that  power  in  California, 
and  the  power  exists  in  most  States.  I  do  not  see  any  logical  reason 
for  saying  that  the  power  should  not  exist  in  the  Interstate  Com- 
merce Commission. 

Mr.  Esch.  Do  you  see  any  advantage  in  giving  the  Interstate 
Commerce  Commission  the  power  to  fix  minimum  rates  in  connec- 
tion with  the  matter  of  encouragement  of  inland  water  transpor- 
tation? 

Mr.  Thelex.  I  suppose  your  suggestion  would  be  that  the  Inter- 
state Commerce  Commission  might  increase  the  level  of  rail  rates; 
that  is,  raise  the  lower  rates,  so  as  to  encourage  people  to  place  vessels 
on  the  rivers  and  encourage  that  business. 

Mr.  Esch.  And  permit  them  to  live  where  they  now  can  not  exist. 

Mr.  Thelex.  I  must  say  that  I  have  been  rather  discouraged 
recently  as  to  river  competition.  Our  rivers  have  been  supposed  to 
be  levelers  of  rates,  and  have  served  to  some  extent  to  that  end,  but 
in  California  we  find  boat  lines  are  making  applications  to  raise 
their  rates.  This  matter  is  pending  before  our  commission,  and  I 
would  not  like  to  comment  on  it  to  any  extent,  but  the  fact  is  they 
have  made  applications  to  raise  their  rates  and  it  looks  doubtful  if 
the  rivers  of  this  State  will  serve  as  levelers  of  rates. 

Senator  Cummins.  Mr.  Thelen,  you  have  several  times  intimated 
during  the  course  of  your  examination  that  you  were  in  favor  of  some 
readjustment  of  Federal  regulations  alone:  constructive  lines.  The 
inference  was  plain,  therefore,  that  you  think  the  present  system  is 
not  as  efficient  as  it  might  be. 

Mr.  Thelen.  Without  in  any  way  derogating  from  the  splendid 
achievements  of  our  railroad  builders,  and  looking  the  facts  squarely 
in  the  face,  I  do  not  see  how  we  can  escape  the  conclusion  that  that  is 
true. 

Senator  Cummins.  It  is  in  that  connection  that  T  desire  to  call 
your  attention  to  the  subject 

Mr.  Thelen.  May  I  suggest  that  the  present  conditions  should  not 
be  charged  entirely  to  the  railroads.  I  think  the  Government  itsel  f 
is  in  part  responsible  for  the  situation. 

Senator  Cummins.  I  am  not  attempting  to  even  impute  the  blame 
to  anybody.  I  will  point  out.  however,  what  T  regard  as  a  hitherto 
insoluble  problem  in  railway  regulation,  and  I  want  your  comment 
or  opinion  upon  it.  Historicallv.  it  is  true,  is  it  not.  that  the  railroads 
in  this  country  have,  in  the  main,  been  located  and  constructed  with- 
out Government  supervision  or  direction? 

Mr.  Thelen.  In  the  main.  I  believe  that  is  true.  Senator. 
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Senator  Cummins.  They  have  been  located  and  constructed, 
prompted  either  by  the  hopes  of  the  pioneer  or  the  ambition  of  the 
promoter  ? 

Mr.  Thelex.  I  think  that  is  true. 

Senator  Cummins.  The  result  is  that  there  are  some  railroads 
favorably  located  and  well  managed  which  are  strong  financially  and 
efficient  from  the  transportation  standpoint,  and  other  railroads 
which  are  weak,  both  financially  and  from  the  transportation  stand- 
point— that  is  true,  is  it  not  ? 

Mr.  Thelen.  Yes ;  that  is  true. 

Senator  Cummins.  It  is  true  also,  is  it  not,  that  the  very  large  pro- 
portion of  interstate  traffic  or  business  is  competitive  in  character? 

Mr.  Thelen.  That  is  also  generally  true. 

Senator  Cummins.  So  that  it  is  generally  found  to  be  true  that 
the  weak  railroad  must  do  its  business  at  the  same  rates,  or  with  the 
same  rates,  as  are  adopted  by  the  strong  railroads? 

Mr.  Thelen.  Otherwise  they  could  not  get  the  business. 

Senator  Cummins.  Xo;  they  could  not  get  the  business.  It  is  true, 
is  it  not — I  premise  that  by  saying  that  I  am  not  now  indicating 
whether  existing  rates  are  too  high  or  too  low;  I  express  no  opinion 
on  that  point — but  it  is  true,  is  it  not,  that,  with  respect  to  many  rail- 
roads which  are  in  competition  in  the  sense  I  have  described,  the  rates 
which  will  make  one  of  them  prosperous  and  afford  ample  return  to 
all  the  capital  invested  in  it  will  bankrupt  another? 

Mr.  Thelen.  I  know  of  such  instances.    They  undoubtedly  exist. 

Senator  Cummins.  And  yet  they  are  competitive,  and  do  business 
for  the  same  compensation  for  the  same  services? 

Mr.  Tm  .i.i.N.  Yes. 

Senator  Cummins.  I  do  not  ask  you  to  affirm  what  I  am  about  to 
say.  but  you  can  assume  it  as  true.  It  is  my  judgment  that  the  rail- 
roads in  the  United  States  which  carry  anywhere  from  70  to  80  per 
cent  of  the  interstate  business  can  profitably  do  business  upon  rates 
which  at  ill  drive  30  per  cent,  or  the  railroads  which  carry  30  per  cent 
of  the  business,  entirely  out  of  the  financial  world,  and  yet  they  must 
go  on  because  the  communities  which  are  served  by  these  railroads 
must  continue  to  be  served :  and  in  that  way.  and  by  reason  of  that 
situation,  we  were  compelled  to  allow,  in  the  end,  the  railroads  which 
carry  70  per  cent  of  the  business  an  excessive  rate,  or  excessive  rates, 
or  drive  the  other  30  per  cent  out  of  life.  What  is  your  suggestion 
with  respect  to  the  remedy  for  that  condition  ? 

Mr.  Thelen.  Senator,  that  question  goes  to  the  very  heart  of  the 
railroad  problem. 

Senator  Cummins.  That  is  the  constructive  part  I  supposed  you 
had  in  mind,  or  one  of  the  phases  of  it.  when  you  say  we  should 
adopt  some  constructive  policy  which  will  involve  a  rather  complete 
readjustment  of  our  system  of  Federal  regulation  and  control. 

Mr.  Thelen.  It  is  for  that  reason  it  appeals  to  me.  I  am  much 
more  interested  in  the  really  construct^  work  that  will  help  better 
conditions  than  in  mere  patchwork. 

The  Vice  Chairman.  You  mean  constructive  work  or  remedial 
work  ? 

Mr.  Thelen.  Work  that  builds  up  instead  of  tearing  down.  I 
realize,  Senator,  that  the  situation  to  which  you  refer  exists.  I 
do  not  know  whether  your  percentages  are  entirely  correct,  but  I 
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am  ready  to  assume  them,  as  you  ask  me  to,  for  the  sake  of  the 
question.  The  iliHicully  you  surest  I  think  clearly  exists,  and  in 
order  that  the  20  per  cent  of  the  railroads,  using  your  figures,  may 
prosper  it  will  be  necessary  to  give  to  the  other  80  per  cent  rates 
higher  than  those  to  which  those  railroads  are  reasonably  entitled. 
If  that  were  done,  it  would  be  an  enormous  drain  upon  our  shippers 
year  by  year,  and  a  drain  which,  in  my  judgment,  would  not  be  a  fair 
drain.  On  the  other  hand,  these  20  per  cent  of  the  railroads  are  to 
some  extent  necessary.  Some  may  be  sheer  indefensible  duplications; 
but  to  some  extent,  at  least,  those  railroads  are  necessary,  and,  in  my 
judgment,  the  Nation  should  do  something  constructive  to  take  care 
of  that  particular  situation. 

In  reading  this  transcript  of  the  testimony.  I  gathered  from  some 
questions  which  you  put  to  other  witnesses  that  you  had  in  mind, 
tentatively,  a  certain  plan.  That  plan,  as  I  understood  it,  was  that 
the  railroads  of  the  country  should  be  combined  into  four  or  five 
great  systems;  that  the  weak  should  go  with  the  strong  in  each 
system;  and  that  the  strong  should  go  with  the  weak.  I  am  not 
quite  sure  whether  your  plan  contemplated  that  the  Government 
itself  should  own  all  the  railroads.  It  at  least  contemplated  thai 
these  four  or  five  systems  should  operate  the  railroads.  In  my  judg- 
ment, if  that  could  be  brought  about,  that  would  be  one  remedy  for 
the  existing  situation.  All  the  railroads  within  a  certain  system, 
both  weak  and  strong  companies  being  put  together,  the  strong  would 
help  bear  the  burdens  of  the  weak,  and  to  that  extent  relief  could  be. 
secured  without  exacting  enormous  additional  rates,  which  would  be 
required  on  80  per  cent  of  the  business  in  order  to  take  care  of  the 
weak  systems. 

Senator  Cummins.  Without  attempting  to  outline  any  view  I  have 
of  my  own,  it  is  quite  evident,  is  it  not,  that  the  present  system  is 
incapable  of  solving  that  problem? 

Mr.  Thelen.  I  do  not  believe  that  the  problem  can  be  solved 
under  the  existing  order  of  things.  The  only  way  that  it  could  pos- 
sibly be  solved  is  to  have  the  so-called  weak  systems  all  go  through 
bankruptcy  and  come  out — after  getting  through  bankruptcy — with 
no  securities  at  all,  or  a  very  small  amount  of  securities  on  which 
they  possibly  might  be  able  to  pay  returns  at  the  rates  charged  by 
their  more  fortunate  rivals.  That  is  a  drastic  remedy,  and  I  do  not 
mean  to  say  that  I  advocate  it. 

Senator  Cummins.  Let  us  take  up  the  remedies  one  by  one. 

The  Vice  Chairman.  The  suggestion  of  the  witness  would  amount 
to  confiscation  of  property,  legally  or  otherwise,  of  others  who  own  it. 

Senator  Cummins.  I  do  not  know  whether  it  is  confiscation  or  not. 

The  Vice  Chairman.  They  would  lose  it. 

Senator  Cummins.  It  is  not  within  the  scope  of  the  remedy  I 
have  in  mind.  I  suppose  that  if  it  were  assumed  that  a  railroad 
property  were  incapable  of  earning  anything,  its  value  would  be 
very  slight. 

The  Vice  Chairman.  Hope  springs  eternal  in  the  human  breast, 
and  any  man  who  holds  stock  in  a  railroad  property  hopes  that  that 
property  will  eventually  bring  returns. 

L17900— 19— vol  3 5 


1424  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

Senator  Cummins.  That  is  true.  The  only  way  in  which  the  pres- 
ent system  can  reach  that  question  is  to  allow  the  strong  railroad 
rates  that  will  make  the  weak  railroads  at  least  self-sustaining. 

Mr.  Thelen.  Either  that  must  be  done  or  the  weak  railroads  go 
into  bankruptcy. 

Senator  Cummins.  If  we  pursue  that  plan,  which  is  the  present 
plan,  then  the  people  of  this  country  have  to  pay  about  four  times  the 
amount  necessary  to  really  compensate  the  weak  railroads  for  the  in- 
adequacy of  their  rates. 

Mr.  Thelen.  On  the  basis  of  your  figures,  I  think  that  is  true. 

Senator  Cummins.  On  the  basis  I  have  suggested. 

Mr.  Thelen.  Yes,  sir. 

Senator  Cummins.  And  if  we  continue  the  present  system,  it  would 
be  vastly  better  for  the  Federal  Government  to  annually  appropriate 
from  the  common  Treasury  enough  to  sustain  the  weak  railroads, 
limiting  the  strong  ones  to  reasonable  rates. 

Mr.  Thelen.  It  would  be  cheaper  to  handle  the  problem  in  that 
way. 

Senator  Cummins.  But  that  remedy  is  probably  not  practicable. 

Mr.  Thelen.  I  do  not  believe  it  would  be.  I  do  not  believe  that 
the  American  people  would  favor  a  direct  appropriation  of  money 
out  of  the  National  Treasury  for  the  purpose  of  helping  railroads 
which  either  never  should  have  been  built,  or  which,  being  built,  are 
so-called  weak  systems. 

Senator  Cummins.  Another  remedy  is  Government  ownership  that 
will  put  in  the  public  the  financial  interest  of  the  entire  property,  so 
that  it  can  be  operated  as  one  property. 

Mr.  Thelen.  As  far  as  this  particular  problem  goes,  I  agree  with 
you.  Senator,  that  Government  ownership  is  also  a  remedy. 

Senator  Cummins.  There  is  also  another  remedy,  practically,  and 
that  is  to  regroup  the  railroads  of  the  country  into  5,  6,  8,  or  10  sys- 
tems— that  suggestion  being  entirely  tentative — consolidating  with 
the  strong  railroads  the  weak  ones,  and  in  that  way  rates  could  be  so 
adjusted  that  the  system  as  a  whole  would  receive  sufficient  revenue 
to  comply  with  the  law  and  with  the  demands  of  justice,  and  if  that 
is  practicable  the  people  of  the  country  would  be  compelled  to  pay 
only  a  percentage  of  that  which  is  now  disbursed  on  account  of  the 
weak  railroads.  What  is  your  opinion  with  regard  to  that  sugges- 
tion? I  am  not  coupling  that  with  Government  ownership  for  a 
moment.  I  am  thinking  of  compulsory  readjustment  or  regrouping 
of  the  ownership  of  railroads  in  private  hands. 

Mr.  Thelen.  You  refer  now  to  only  operation  and  not  to  owner- 
ship? 

Senator  Cummins.  I  am  speaking  of  both  ownership  and  opera- 
tion. For  instance,  if  some  competent  power — the  Interstate  Com- 
merce Commission  or  other  tribunal  of  like  experience  and  wisdom — 
were  to  undertake  the  task  of  regrouping  the  railroads  so  that  the 
difficulty  I  suggested  would  be  eliminated  and  the  property  of  each 
group  could  be  acquired,  either  by  condemnation  on  the  part  of  the 
Government  or  condemnation  through  a  Federal  incorporation,  and 
if  the  former,  then  conveyed  to  a  new  Federal  incorporation,  or  if 
the  latter  the  title  would  be  already  in  the  new  Federal  corporation — 
that  would  create  a  series  of  systems  that  would  at  least  withdraw 
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the  problem  I  have  suggested  from  railway  regulation.  It  would 
not,  of  course,  eliminate  all  the  problems. 

Mr.  Thelen.  I  think  that  system  would  go  a  long  way  toward 
meeting  your  particular  difficulties,  Senator.  In  fact,  it  offers  a 
possibility  for  those  who  do  not  believe  in  Government  operation,  or 
who  are  not  ready  to  go  to  the  limit  of  Government  operation  at  the 
present  time.  1  assume  under  your  system  the  Government  could 
own  all  the  railroads  and  would  be  in  a  position  to  derive  the  tre- 
mendous advantages  which  accrue  from  its  better  borrowing  power 
over  the  borrowing  power  of  private  concerns,  and  it  could  then, 
owning  all  the  railroads,  lease  them  out  for  operation  in.  say.  four 
or  five  groups  by  private  capital  in  a  manner  somewhat  analogous  to 
the  present  situation  in  New  York  City,  where  the  city  of  New  York, 
through  the  expenditure  of  public  funds,  is  making  the  necessary 
additions  and  extensions  in  the  way  of  subways,  elevated  structures, 
etc.,  to  the  existing  street  railway  systems,  but  is  nevertheless  turning 
that  system  over  for  operation  to  the  Interborough  Rapid  Transit 
Co.  under  an  agreement  which  calls  for  the  payment  of  all  the 
expenses  of  the  latter  company  and  a  sharing  of  the  remaining 
profits.  That  particular  plan  avoids  some  difficulties  which  have 
been  suggested  in  connection  with  Government  operation  and  has  the 
advantage  of  securing  the  better  borrowing  power  which  the  public 
has,  and  also  the  advantages  which  are  supposed  to  come  from 
economies  in  private  operation. 

Senator  Cummins.  I  realize  the  advantages  of  public  ownership, 
as  far  as  capital  is  concerned.  I  am  not  committing  myself  to  either 
plan;  but  whether  it  is  accomplished  through  Government  ownership 
and  private  operation  or  Government  ownership  and  Government 
operation,  or  accomplished  through  a  regrouping  of  the  railroads  in 
the  hands  of  private  corporations  it  is  evident,  is  it  not,  that  some- 
thing of  that  kind  must  be  done  if  we  are  to  save  the  people  of  this 
country  from  the  disaster  of  either  paying  rates  on  TO  per  cent  or 
more  of  the  business  that  are  excessive  or  destroying  the  weak  rail- 
roads which  must  have  those  rates  in  order  to  survive?  I  do  not 
want  to  commit  you  to  any  particular  plan,  but  would  you  regard 
that  as  one  of  the  constructive  policies  that  we  must  adopt,  in  view 
of  the  new  conditions  which  have  arisen? 

Mr.  Thelen.  I  think  that  is  a  very  constructive  plan,  and  very 
careful  thought  should  be  given  to  it.  It  is  something  like  what  I 
have  had  in  mind.  It  is  doing  something  constructive  rather  than 
applying  plasters. 

Senator  Cummins.  And,  as  I  view  it,  what  you  have  in  mind  is 
that  you  think  we  should  do  something  that  will  insure  the  highest 
efficiency  in  transportation  service  at  the  lowest  reasonable  cost  to 
the  people  of  the  country? 

Mr.  Thelen.  That  is  true,  and  something  which  will  enable  the 
additional  money  that  is  necessary  for  our  transportation  systems,  to 
be  supplied. 

Senator  Cummins.  That  brings  me  to  another  point,  concerning 
which  I  will  inquire  for  just  a  moment.  It  is  quite  evident  now,  is 
it  not,  that  there  can  be  no  considerable  increase  in  mileage — I  mean 
extensions  of  railroads — in  this  country  except  through  established 
companies  ? 
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Mr.  Thelen.  I  think  that  is  generally  the  case.  There  are  some 
few  exceptions  here  and  there,  but  in  general  I  believe  the  new  rail- 
road construction  is  being  done  by  old  companies. 

Senator  Cummins.  So  long  as  a  new  company  is  absolutely  de- 
pendent upon  the  great  through-traffic  lines,  there  is  not  very  much 
inducement  for  capital  to  enter  into  the  construction  of  entirely  inde- 
pendent lines,  is  there? 

Mr.  Thelen.  Not  very  much. 

Senator  Cummins.  The  country  has  been  so  effectually  preempted 
in  times  past  that  it  is  not.  reasonable  to  expect  very  much  enlarge- 
ment in  the  way  I  have  suggested.  Do  you  believe  that  extension  of 
railway  facilities  ought  to  be  left  to  the  motives  which  have  hereto- 
fore induced  railway  building,  or  ought  to  be  a  matter  of  govern- 
mental direction? 

Mr.  Thelen.  I  believe  that  it  ought  to  be  a  matter  of  govern- 
mental direction.  I  believe  that  many  of  the  ills  we  now  suffer  in 
the  railroad  world,  including  the  shaking  of  confidence  in  railroad 
securities,  are  due  to  the  fact  that  railroads,  acting  on  their  own 
initiative,  have  built  railroads  where  they  should  not  have  been  built. 
The  inevitable  result  is  that  there  is  bound  to  be  a  reaction  against 
railroad  securities,  even  against  the  securities  of  strong  and  capable 
railroads:  in  other  words,  if  the  public  had  some  direction  with 
reference  to  new  construction,  the  restraining  influence  which  the 
public  authorities  would  exert  would  have  avoided  most  of  the  dis- 
asters that  we  have  had  in  the  way  of  construction  of  railroads  where 
they  should  not  have  been  constructed.  That  kind  of  authority  is 
exerted  to-day  by  most  of  the  State  railroad  commissions  in  connec- 
tion with  gas,  electric,  telephone,  and  water  companies.  The  so- 
called  certificate  of  public  convenience  and  necessity  takes  care  of 
that.  My  suggestion  is  that  something  analogous  to  that  should  be 
applied  by  the  Interstate  Commerce  Commission  in  the  case  of  inter- 
state railroad  construction. 

Senator  Cummins.  I  have  nothing  further,  Mr.  Chairman. 

Mr.  Esch.  In  that  connection,  you  have  already  stated  you  favor 
Federal  control  of  stock  and  bund  issues  i 

Mr.  Thelen.  Yes.  sir. 

Mr.  Esch.  Would  you  add  to  that  the  power  of  issuing  certificates 
of  public  convenience  and  necessity? 

Mr.  Thelen.  Yes,  sir:  I  suggest  the  States  should  be  heard  on 
that :  but  where  you  have  an  interstate  carrier.  I  think  the  authority 
in  that  primarily  should  be  with  the  Federal  Government. 

Mr.  Esch.  Those  two  matters  are  so  closely  related  that  if  you  "five 
the  power  over  stocks  and  bonds  to  the  commission  you  should  give 
the  power  to  it  to  determine  whether  roads  should  be  built  or  not. 

Mr.  Thelen.  Yes,  sir. 

Mr.  Sims.  You  spoke  of  the  possibility  of  Government  ownership 
of  all  railroads  in  the  country,  and  then  the  railroads  to  be  operated 
in  groups  or  systems.  Do  you  mean  to  imply,  by  having  different 
groups  they  should  be  competitive,  one  with  the  other — compete 
for  the  same  business — or  be  universally  operated  by  the  Government 
as  though  there  were  only  one  system  ? 

Senator  Cummins.  I  assume  that  this  country  could  be  divided  into 
five  or  six  or  seven  or  eight  districts  and  that  the  railroads  within 
those  districts  could  be  operated  without  the  waste  of  competition. 
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Mr.  Sims.  You  did  not  mean  to  imply  a  competitive  condition? 

Senator  Cummins.  No. 

The  Vice  Chairman.  The  idea  is  that  the  strong  would  help  the 
weak  and  that  is  according  to  the  Scriptures,  which  say:  "  Bear  ye 
one  another's  burdens." 

Mr.  Thelen.  So  far  as  the  future  is  concerned,  with  governmental 
control  we  could  almost  entirely  prevent  further  weak  railroads,  so 
that  our  work  would  be  in  taking  care  of  past  troubles. 

The  Vice  Chairman.  Would  it  not  he  constitutional  and  entirely 
unsocialistic  for  the  Government  to  buy  up  the  weak  roads  and  sup- 
port them  without  being  encumbered  with  all  the  res!  of  them  \  The 
strong  ones  are  able  to  take  care  of  themselves,  and  those1  that  com- 
pete with  one  another  at  the  large  cities  or  terminals  can  help  them- 
selves. If  we  are  going  to  help  any,  let  us  not  help  the  strong  ones, 
but  take  hold  of  the  weak  ones  and  help  them  grow  up.  They  serve 
weak  communities;  and  I  think  if  we  are  going  to  help  anybody, 
we  should  take  hold  of  them  and  help  them  become  big  and  strong, 
thereby  helping  these  weak  communities  to  become  big  and  strong,  so 
as  to  be  able  to  held  their  own  with  the  other  strong  communities. 

Mr.  Thelen.  I  do  not  believe  that  it  would  be  fair  to  the  Govern- 
ment to  ask  the  Government  to  take  merely  the  weak  roads. 

The  Vice  Chairman.  All  this  discussion  has  looked  to  something 
that  would  centralize  and  help  the  Government  control  this  situation. 
The  Government,  to  my  mind,  is  something  like  what  the  poet  wrote: 

Little  drops  of  water,  little  grains  of  sand, 
Make  the  mighty  ocean  and  the  beautiful  land. 

This  country  is  made  up  of  many  little  and  big  communities,  and 
all  the  discussion  seems  to  overlook  or  to  be  lacking  in  interest  in  the 
struggling  community  and  to  give  very  little  attention  to  local  busi- 
ness, and  I  protest  that  we  should  consider  them  somewhat  before  we 
revolutionize  the  system  and  put  everything  into  one  center,  helping 
the  strong  and  neglecting  the  weak. 

Mr.  Sims.  The  very  fact  of  acquiring  the  properties  of  all  rail- 
roads by  the  Government  would  eliminate  the  question  of  the  weak- 
ness of  any.  because  the  Government  would  not  pay  any  more  than 
it  is  worth,  and  when  a  railroad  is  taken  over  by  the  Government  it 
ceases  to  be  weak. 

The  Vice  Chairman.  It  amounts  to  a  subsidy,  in  any  event.  If 
the  Government  buys  a  weak  railroad  and  runs  it.  it  helps  build  up  a 
weak  community,  and  in  that  way  helps  the  country  as  a  whole. 

Mr.  Thelen.  I  think  much  would  depend  on  what  the  Government 
pays  for  the  railroads. 

The  Vice  Chairman.  Well,  that  is  an  important  element  in  any 
system  you  can  mention.  While  we  are  doing  something,  we  might 
as  well  do  something  that  is  beneficial. 

The  Chairman.  You  spoke  of  Government  ownership  having  the 
advantage  of  the  superior  borrowing  power  of  the  Government. 
Do  you  think  there  is  clanger  of  that  being  offset  by  the  larger  operat- 
ing expenses  if  the  Government  should  own  and  operate  railroads? 

Mr.  Thelen.  I  have  not  expressed  any  opinion  on  that  particular 
question.  That  is  a  debatable  question,  and  I  would  like  to  obtain 
some  more  light  before  expressing  an  opinion  as  to  operating  ex- 
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penses.  As  far  as  the  cheaper  borrowing  power  of  the  Government 
is  concerned,  I  believe  it  is  conceded  by  everyone  who  has  given  any 
thought  to  it  that  that  is  the  fact. 

The  Chairman.  What  would  your  view  be  as  to  the  superior  bor- 
rowing power  of  the  Government — to  what  extent,  as  represented  in 
the  rates  of  interest,  is  that  superior  borrowing  power  demonstrated 
to-day  ? 

Mr.  Thelen.  To-day,  with  the  war  conditions,  everything  is  ab- 
normal. Apart  from  war  conditions,  speaking  very  conservatively, 
the  borrowing  power  of  the  Government  has  been  at  least  1  per  cent 
better  than  that  of  private  concerns.  I  think  that  is  a  conservative 
figure. 

The  Chairman.  That  has  been  so  in  the  past? 

Mr.  Thelen.  Yes,  sir. 

The  Chairman.  Do  you  think  that  would  be  so  if  we  should  add, 
as  the  war  is  likely  to,  $25,000,000,000  to  our  public  debt  as  the  result 
of  this  war  ? 

Mr.  Thelen.  I  assume  that  the  addition  of  that  debt  would  in- 
crease or  result  in  increasing  to  some  extent  the  cost  of  money  to 
the  Government,  but  I  believe  also  that  the  cost  of  money  to  private 
concerns  is  going  to  be  considerably  higher  in  the  future  than  it  has 
been  in  the  past. 

The  Chairman.  So  you  think  the  increase  in  interest  to  the  Gov- 
ernment will  be  paralleled  by  an  increase  in  interest  to  private 
enterprises  ? 

Mr.  Thelen.  I  do  not  know  whether  it  would  be  exactly  paralleled, 
but  I  would  look  for  increases  in  interest  rates  to  both  the  Govern- 
ment and  private  parties. 

The  Chairman.  Are  you  conscious  that  in  the  past  the  very  low 
rates  of  interest  which  prevailed  with  reference  to  Government  se- 
curities have  been  due  very  largely  to  the  fact  that  those  Govern- 
ment securities  have  been  used  and  have  been  authorized  by  law  to 
be  used  as  the  basis  of  bank  issues,  and  also  due  to  the  fact  that  these 
Government  issues  have,  to  a  greater  or  less  degree,  been  free  from 
taxation  ? 

Mr.  Thelen.  I  assume  both  factors  must  have  had  an  influence. 
May  I  make  this  suggestion?  Senator  Cummins  led  me  somewhat 
beyond  matters  to  which  my  associates  either  on  the  committee  on 
State  and  Federal  legislation  or  on  the  California  commission  have 
given  thought,  and  so  I  would  like  to  have  it  understood  that  what 
I  said  have  been  my  own  views. 

Senator  Cummins.  I  understood  that.  From  the  very  nature  of 
things  it  would  be  your  own  individual  opinion. 

Mr.  Esch.  Would  the  saving  of  interest  under  Government  owner- 
ship be  neutralized  by  an  increase  in  the  expenses  of  operation  by 
the  Government  resulting  from  the  reduction  of  hours  in  services  and 
increase  in  the  number  of  employees? 

Mr.  Thelen.  That  is  the  question  which  I  believe  Senator  New- 
lands  put  to  me,  and  I  made  this  answer :  That  whether  the  operat- 
ing expenses  would  be  increased  materially  is  a  debatable  question. 
On  the  one  hand,  it  has  been  urged  strenuously  that  would  be  the 
case,  but  on  the  other  hand,  those  who  favor  Government  operation 
say  that  the  increase  would  not  be  material.  I  haven't  looked  suf- 
ficiently into  that  question  to  give  you  an  answer  now. 
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Mr.  Escpi.  The  suggestion  occurred  to  me  by  reason  of  the  ex- 
perience in  the  western  part  of  France.  We  have  just  gone  through 
that  experience. 

Senator  Cummins.  I  want  to  clear  up  a  question  or  two.  The  dif- 
ferences between  the  Government  rate  on  money  and  the  private 
rate  is  not  confined  to  the  United  States.  The  difference  between  the 
Government  rate  and  the  private  rate  in  Great  Britain  is  practically 
the  same  as  the  difference  between  the  Government  rate  of  money  and 
private  rate  in  the  United  States,  or  at  least  it  has  been. 

Mr.  Thelen.  I  understand  it  has  been. 

Senator  Cummins.  It  is  not  due  entirely,  of  course,  to  the  ability 
of  the  owners  to  use  their  bonds  as  the  basis  of  issuing  currency.  It 
must  be  due  somewhat  to  the  superior  stability  and  security  of  gov- 
ernmental obligations. 

Mr.  Thelen.  Yes,  sir. 

Mr.  Sims.  I  have  just  one  question.  Senator  Cummins  proposed 
as  a  possible  solution  the  Government  purchasing  all  the  railroads 
of  the  United  States.  I  must  assume  that  he  means  that  the  Gov- 
ernment will  pay  what  they  are  actually  worth  and  no  more.  If  a 
railroad  is  capitalized  and  bonded  at  $2,000,000,  but  the  actual  value 
is  only  one  million,  it  can  not  make  a  return  on  the  $2,000,000  at 
the  present  charges  allowed  for  freight  or  passengers,  but  it  could 
make  a  reasonable  return  on  $1,000,000.  Therefore,  if  the  Govern- 
ment buys  the  roads  at  the  actual  value  and  the  water  is  squeezed 
out,  can  not  they  make  a  return  on  that? 

Mr.  Thelen.  Yes ;  except  that  some  can  not  make  even  operating 
expenses. 

Mr.  Sims.  I  assume  that  they  can  make  something.  A  railroad 
that  can  not  make  operating  expenses  should  not  exist  unless  it  is 
a  governmental  facility  needed  in  the  national  defense  and  out  of 
which  the  whole  country  get  some  benefit. 

Senator  Cummins.  My  suggestion  was  not  limited  to  the  Govern- 
ment acquiring  ownership  of  these  properties.  It  included  also — and 
I  am  expressing  no  opinion  as  to  which  should  be  done — the  acquire- 
ment of  the  new  groups  which  I  have  proposed  by  a  private  corpora- 
tion. In  that  event  the  private  corporation  would  have  the  right  to 
exercise  the  right  of  eminent  domain  and  would  condemn  these  prop- 
erties and  pay  for  them  what  they  were  actually  worth  without  any 
regard  to  stocks  and  bonds,  the  amount  paid  for  them  being  dis- 
tributed among  the  bondholders  and  stockholders  in  proportion  to 
their  several  interests  and  in  accordance  with  priority  of  other  liens. 

Mr.  Sims.  And  they  would  have  to  make  earnings  on  only  what 
the  are  worth? 

Senator  Cummins.  I  assume  that  the  new  owners  would  pay  only 
what  the  railroads  are  worth. 

Mr.  Sims.  I  mean,  in  collecting  charges  and  rates  and  fares,  that 
they  would  be  based  on  what  they  paid  for  the  railroads. 

Senator  Cummins.  It  might  be  that  in  that  case  they  may  receive 
more  or  less  than  they  had  received  before. 

Mr.  Thelen.  Mr.  Chairman  and  gentlemen  of  the  committee,  I 
wish  to  say  that  I  appreciate  the  consideration  the  committee  has 
given  me. 
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The  Vice  Chairman.  "We  thank  you  for  your  contributions  on  this 
subject. 

(The  exhibits  requested  to  be  furnished  by  Mr.  Thelen  are  printed 
at  the  end  of  this  volume  of  hearings.) 

STATEMENT  OF  EDWIN  0.  EDGERTON. 

The  Chairman.  Mr.  Edgerton. 

Mr.  Edgerton.  I  come  not  here  as  an  oracle  nor  will  I  impose 
upon  you  a  bundle  of  opinions.  My  excuse  for  being  here  is  that  I 
have  been  saturated  fairly  well  with  regulation  for  the  last  five  years. 
I  have  a  view  perhaps  not  held  commonly  by  State  commissioners. 
I  beg  it  to  be  conceded  at  least  that  what  I  say  will  not  be  in  my 
interest  as  a  State  railroad  commissioner;  perhaps  not  against  it. 
In  any  event.  I  will  be  brief. 

I  propose  to  discuss  these  things:  Federal  regulation  of  railroads 
as  compared  with  State  regulation;  lack  of  railroad  policy,  the  need 
of  it;  and  then  to  touch  upon  public  ownership.  I  am  for  a  com- 
plete and  immediate  Federal  control  of  the  railroads,  for  all  of  the 
reasons  that  go  to  make  up  regulation,  starting  with  service,  which 
I  think  is  at  the  top;  I  do  not  believe  that  the  needs  for  service  bv  a 
railroad  in  a  State  can  be  adequately  considered  except  it  be  related 
to  the  needs  of  other  States,  where  you  are  dealing  with  national 
railroads.  As  we  have  the  situation  to-day.  it  is  the  unquestioned 
duty  of  State  railroad  commissions,  as  far  as  they  may,  to  see  to 
it  that  their  State  is  adequately  served,  but  obviously  those  commis- 
sions can  not  have  in  consideration  the  needs  of  other  States. 

The  California  railroad  commission  ordered  the  Santa  Fe  Railroad 
to  build  an  extension  in  this  State.  That  matter  is  now  in  the  courts. 
We  think  our  conclusion  is  sound,  both  equitably  and  legally.  The 
courts  will  speak  on  that.  The  point  I  want  to  make  about  it  is  this, 
thai  naturally  we  were  considering  California's  needs.  "We  do  not 
know  and  we  can  not  know  whether  if  the  need  of  California  is 
served  a  greater  need  in  another  State  will  fail  to  be  served,  because 
California  has  acted  vigorously  and  has  had  the  advantage  of  the 
order.  If  more  cars  are  needed  in  a  State,  obviously  the  State  will 
be  ambitious  and  vigorous  to  get  those  cars.  It  may  be  that  the  cars 
will  be  provided  at  the  expense  of  the  needs  of  another  State,  and  I 
am  not  talking  on  academic  questions,  gentlemen,  because  these  mat- 
ters were  pressing  before  we  got  into  the  war.  The  situation  has  been 
accentuated  since.  Shippers  in  California  were  flooding  our  com- 
mission with  demands  for  cars,  cars  unquestionably  needed  to  haul 
their  produce  to  market.  Our  service  men  were  keeping  as  close 
watch  on  the  situation  as  possible.  I  won't  go  too  far  into  the  re- 
sults, because  there  are  members  of  other  State  commissions  here  and 
I  do  not  want  to  give  them  any  undue  advantage.  It  was  concluded, 
however,  that  California  in  some  respects  was  getting  at  least  its 
share. 

Rates,  in  my  judgment,  in  a  State  are  intimately  connected  with 
interstate  rates  and  rates  in  other  States;  connected  not  only  in  the 
matter  of  a  like  service  properly  being  given  for  a  like  rate  wherever 
the  service  may  be  rendered,  but  connected  intimately  with  the 
finances  of  the  carrier,  which  is  giving  the  service,  State  and  inter- 
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state.  You  can  not  fix  a  rate  in  a  State  without  at  least  in  some 
degree  affecting  the  ability  of  the  railroad  to  give  service  at   rates 

in  other  States  and  interstate.  It  is  also  true  that  there  is  no  reason 
why  a  like  service  in  one  State  should  he  rendered  at  a  different  rate 
in  another  State,  each  being  a  State  service.  Tt  is  true,  perhaps,  that 
discrimination  does  not  result  in  the  sense  that  Ave  ordinarily  use 
that  term,  because  perhaps  these  shippers  may  not  be  in  competition. 
It  nevertheless  remains  true  that  it  is  unjust  that  one  should  receive 
the  service  for  less  than  another,  a  like  service. 

Finance:  It  seems  to  be  generally  agreed  that  the  Interstate  Com- 
merce Commission  should  control  the  capitalization  of  railroads. 
I  say  "generally,"  because  perhaps  there  is  more  agreement  on  thai 
subject  than  perhaps  almost  any  other  subject  connected  with  this 
discussion.  In  the  California  commission  we  have  complete  juris- 
diction. We  pass  upon  the  amount  of  bonds  and  stocks  and  other 
evidences  of  indebtedness  that  the  railroads  may  issue  and  the  public 
utilities  may  issue.  And  I  assume  when  national  control  of  capi- 
talization is  spoken  of  it  is  meant  complete  control  of  the  capitaliza- 
tion, not  only  that  the  Federal  authorities  shall  say  how  much  or 
what  quantity  of  securities  may  be  issued  but  the  national  authori- 
ties shall  have  power  to  follow  the  proceeds  to  a  proper  end. 

Now,  it  does  seem  obvious  to  me  that  the  authority  which  has  the 
responsibility  and  the  power  to  determine  what  the  capitalization  of 
a  railroad  --hall  be,  and  therefore  what  its  finances  shall  be.  should 
also  have  the  power  and  the  responsibility  of  determining  what  the 
rates  should  be.  It  is  easily  possible  that  a  national  authority  may 
authorize  an  issue  of  capitalization  by  an  interstate  carrier  upon  a 
conclusion  by  that  national  authority  as  to  what  its  earning  power 
was.  whether  its  earning  power  would  support  the  proposed  or  or- 
dered capitalization  and  then  find  that  the  action  of  a  State  in  fixing 
rates  would  entirely  undermine  the  foundation  upon  which  the  na- 
tional authority  acted,  and  a  very  different  revenue  would  result  from 
that  upon  which  the  national  authority  had  based  a  conclusion.  If 
your  answer  is  that,  after  all,  all  rates  must  be  reasonable,  and  that 
the  courts  will  insist  upon  it,  and  that  a  State  can  not  therefore  cut 
down  the  rates  below  such  a  point  as  would  safely  carry  reasonable 
capitalization,  my  answrer  is  that  the  courts  do  not  fix  reasonable 
rates.  The  attitude  of  the  courts  toward  rates  is  a  consideration  of 
confiscation,  and  I  assert  that  intelligent  regulation  is  not.  and  should 
not  be.  an  attempt  to  just  escape  confiscation:  in  other  words,  to  so  fix 
rates  as  to  get  by  the  courts.  In  my  judgment  railroads  can  not  prop- 
erly finance  on  a  basis  of  being  just  above  the  confiscation  line.  It 
is  possible  that  confiscation  might  be  determined  to  be  a  point  below 
the  cost  of  money.  I  do  not  believe  railroads  can  operate  when  they 
receive  just  the  cost  of  money  and  no  more. 

In  California  the  railroad  commission  has  very  frankly  fixed  rates, 
as  far  as  the  business  has  permitted  it,  on  a  basis  of  such  a  return  to 
the  corporation  as  would  keep  it  financially  healthy.  We  have  not 
made  the  attempt  to  merely  get  by  the  courts.  So  that  it  is  possible 
that  if  a  State,  feeling  the  need  of  lower  rates,  fixed  rates  on  a  basis  to 
just  escape  confiscation,  it  might  result  in  a  return  whch  was  really 
inadequate  to  support  the  capitalization  authorized  by  the  national 
authority.    I  have  pointed  these  matters  out,  because  I  believe  that 
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they  in  general  express  the  need  for  complete  control  in  the  Federal 
authority. 

One  other  matter  that  I  might  suggest — terminals.  Terminals,  in 
my  judgment,  must  be  considered  nationally.  They  are  something 
more  than  mere  State  matters.  The  California  commission  to-day 
has  before  it  in  the  city  of  Los  Angeles  the  entire  matter  of  railroad 
terminals.  And  we  are  proceeding,  of  course,  as  a  State  commission, 
and,  in  my  judgment,  we  will  proceed  intelligently  and  come  to  a 
sound  result,  but  we  are  not  proceeding  nationally.  It  may  be,  and 
of  course  my  hope  is,  that  what  we  do  will  fit  in  with  the  national 
needs,  but  it  does  not  necessarily  follow.  If,  for  instance,  a  State 
commission  determines  that  large  terminal  additions  and  large  addi- 
tional facilities  are  necessary  they  may  require  the  expenditure  of 
large  sums  of  money  by  the  railroad,  and,  as  I  say  again,  depriving 
some  other  State  of  an  absolutely  needed  and  necessary  facility. 

Lack  of  railroad  policy  and  the  need  therefor:  We  never  have  had 
in  the  United  States,  and  we  have  not  to-day,  a  national  railroad 
policy,  or  any  railroad  policy.  We  have  to-day,  it  is  true,  policies  by 
individual  railroads,  based  upon  the  views  of  the  managements  of 
those  railroads  and  the  promoters.  We  have  had  no  governmental 
railroad  policy,  nor  have  we  to-day.  I  think  I  can  prove  that  con- 
clusively in  a  word.  The  railroads  of  the  United  States  have  been 
laid  out  with  no  regard  whatever  to  the  military  needs  of  the  country. 
That  there  are  those  military  needs  we  feel  to-day.  This  situation 
exists  to-day :  A  cabinet  officer  of  the  Federal  administration — and, 
by  the  way.  I  speak  in  no  criticism  here;  I  merely  attempt  to  point  to 
some  facts  that  I  think  should  be  considered — a  Cabinet  officer  to-day 
is  pressing  a  suit  in  the  Federal  courts  to  tear  apart  an  important 
railroad  system,  the  Central  and  the  Southern  Pacific,  so  intimately 
built,  so  interconnected  that  their  properties  are  mixed  precisely  as 
they  would  be  had  it  been  one  railroad  property.  The  fact  is  that  for 
generations  the  Central  and  the  Southern  Pacific  have  been  handled 
as  one  railroad  property,  the  corporate  entities  of  each  being  main- 
tained for  certain  technical  legal  reasons  involving  bond  issues  by 
each.  The  Federal  Government  is  pressing  a  suit  in  the  Federal 
courts  to  tear  that  system  apart.  Other  Cabinet  officers  are  insisting 
upon  unification  of  the  railroads  at  this  very  moment,  insisting  on 
the  railroads  being  brought  together  and  operated  as  a  unit  in  order 
to  do  the  job  as  nearly  as  it  can  be  done.  Showing  the  lack  of  a 
national  policy,  we  have  one  part  of  the  administration  seeking  to  do 
a  tiling,  and  if  it  succeeds  in  doing  that  thing  the  other  part  of  the 
administration  will  have  to  at  once  attempt  to  its  utmost  to  offset  the 
effects  of  the  victory. 

Do  we  need  a  railroad  policy  ?  The  railroad  systems  of  the  country 
to-day  have  broken  clown  in  the  sense  that  they  are  not  doing  the  job. 
It  is  true  that  we  have  an  extraordinary  demand  upon  them,  but  that 
demand  is  only  extraordinary  in  its  degree.  The  railroad  men  of 
the  country  for  years  past  have  been  calling  attention  to  the  fact  that 
the  needs  were  coming  upon  them.  We  have  from  the  railroad  people 
themselves,  before  this  crisis  came,  the  positive  statement  that  the 
railroads  were  not  preparing  to  meet  the  needs  of  the  country,  and  I 
think  the  country  is  convinced  to-day  that  that  is  true.  The  railroads 
of  the  country  are  not  meeting  the  need,  and  I  can,  I  think,  prove  that 
in  a  moment."    To-day  in  California  our  great  road-building  project, 
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involving  $30,000,000  or  $35,000,000,  is  about  to  be  halted,  if  not 
seriously  interfered  with,  by  an  embargo  about  to  be  put  upon  the 
use  of  gondola  cars.  Let  me  say  at  once  thai  California  cheerfully 
acquiesces  in  the  proposition ;  the  national  need  is  recognized;  it  i- 
here.  I  point  it  out  merely  to  show  that  the  railroads  are  not  meeting 
the  war  needs  and  meeting  the  business  needs  of  the  country. 

Public  ownership:  To  me  the  problem  is  this:  There  is  a  national 
job  to  be  done,  national  in  its  every  aspect.  Railroading  to  me  is 
national.  The  job  is  not  being  done.  We  have  proceeded  with  pri- 
vate ownership  under  regulation  (and  let  me  say  right  lure  that 
instead  of  the  railroads  being  overregulated  the  difficulty  they  are 
now  in  is  caused  by  insufficient  regulation),  and  the  only  chance — 
and  I  want  to  say  very  frankly  that  in  my  judgment  it  is  a  slight 
one — for  the  survival  of  private  ownership  is  that  affirmative  and 
extreme  regulation  be  promptly  applied.  When  T  say  affirmative 
regulation  I  mean  that  kind  of  regulation  which  compels  develop- 
ment of  railroads  to  meet  the  national  needs.  That  can  not  be  a  veto 
regulation;  it  can  not  be  a  mere  passing  upon  the  matters  which  are 
presented  by  complainants  or  by  railroads.  It  must  be  an  affirmative 
conception  by  the  Government  itself,  first  of  the  problem,  next  of  the 
solution,  and  then  an  insistence  upon  that  solution.  That  regulation 
•may  even  go  to  the  point  where  it  would  leave  in  private  ownership 
the  mere  formal  title  to  the  property.  When  we  speak  of  regulation 
we  are  using  a  very  general  term.  As  I  suggest,  it  may  go  so  far  as 
to  leave  the  mere  title  in  the  hands  of  the  private  interests,  and  it 
might  go  so  far  as  to  make  the  next  step — public  ownership — almost 
a  formality.  My  proposition  is  simply  this:  An  enormous  job  to  be 
done,  and  not  being  done ;  private  ownership  must  do  it,  or  the  next 
step  is  inevitable — there  is  no  other  way — and  that  is  public  owner- 
ship and,  I  think,  operation.  There  may  be  some  modifications ;  that 
is  to  say,  public  ownership  and  opertion  may  take  a  certain  form.  I 
am  not  now  declaring  for  any  particular  form.  My  point  is  simply 
this:  Either  private  owmership  under  regulation  must  do  this  job  or 
the  public  must  do  it. 

Having  expressed  these  views,  in  fairness  I  should  suggest  a  pro- 
gram. It  is  this :  Give  over  at  once  the  discussion  of  the  merits  or 
demerits  of  public  ownership;  consider  and  formulate  the  needs  of 
the  country ;  put  that  promptly  up  to  the  private  owners  of  railroads 
and  ask  them  their  terms  to  do  the  job.  If  those  terms  are  prohibi- 
tive, take  the  next  necessary  step  and  take  it  promptly — public  owner- 
ship. I  make  this  suggestion  about  promptness :  If  public  ownership 
is  determined  upon  it  "will  not  be  an  easy  matter  to  work  out  the 
details ;  it  will  require  perhaps  years.  These  problems  press  for  solu- 
tion, and  I  feel  that  whatever  remedy  is  determined  upon  should  be 
determined  upon  promptly  and  the  working  of  it  out  commenced 
immediately. 

The  Chairman.  Will  you  state  your  occupation? 

Mr.  Edgerton.  Prior  to  my  official  position  I  was  an  attorney  at 
law.  In  1912  I  was  appointed  to  the  railroad  commission,  of  which 
I  am  nowT  a  member  and  have  been  ever  since. 

The  Chairman.  And  you  are  a  member  of  the  commission  now  \ 

Mr.  Edgerton.  I  am  now :  ves,  sir. 

The  Chairman.  That  is  all. 
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Senator  Cummins.  You  have  looked  at  the  question  both  from  the 
practical  and  the  legal  standpoint  I  take  it  ? 

Mr.  Edgertox.  To  some  degree,  Senator,  from  the  legal  standpoint. 

Senator  Cummins.  I  refer  to  the  matter  of  control  of  State  rates 
for  a  moment  and  must  not  be  understood  in  any  questions  that  I  am 
asking  you  that  I  am  disinclined  toward  the  enlargement  of  Federal 
authority  to  its  limit,  but  there  is  one  question  that  has  bothered  me 
a  good  deal.  Our  Constitution  gives  Congress  the  authority  to  regu- 
late commerce  among  the  States  and  foreign  nations.  Considering 
that  article  of  the  Constitution  alone,  is  it  your  opinion  that  we  have 
authority  to  regulate  all  commerce,  whether  among  the  States  or  in 
the  State? 

Mr.  Edgertox.  My  answer  to  that  is  no,  as  a  matter  of  law.  Prac- 
tically, if  you  are  thinking  of  railroads,  my  judgment  is  that  of 
necessity  the  regulation  would  go  to  all  matter-  of  railroad  operation. 
Might  I  explain  what  I  mean  by  that.  Senator?  I  will  do  it  very 
briefly.  Every  railroad  in  the  State  of  California  which  is  confined 
entirely  to  California,  with  not  an  inch  of  its  rails  outside,  is  handling 
interstate  commerce.    I  think  I  can  make  that  sweeping  assertion. 

Senator  Cummins.  I  think  that  is  true 

Mr.  Edgertox.  Yes. 

Senator  Cummins.  Of  every  railroad  in  the  United  States,  that  it 
is  engaged  in  some  form  in  interstate  commerce.  The  Constitution 
does  not  point  out  the  railways  as  distinguished  from  other  instru- 
mentalities of  commerce. 

The  Vice  Chairman.  There  was  not  a  railroad  in  the  world  when 
the  Constitution  was  made,  was  there? 

Senator  C\  mmins.  1  assume  that  yon  have  confined  your  sugges- 
tion to  railroads  because  of  the  character  of  the  business  which 
they  do? 

Mr.  Edgerton.  Well,  yes:  and  further  than  that,  if  you  should 
solve  the  railroad  problem  the  same  principles  I  think  apply  to  the 
other  utilities  which  be  cine  interstate  and  require  national  solution. 

Senator  Cummins.  I  have  been  in  the  habit  of  thinking  that  the 
Constitution  might  mean  something  when  it  confined  our  power  to 
the  regulation  of  commerce  among  the  States,  and  that  if  we  are  to 
regulate  the  rates  upon  traffic  which  begins  ami  ends  within  the  bor- 
ders of  a  State,  that  we  must  show  that  in  some  way  or  other  those 
rates  do  concern  or  do  affect  interstate  business  or  the  ability  of  an 
interstate  carrier  to  perform  its  duty. 

Mr.  Edgertox.  I  think  that  is  a  sound  statement. 

Senator  Cummins.  I  will  assume  probably  an  exaggerated  instance 
in  order  to  make  my  meaning  dear.  Suppose  that  a  householder 
desires  to  ship  household  goods  from  San  Francisco  to  San  Jose  sim- 
ply because  he  is  changing  his  place  of  residence :  suppose  that  it  is 
not  alleged  that  the  rate  for  that  service,  fixed  by  the  California  com- 
mission, or  fixed  by  the  railroad,  is  an  unreasonable  rate,  either  un- 
reasonably low  or  unreasonably  high;  how  can  a  shipment  of  that 
kind  affect  either  the  ability  of  the  interstate  carrier  to  perform  its 
duty  or  interstate  commerce? 

Mr.  Edgertox.  Assuming  that  now  over  the  same  rails 

Senator  Cummixs.  Yas. 

Mr.  Edgertox.  And  with  the  use  of  the  same  cars  in  which  inter- 
state commerce  is  carried. 
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Senator  Cummins.  You  may  assume  that,  of  course. 

Mr.  Edgerton.  Well,  now,  of  course,  there  certainly  is  an  intimate 
connection  between  the  service  operating  over  rails  which  are  used 
in  interstate  commerce  and  the  service  which  is  used  in  the  State 
commerce  or  service. 

Senator  Cummins.  You  are  referring  now  to  the  physical  service  I 

Mr.  Edgerton.  Yes. 

Senator  Cummins.  I  am  referring  to  the  compensation 

Mr.  Edgerton.  Yes. 

Senator  Cummins.  Which  the  earrier  is  to  receive  for  the  service 

Mr.  Edgerton.  Precisely:  and  compensation  results  from  service. 
In  other  words.  I  will  assert  this,  Senator,  that  to  some  degree  the 
State  service  affects  the  interstate  service.  Now,  if  you  asked  me 
what  the  courts  will  say  is  the  degree  of  affection  necessary  in  order 
to  be  an  interference  with  interstate  commerce,  I  can  not  say.  It 
depends,  I  think,  upon  the  disposition  of  the  courts  with  regard  to 
those  matters. 

Senator  Cummins.  I  think  that  I  agree  with  you  in  the  general 
proposition  that  if  the  State  rate — I  am  separating  that  from  the 
physical  service  for  the  moment — does  affect  interstate  traffic,  that  it 
brings  the  State  rate  within  Federal  control,  but  I  am  assuming 
now  that  the  State  rate  is  a  reasonable  one  for  the  service  rendered 
and  does  not  impair  the  financial  ability  of  the  carrier  to  perform  its 
other  service.  Under  those  assumptions,  how  is  the  State  rate  con- 
nected with  interstate  traffic  ? 

Mr.  Edgerton.  Connected  in  the  legal  sense,  you  mean? 

Senator  Cummins.  Yes. 

Mr.  Edgerton.  Well,  as  you  put  it,  I  should  say  it  would  not  be. 
Now,  understand,  Senator,  I  would  want  to  analyze  your  suggestion 
of  reasonableness  to  some  extent.     I  don't  want  to  do  it  at  this  time. 

Senator  Cummins.  Well,  I  am  trying  to  define  what  is  or  what 
is  not  a  reasonable  rate. 

Mr.  Edgerton.  Xo;  I  know. 

Senator  Cummins.  But  I  can  put  it  in  another  way.  Suppose 
that  some  one  were  to  attempt  to  appeal  to  the  Interstate  Commerce 
Commission  against  a  rate  of  that  kind,  do  you  not  believe  that  it 
would  be  essential  for  the  complainant  to  allege  that  the  rate  was 
unreasonable  in  order  to  bring  it  within  the  jurisdiction  of  the  Fed- 
eral authorities \ 

Mr.  Edgerton.  Or  that  the  rate  was  a  discriminatory  one. 

Senator  Cummins.  Precisely;  yes. 

Mr.  Edgerton.  I  assume  you  include  that. 

Senator  Cummins.  I  do.  Assuming  an  instance  in  winch  there 
could  hardly  be  discrimination,  of  a  shipment  of  household  goods 
from  San  Francisco  to  San  Jose,  it  would  be  pretty  hard  to  bring 
that  within  the  purview  of  what  is  known  as  the  Shreveport  con- 
troversy. What  has  bothered  me  is  how  we  are  to  get  the  national 
authority  in  possession  of  a  case  of  that  kind  in  order  that  it  mighl 
consider  it  and  dispose  of  it. 

Mr.  Edgerton.  Well,  I  made  this  practicable  suggestion — and  I 
do  not  in  any  degree  intend  to  be  flippant  about  it.  Senator — but  my 
suggestion  there  would  be  that  the  national  legislation  include  the 
whole  subject,  framed  in  such  a  way  as  to  express  conviction  on  the 
part  of  Congress  on  the  facts  with  relation  to  the  matter,  and  then  if 
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a  whittling  away  is  to  be  done,  that  that  be  done  by  the  courts,  and 
let  the  other  fellow  do  it. 

Senator  Cummins.  Yes;  but  we,  in  passing  laws,  can  only  go  to 
the  limit  of  the  Constitution.  We  can  not  go  beyond  that.  Now,  if 
we  can  not  reach  such  an  instance  as  I  have  put,  through  the  com- 
merce clause  of  the  Constitution,  is  there  any  other — in  other  words, 
do  you  believe  that  through  Federal  incorporation  Congress  can 
regulate  rates  that  would  not  be  within  its  power  if  imposed  directly 
upon  a  State  corporation  ? 

Mr.  Edgerton.  I  would  say  yes;  that  that  would  be  true,  at  least 
to  this  extent,  that  Congress  would  have  power  over  its  own  creature, 
that  having  created  this 

The  Vice  Chairman.  Whatever  power  Congress  has  is  subject  to 
the  Constitution,  and  constitutions  are  made  to  control  governments 
and  laws  are  made  to  control  people. 

Mr.  Edgerton.  Yes;  I  am  not  attempting  here  to  dispose  of  the 
Constitution.     I  was  trying  to  answer  the  Senator's  question. 

The  Vice  Chairman.  That  is  what  he  was  asking  you.  He  said 
he  did  not  know  how  we  could  get  by  the  Constitution. 

Mr.  Edgerton.  I  think  the  Constitution  is  safe  between  the  Sena- 
tor and  myself.  I  had  this  in  mind,  Senator.  Perhaps  I  should  have 
suggested  the  matter  of  Federal  incorporation  and  the  reason  for  it ; 
it  seems  to  me  a  necessary  incident  to  Federal  control  would  be  Fed- 
eral incorporation.  To  have  the  creature  of  the  State  proceed  out 
from  that  State,  its  character  having  been  formed  and  all  its  clothes 
put  on  in  the  State,  and  then  proceed  in  other  States  to  carry  on  its 
being  and  function,  is  an  absurd  proposition.  I  think  it  has  always 
been  held  that  a  State  has  control  of  its  creature.  Congress  there- 
fore would  have  control  of  its  own  creature. 

Senator  Cummins.  Can  Congress  give  to  one  of  its  own  creatures 
authority  to  do  an  exclusively  State  business? 

Mr.  Edgerton.  I  doubt  that  it  could — an  exclusively  State  busi- 
ness. 

Senator  Cummins.  Do  you  think  that  Congress  has  the  power  by 
legislation  to  establish  a  rate  between  San  Francisco  and  San  Jose 
upon  the  goods  that  I  have  mentioned  ? 

Mr.  Edgerton.  That  is,  on  a  railroad  that  has  no  interstate  busi- 
ness? 

Senator  Cummins.  Suppose  it  is  interstate  business;  suppose  it  is 
your  Southern  Pacific  Railroad  Co.;  can  it  say  that  the  Southern 
Pacific  Co.  shall  charge  50  cents  a  hundred  or  a  dollar  a  hundred  for 
the  transportation  of  a  carload  of  household  furniture  from  San 
Francisco  to  San  Jose? 

Mr.  Edgerton.  Yes;  and  I  say  that  for  this  reason,  that  I  believe 
an  adequate  conception  of  the  relation  between  the  rates  that  you 
mentioned  and  interstate  rates  and  the  whole  effect  upon  interstate 
commerce  and  interstate  relations  is  such 

Senator  Cummins.  That  brings  me  back  to  the  question  1  originally 
asked  you,  namely,  whether  there  is  any  significance  at  all  to  be 
given  to  that  clause  of  the  Constitution  which  gave  us  authority 
to  regulate  commerce  among  the  States,  and  I  take  it  your  view 
is  that  there  is  no  such  thing  as  intrastate  commerce,  that  it  is  all 
commerce  among  the  States  ? 

Mr.  Edgerton.  That  is  to  say,  it  all  affects  the  whole  situation. 
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Senator  Cummins.  Well,  we  are  given  authority  to  regulate  com- 
merce among  the  States. 

Mr.  Edgerton.  Yes,  sir. 

Senator  Cummins.  You  say  under  that  authority  we  can  regulate 
every  shipment  that  is  made,  whether  it  passes  from  one  State  to 
another  or  whether  it  originates  and  ends  within  a  State.  Now  that 
is  the  equivalent  of  saying  that  Congress  is  given  the  authority  to 
regulate  all  commerce. 

Mr.  Edgerton.  Well,  perhaps  it  is  the  equivalent.  I  would  not 
put  it  in  just  those  words,  Senator.  I  would  put  it  in  this  way: 
Having  been  given  the  power  to  control  commerce  between  States, 
that  the  necessary  incidents  to  that  power  would  go  with  it,  and  that 
therefore  Congress  would  have  the  power  to  legislate  upon  all  sub- 
jects which  affected  that  interstate  commerce,  and  I  can  only  suggest 
that  the  line  to  be  drawn  between  those  things  which  do  affect  inter- 
state commerce  in  railroad  service  and  those  which  do  not  is  a  matter 
which  might  be  one  thing  to-day;  10  years  from  now  it  might  be 
another. 

Senator  Cummins.  You  think,  then,  that  a  law  which  would  em- 
power the  Interstate  Commerce  Commission  to  fix  all  rates  for  all 
carriers  engaged  in  interstate  commerce  would  be  a  constitutional 
law? 

Mr.  Edgerton.  I  believe  so. 

Senator  Cummins.  That  is  all. 

The  Vice  Chairman.  I  yielded  my  turn  for  cross-examination  to 
Senator  Cummins  because  I  did  not  care  to  examine  a  lawyer  on  ques- 
tions of  law.  I  do  not  see  how  we  could  get  very  far  if  I  attempted 
that. 

The  Chairman.  Mr.  Sims,  you  may  proceed. 

Mr.  Sims.  What  is  your  judgment  as  to  the  constitutional  power  in 
the  State  of  California  (supposing  it  has  all  the  powers  of  every 
other  State)  to  build  and  operate  a  railroad  or  build  and  operate 
all  the  railroads  it  pleases  within  its  own  bounds  and  fix  rates  and 
charges  on  them? 

Mr.  Edgerton.  I  assume  it  has  that  power. 

Mr.  Sims.  Therefore  your  opinion  is  that  in  law  the  State  of  Cali- 
fornia has  the  right  absolutely  as  a  legal  proposition  to  control  the 
rates  on  business  that  emanates  in  Calitornia  and  does  not  go  beyond 
its  boundaries  ? 

Mr.  Edgerton.  No;  that  would  be  directly  contrary  to  what  I  just 
said.  I  may  have  misunderstood  your  proposition.  I  understood  you 
to  say  the  State  of  California  could  build  and  operate  a  railroad  in 
the  State,  it  being  only  State  business,  and  control  the  rates. 

Mr.  Sims.  Absolutely. 

Mr.  Edgerton.  Yes. 

Mr.  Sims.  And  I  say  if  it  can  do  that,  is  not  that  controlling  rates 
just  as  effectively  as  if  it  should  make  an  order  of  its  own  as  to  busi- 
ness done  within  the  State? 

Mr.  Edgerton.  That  is  true. 

Mr.  Sims.  One  is  no  greater  exercise  of  power  than  the  other  is? 

Mr.  Edgerton.  No. 

Mr.  Sims.  It  can  do  it  by  building  and  operating  a  railroad,  and 
it  can  do  it  by  its  orders  ? 

Mr.  Edgerton.  It  can. 
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Mr.  Sims.  If  it  can  do  it  constitutionally  by  either  process,  how 
could  the  National  Government  come  in  and  be  interested  in  the  con- 
trol in  that  which  the  State  has  absolute  power  to  control  ? 

Mr.  Edgerton.  Not  unless  it  affects  interstate  commerce,  as  I  have 
said. 

Mr.  Sims.  If  it  builds  and  owns  all  the  railroads  in  the  State,  then 
interstate  commerce  can  not  come  in.  Has  the  State  of  California  a 
right  to  deny  an  interstate  shipment? 

Mr.  Edgerton.  Over  its  own  road  ? 

Mr.  Sims.  Yes. 

Mr.  Edgerton.  I  am  very  frank  to  say  that  is  a  matter  I  have  never 
considered.  I  doubt  that  it  would  have  the  power  to  deny  the  inter- 
state shipment,  assuming  proper  proceedings  have  been  taken  to  force 
the  shipment  through. 

Mr.  Sims.  Well,  then,  I  suppose  your  conclusion  is 

Mr.  Edgerton.  I  make  that  suggestion  in  view  of  certain  things. 
For  instance,  if  it  could  successfully  deny  that  privilege,  it  could 
absolutely  exclude  interstate  commerce,  and  the  control  over  inter- 
state commerce  by  Congress  would  amount  to  nothing;  you  destroy  it. 

Mr.  Sims.  There  would  be  none  to  control  ? 

Mr.  Edgerton.  None  to  control. 

Mr.  Sims.  In  other  words,  your  idea  is  that  the  power  to  regulate 
commerce  between  the  States  is  supreme,  absolutely  supreme,  as 
against  any  State  in  the  Union  to  pass  any  kind  of  law  that  may 
affect  that  commerce \ 

Mr.  Edcehton.  I  should  say  so.  I  am  enough  of  a  federalist  to 
say  that. 

Mr.  Sims.  Therefore  you  believe  in  the  nationalization  of  all 
facilities  in  interstate  commerce? 

Mr.  Edgerton.  Yes. 

Mr.  Sims.  You  believe  it  can  not  be  done  as  well  by  any  other 
kind  of  facility 

Mr.  Edgerton.  I  do. 

Mr.  Sims.  From  the  fact  a  State  may  control  absolutely  an  intra- 
state facility  and  in  that  way  impair  the  ability  of  an  interstate 
facility  to  do  its  business. 

Mr.  Edgerton.  Yes:  for  that  and  other  reasons,  I  believe — by  the 
way,  what  I  have  said  about  Federal  control  assumes  that  adequate 
machinery  be  provided.  I  am  not  suggesting  that  the  Interstate 
Commerce  Commission,  as  now  organized,  be  suddenly  burdened 
with  this  added  task,  with  no  added  machinery.  I  am  assuming 
that  the  machinery  will  be  worked  out,  and  I  think  if  it  is  done  that 
it  can  more  adequately  and  efficiently  do  the  job. 

Mr.  Sims.  But  I  suppose  you  mean  to  admit  that  if  a  railroad 
runs  through  one  State  and  then  through  another  that  neither  State 
has  a  right  to  fix  a  rate  on  the  business  done  within  its  borders  on 
this  interstate  railroad  at  such  a  rate  that  would  seriously  impair 
the  ability  of  the  railroad  to  do  a  like  business  in  the  other  State. 

Mr.  Edgerton.  Exactly. 

Mr.  Sims.  And  therefore  indirectly,  if  in  no  other  way,  it  has  a 
right  to  determine  all  questions  of  rates  that  may  affect  the  ability 
of  the  railroad  to  serve  the  two  States  or  as  many  States  as  it  goes 
through. 

Mr.  Edgerton.  Exactly. 
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Mr.  Sims,  You  think  that  is  higher  than  the  statute  of  any  State 
to  control  the  operations  of  the  traffic  that  may  originate  and  end 
in  its  own  borders? 

Mr.  Edgertox.  I  certainly  do. 

Mr.  Sims.  Well,  1  think  your  statement  is  clear  enough  for  tiny 
of  us  to  understand.     Thank  3*011  very  much. 

The  Chairman.   Mr.  Esch. 

Mr.  Esch.  Well,  under  your  theory,  what  would  there  be  left  to 
the  State  commission  '. 

Mr.  Edgertox.  Practically,  you  mean? 

Mr.  Escn.  What  will  be  left  for  them  to  do? 

Mr.  Edgertox.  The  immense  field  of  regulation  of  the  State  utili- 
ties, such  as  the  electric  companies,  gas  companies,  water  com- 
panies  

Mr.  Esch.  I  know.  I  was  referring  to  the  interstate  carriers 
with  which  we  have  direct  concern. 

The  Vice  Chairman.  Let  them  regulate  everything  but  the  rail- 
roads. 

Mr.  Edgertox.  All  right;  now,  let  me  give  you  briefly  my  view 
on  that,  and  that  is  a  very  practical  question,  and  to  some  degree 
it  answers,  I  think,  this  suggestion  of  cooperation.  Let  me  say  right 
at  this  point  my  experience  with  cooperation  is  this :  If  everybody  is 
in  agreement,  cooperation  occurs,  of  course.  If  the  matter  is  con- 
troversial, cooperation  gets  you  nowhere  unless  somebody  can  swing 
a  club,  and  unless  in  the  cooperative  scheme  there  is  a  rule  which 
can  end  discussion  and  determine  the  issue.  Cooperation  between 
State  commissions  and  the  Interstate  Commerce  Commission  will 
very  easily  result  in  this :  A  State  commission  from  the  State's  stand- 
point— and  that  is  a  proper  standpoint — standing  upon  its  determina- 
tion of  reasonableness;  the  Interstate  Commerce  Commission  with 
its  interstate  conception,  standing  upon  its  determination  of  reason- 
ableness, cooperation — to  iron  out  the  differences — could  only  mean 
compromise.  Now.  compromise  means  that  one  jurisdiction  or  the 
other  gives  up  its  functions  to  some  degree.  Now,  answering  your 
question,  "  what  would  be  the  function  of  the  State  commission," 
my  judgment  is  this:  Let  the  State  commission,  freed  of  the  control 
of  the  railroads,  frankly  a  partisan  for  its  State,  out  in  the  open 
as  a  partisan  for  its  State,  a  litigant,  appear  before  the  interstate 
body;  in  my  judgment,  the  State  commissions  could  function  more 
efficiently  in  that  way  than  they  can  in  the  peculiar  status  they 
are  now  of  a  judicial  body  at  times  called  upon  to  appear  in  a  parti- 
san capacity,  considering  the  very  questions  as  a  partisan  on  which 
they  must  act  as  a  judicial  institution,  an  impossible  condition  to  con- 
tinue, and,  I  think,  they  would  be  more  effective  as  frank  partisans, 
vigorously  urging  the  rights  of  their  States,  and  with  the  power 
in  the  Interstate  Commerce  Commission  to  decide  the  matter. 

Mr.  Esch.  The  State  commission,  then,  could  only  act  in  an  ad- 
visory capacity  and  could  have  nothing  to  do  with  the  ultimate 
judgment. 

Mr.  Edgertox.  That  is  my  idea;  yes,  sir. 

Mr.  Esch.  Well,  applying  your  doctrine,  then,  to  the  Shreveport 
case,  how  would  it  work  out? 
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Mr.  Edgerton.  Well,  the  Shreveport  case  never  would  have  come 
up.  The  Interstate  Commerce  Commission  would  have  determined 
the  rates  and  ended  the  whole  controversy. 

Mr.  Esch.  Well,  you  understood  the  recommendation 

Mr.  Edgerton.  For  instance,  here  is  what  would  have  occurred: 
The  one  State  which  was  insisting  discrimination  had  resulted  be- 
cause of  the  action  of  the  other  State,  each  would  have  appeared  be- 
fore the  Interstate  Commerce  Commission,  raised  the  question  of 
discrimination,  and  the  Interstate  Commerce  Commission  would  have 
settled  it. 

Mr.  Esch.  Then  you  agree  with  the  recommendation  of  the  State 
railway  commissioners,  in  their  meeting  recently  in  Washington,  on 
that  matter!1 

Mr.  Edgerton.  Frankly,  I  do  not. 

Mr.  Esch.  Why? 

Mr.  Edgerton.  Because  I  do  not  think  it  is  a  remedy. 

Mr.  Esch.  In  what  respect? 

Mr.  Edgerton.  Because  I  do  not  believe  that  cooperation  will  re- 
sult in  settling  any  important  matters  where  real  controversy  exists; 
where  real  differences  of  opinion  exist  it  will  result  in  nothing  but  a 
waste  of  time. 

Mr.  Esch.  Then,  your  idea 

Mr.  Edgerton.  In  other  words,  it  seems  to  me  that  a  State  com- 
mission sitting  at  the  bench  can  just  as  efficiently  urge  the  reasons  why 
the  interest  of  its  State  should  result  in  a  certain  thing,  and,  in  fact, 
more  efficiently,  more  vigorously,  than  it  could  do  in  a  conference 
where  it  was  called  upon  to  consider  interstate  matters,  and,  on  the 
other  hand,  the  Interstate  Commerce  Commission  be  called  upon  to 
consider  State  matters. 

The  Vice  Chairman.  Each  stepping  out  of  its  jurisdiction.  Isn't 
it  true  that  the  only  way  that  line  of  demarcation  would  ever  be 
established  is  for  Congress  to  pass  a  law  and  let  the  Supreme  Court 
pa^s  upon  it? 

Mr.  Edgerton.  In  a  word,  that  is  true.  And  that  is  no  flippant 
suggestion,  because  there  are  some  of  these  matters  which  depend  in  a 
degree 

The  Vice  Chairman.  The  Federal  Government  is  the  final  arbiter 
as  to  what  is  State  and  what  is  interstate. 

Mr.  Edgerton.  By  Federal  Government  you  mean  which  branch? 

The  Vice  Chairman.  I  say  it  is  the  final  arbiter. 

Mr.  Edgerton.  You  mean  the  whole  Federal  Government? 

The  Vice  Chairman.  Yes ;  the  Federal  Government  is  what  we  are 
talking  about.  Let  Congress  pass  a  law  that  such-and-such  is  the 
field  of  interstate  commerce,  and  the  Supreme  Court  will  say  whether 
or  not  that  is  constitutional. 

Mr.  Edgerton.  That  is  what  I  had  in  mind  when  I  suggested 
legislation. 

The  Vice  Chairman.  One  or  the  other  has  to  be  supreme  on  each 
question. 

Mr.  Edgerton.  That  is  what  I  had  in  mind,  Mr.  Adamson,  when 
I  suggested  that  the  legislation  include  a  clear,  specific  declaration 
of  fact — that  this  is  interstate  commerce. 
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The  Chairman.  Mr.  Edgerton,  assuming  that  the  entire  railroad 
system  of  the  United  States  should  be  national,  how  would  you 
change  or  add  to  existing  laws  in  order  to  accomplish  thai  \ 

Mr.  Edgerton.  Senator,  you  ask  me  to  word  the  act.  I  could  not 
do  that  at  this  time;  no,  I  would  not  attempt  to  do  that. 

The  Chairman.  Well,  would  you  have  a  national  incorporation 
act? 

Mr.  Edgerton.  Oh,  yes.     I  would. 

The  Chairman.  Would  you  change  the  form  of  the  organization 
of  the  Interstate  Commerce  Commission? 

Mr.  Edgerton.  The  form  of  the  organization  of  the  Interstate 
Commerce  Commission  ? 

The  Chairman.  Or  add  to  it  in  any  way  \ 

Mr.  Edgerton.  Yes. 

The  Chairman.  How  would  you  do  it? 

Mr.  Edgerton.  Let  me  premise  what  I  have  to  say  on  that  score  by 
saying  this,  that  I  have  not  given  detailed  consideration  to  jusl  how 
to  work  this  thing  out.  The  suggestion  of  regional  commissions  is 
an  appealing  one.  The  question  of  whether  there  should  be  appeals 
from  those  regional  commissions  is  a  matter  which  ought  to  be  very 
carefully  considered,  and  if  determined  that  appeals  be  allowed 
perhaps  they  should  be  limited,  because  one  of  the  evils  of  the  past 
condition  has  been  interminable  appeals,  so  that  in  reorganizing  the 
Interstate  Commerce  Commission  it  should  be  kept  clearly  in  mind 
that  there  is  great  need  of  expedition  and  there  should  be  no  more 
appeals  than  the  national  character  of  the  institution  would  require. 
Whether  or  not,  if  you  had  regional  commissions,  you  would  need 
more  Interstate  Commerce  Commissioners  is  a  question.  If  the  In- 
terstate Commerce  Commission  was  solely  and  only  an  appeal  body, 
sitting  in  Washington,  considering  limited  appeals,  it  may  very  well 
be  that  the  nine  members  are  sufficient  in  number.  On  the  other 
hand,  if  the  Interstate  Commerce  Commissioners — there  are  nine  of 
them  now — would  spread  themselves  over  the  United  States,  in 
regions,  then  it  might  be  that  more  would  be  necessary.  There  are 
various  conceptions;  you  might  have  Interstate  Commerce  Commis- 
sioners sitting  in  regions,  each  to  a  region ;  you  might  have  them  pass 
on  the  matters  that  came  before  them,  then  for  them  to  meet  as  an 
appeal  body.    I  have  no  mature  judgment  on  the  details. 

The  Chairman.  Have  you  ever  applied  yourself  to  the  framing  of 
a  national  incorporation  act? 

Mr.  Edgerton.  Xo  ;  I  have  not. 

The  Chairman.  Have  you  any  suggestions  to  make  as  to  the 
method  by  which  the  existing  State  corporations  should  be  changed 
into  National  corporations? 

Mr.  Edgerton.  In  that  respect,  I  have  this  idea :  If  you  mean  the 
detailed  machinery  of  that,  no ;  if  you  mean  the  general  conception, 
I  have  this  idea,  that  it  should  not  be  left  to  the  option  of  the  rail- 
roads whether  they  would  become  nationally  incorporated  or  remain 
State  corporations,  but  it  being  determined  that  they  should  be  a 
national  corporation,  that  we  are  going  to  have  complete  Federal 
control,  they  should  be  forced  to  it,  and  I  am  not  sure  but  that  Con- 
gress has  the  power,  for  instance,  to  say  that  no  railroad  shall  en- 
gage in  interstate  commerce  except  it  oe  a  federally  incorporated 
railroad. 
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The  Chairman.  Would  you  advise  legislation  regrouping  the 
various  railroad  systems  of  the  country  ? 

Mr.  Edgerton.  No;  I  doubt  very  much 

The  Chairman.  Or  in  other  words,  would  you  simply  authorize 
existing  systems  to  become  national  corporations  or  would  you  give 
the  Interstate  Commerce  Commission  the  power  to  determine  what 
corporations  shall  be  grouped  together  in  one  system  and  form  a 
Federal  corporation  ? 

Mr.  Edgerton.  Well,  first,  my  conception  would  be  one  corpora- 
tion. I  go  the  limit  of  suggesting  that  if  this  is  a  national  problem, 
it  should  be  handled  as  such  and  that  one  railroad  system  should 
do  the  job.  Now,  if  that  is  true,  there  would  be  one  Federal  corpora- 
tion. If  they  are  to  be  grouped,  it  might  be  suggested  that  each 
group  have  a  Federal  incorporation.  Let  me  make  this  suggestion 
about  grouping,  in  connection  with  what  I  said  about  putting 
squarely  up  to  the  privately  owned  railroads  and  their  owners  this 
job  to  get  terms  upon  which  they  would  do  the  job:  The  peculiar 
situation  is  now  that  there  is  no  one  spot  to  which  you  can  go  and 
put  that  proposition.  The  railroads  are  not  together  so  you  can 
make  the  proposition.  You  can  not  put  this  job  up  to  them  now  as 
a  whole  because  of  their  scattered  entities.  But  I  do  not  think  that 
is  the  fault  of  anybody.  It  is  a  condition  that  must  be  met,  and 
I  think  that  should  be  put  up  to  the  railroads ;  that  is,  to  say :  "  Here, 
much  depends  on  what  you  do,  whether  you  live  or  die  as  privately 
owned  institutions.  If  you  can  not  consider  this  problem  as  a  whole 
and  give  us  an  answer  as  a  whole,  then  there  is  no  solution  of  it, 
and  we  must  go  to  public  ownership."  In  other  words,  I  think  the 
burden  should  be  put  upon  the  railroads  themselves  to  get  together 
to  answer  the  question,  and  I  want  to  say,  when  I  use  the  words, 
"  Forced  to  take  up  national  incorporation,"  I  use  them  in  no 
offensive  sense.  My  hope  would  be  that  the  railroad  men  who  now — 
and,  I  think,  conscientiously — tell  us  that  they  have  pretty  nearly 
come  to  the  end  of  the  road  under  existing  conditions,  if  they  mean 
what  they  say,  ought  to  welcome  a  chance  to  live — and  I  think  it  is 
only  a  chance. 

The  Chairman.  This  suggestion  of  the  national  incorporation  of 
railroads  has  been  referred  to  upon  several  occasions  as  the  "  railroad 
plan."  I  wish  to  state  in  that  connection  that  for  10  years  I  have 
been  urging  the  national  incorporation  of  railroads,  as  a  member  of 
the  Interstate  Commerce  Committee  in  the  Senate,  and  that  during 
the  entire  period,  when  that  committee  was  supposed  to  be  under 
very  conservative  control,  the  railroads  opposed  national  incorpora- 
tion, and  those  conservative  men,  who  were  at  all  events  not  in  favor 
of  any  radical  regulation,  were  also  opposed  to  it.  It  is  only  recently 
that  the  railroads  seem  to. have  taken  up  this  question  of  national 
incorporation,  and  individually  I  object  to  the  term,  "  the  railroad 
plan,"  as  applied  to  national  incorporation. 

Mr.  Edgerton.  Well,  yes.  Let  me  say  this,  that  to  my  notion  it  is 
utterly  unimportant  that  the  railroads  may  have  presented  a  plan 
unless  it  is  a  good  plan.  The  fact  that  there  may  be  objectionable 
features  to  it  is  not  important.  Whatever  is  worth  while  in  it  should 
be  adopted.  There  are  some  things,  of  course,  that  might  be  safe- 
guarded. 
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The  Chairman.  I  wish  to  be  understood,  in  that  connection,  that 
I  have  no  objection  whatever  to  the  railroads  presenting  any  plan, 
and  I  am  disposed  to  fully  and  fairly  consider  it;  but  I  object  to  the 
use  of  the  term  "railroad  plan,"  as  it  often  is  used  with  a  view  to 
prejudicing  the  public  mind. 

The  Vice  Chairman.  I  have  no  doubt  that  the  railroads  did  learn 
a  good  deal  from  Senator  Newlands  and  other  high  sources,  but  the 
fact  is  they  have  recently  formulated  a  plan,  which  you  allude  to, 
deriving,  no  doubt,  assistance  from  the  Senator  and  others.  But 
they  did  present  a  plan  which  they  proposed  first  to  the  President 
and  then  elaborated  to  this  committee,  and  they  had  a  right  to  do  it. 
The  railroad  men  own  this  property,  and  the  railroad  investors. 
They  have  the  same  right  that  other  men  in  this  country  have  to  own 
property  and  to  go  to  Congress  and  propose  a  plan  and  to  talk  to 
Congress  about  it. 

Mr.  Edoerton.  Undoubtedly. 

The  Vice  Chairman.  And  while  recognizing  all  their  rights  in 
that  capacity,  they  must  be  held  in  the  same  accountability  as  other 
citizens.    Nobody  ought  to  complain. 

Mr.  Edgerton.  No;  and  I  would  say  this:  That  if  you  Congress- 
men have  put  over  on  you  a  bad  suggestion  of  the  railroads,  my  idea 
would  be  that  you  are  the  fellows  to  hold  responsible  and  not  the 
railroads.     [Laughter.] 

The  Vice  Chairman.  I  realize  that  myself,  and  I  do  not  propose 
to  be  bamboozled.     [Laughter.] 

You  suggested  a  method  of  national  incorporation  which  has  here- 
tofore appealed  to  me  as  practicable,  and  that  is  if  we  are  going  to 
have  any  kind  of  unified  ownership  and  national  control,  it  should  be 
done  by  one  corporation  and  not  by  many,  unless  we  are  going  to 
continue  competition  between  so-called  groups  of  systems. 

Mr.  Edgerton.  Now,  I  have  lost  all  my  confidence 

The  Vice  Chairman.  I  had  not  finished.  I  repudiate  the  doctrine 
that  by  creating  a  corporation  anybody  can  escape  the  constitutional 
limitations.  It  is  utterly  incomprehensible  to  me  how  Congress 
or  the  authority  that  creates  a  corporation  can  have  anything  to 
do  with  its  subjection  to  the  sovereignty  and  limitations  of  the 
Constitution. 

Mr.  Edgerton.  No. 

The  Vice  Chairman.  Under  the  commerce  clause  of  the  Consti- 
tution, the  power  is  compulsory. 

Mr.  Edgerton.  Yes. 

The  Vice  Chairman.  And  it  covers  everything  and  everybody  that 
engages  in  interstate  commerce? 

Mr.  Edgerton.  True;  this  is  a  comparatively  simple  suggestion, 
though,  in  that  connection,  that  if  the  Federal  authority  has  the  right 
to  create  an  entity 

The  Vice  Chairman.  It  is  merely  an  act  of  Congress,  and  every 
act  of  Congress  has  got  to  be  subject  in  every  particular  to  the 
Constitution. 

Mr.  Edgerton.  And  States  are  subject  to  the  rights  of  the  Federal 
Government,  to  this  degree,  at  least,  that  they  can  not  interfere  with 
the  rights  given  to  the  Federal  Government. 
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The  Vice  Chairman.  There  is  no  doubt  about  that,  but  the  Fed- 
eral authority  has  to  be  asserted  by  an  act  of  Congress,  whether  it  is 
to  incorporate  a  company  or  otherwise,  and  every  act  of  Congress  has 
to  be  subject  to  the  Constitution. 

Mr.  Edgerton.  Yes ;  that  is  true. 

The  Vice  Chairman.  Mr.  Chairman,  some  of  us  have  an  idea  that 
we  might  work  a  little  more  while  we  are  here,  and  there  are  other 
witnesses  here  from  a  distance  at  great  expense,  and  they  would  like 
to  see  expedition;  so  I  move  that  we  hold  two  sessions  to-day,  and 
that  we  now  adjourn  until  half  past  2  o'clock. 

Mr.  Esch.  I  would  like  to  ask  Mr.  Edgerton  another  question. 

The  Vice  Chairman.  He  can  return.  We  can  wait  for  5  or  10 
minutes.    I  withhold  the  motion  for  the  present. 

Mr.  Esch.  You  stated,  Mr.  Edgerton,  that  there  had  been  no  rail- 
road policy  up  to  date,  and  that  the  railroads  had  not  met  the  mili- 
tary needs  as  indicated  by  the  present  crisis.  Under  private  owner- 
ship, as  it  has  heretofore  existed,  can  the  Government  compel  private 
property  or  individuals  to  meet  the  military  needs  of  the  Govern- 
ment in  regard  to  railroads? 

Mr.  Edgerton.  It  could,  of  course,  as  a  condition  for  permitting  a 
new  institution  to  commence.  You  are  think  of  those  that  now 
exist  ? 

Mr.  Esch.  Yes. 

Mr.  Edgerton.  To  this  degree,  I  would  say  that  it  could;  it  can 
compel,  in  my  judgment,  extensions  of  existing  facilities.  Now,  per- 
haps it  should  be  said  reasonable  extensions.  What  they  are  will 
depend  upon  the  circumstances  of  each  case.  If  you  ask  me  this  ques- 
tion, which  I  am  somewhat  fearful  the  California  Railroad  Commis- 
sion will  go  up  against  some  time — if  you  ask  me  if  war  needs  were 
such  as  to  require  an  extension  of  the  existing  railroads  and  the  rail- 
roads could  not  finance  it.  could  the  Government  enforce  its  will,  I 
would  say  to  you  that  probably  to  the  extent  of  the  full  use  of  the 
existing  facilities,  but  that  it  could  go  into  the  pockets  of  the  stock- 
holders and  take  money  out  and  put  it  into  that  extension,  I  do  not 
believe. 

Mr.  Esch.  Where  that  extension  only  subserved  a  military  purpose 
and  did  not  subserve  a  commercial  purpose  which  would  develop 
profits  for  the  company,  you  would  not  justify  the  exercise  of  any 
such  power,  would  you? 

Mr.  Edgerton.  Right  there  we  may  come  to  the  parting  of  the 
ways.  It  may  be  that  the  unquestioned  need  of  private  capital  for 
earnings  will  result  inevitably  in  public  ownership,  for  this  principal 
reason,  that  it  seems  to  me  clear  that  the  whole  transportation  ques- 
tion must  be  considered,  first,  from  the  standpoint  of  service.  The 
service  must  be  rendered.  If  that  service  can  not  be  rendered  by 
private  capital,  which  must  have  a  profit,  private  capital  must  step 
aside  and  the  public  must  do  the  job.  That  is  all  I  can  say  about  that. 
I  want  to  say  very  frankly  that  I  absolutely  agree  with  the  railroads 
in  this  particular:  They  can  not  finance  railroads  except  profits  will 
accrue  for  the  capital  invested.  It  can  not  be  done,  because  we  have 
no  control  under  the  present  scheme  of  things  whereby  we  can  force 
capital  into  a  privately  owned  enterprise. 

The  Vice  Chairman.  By  appropriate  action,  though,  according 
to  Mr.  Esch's  suggestion  to  you,  the  Government  can  do  anything 
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by  making  due  compensation.  There  is  no  trouble  on  that  proposi- 
tion. On  your  other  proposition,  how  can  there  be,  under  the  Con- 
stitution, any  difference  as  to  the  power  of  control  and  regulation 
based  on  ownership  of  property?  Has  not  the  sovereign  body  the 
same  power  to  regulate  the  property  of  subjects  as  it  has  to  regulate 
its  own  property  for  public  purposes? 

Mr.  Edgerton.  Your  suggestion  going  so  far  as  to  take  money  out 
of  the  pockets  of  the  stockholders,  out  of  their  bank  accounts? 

The  Vice  Chairman.  I  am  going  back  to  your  alternative  now.  If 
you  gentlemen  succeed,  you  will  take  Government  ownership.  I 
make  that  suggestion  to  you  in  answer  to  your  thought  that  the  sov- 
ereign may  regulate  any  property  for  the  public  good,  whether  it  is 
its  own  property  or  the  property  of  the  State ;  that  as  to  the  sovereign 
it  makes  no  difference  as  to  the  proprietary  ownership. 

Mr.  Edgerton.  Yes;  as  a  sovereign,  of  course;  and  I  would  make 
this  suggestion,  and  perhaps  it  goes  to  some  of  the  things  Senator 
Cummins  has  suggested,  the  necessity  for  increasing  the  earnings  of 
some  of  the  desperately  conditioned  railroads.  It  seems  to  me  that 
one  of  the  things  that  should  be  put  up  to  the  railroads  privately 
owned  now  is  this:  What  are  your  terms  to  do  the  job,  in  the  way 
of  compensation  ?  It  having  been  determined,  the  necessary  number 
of  millions  or  billions  that  must  be  invested,  put  the  question  squarely 
up  to  the  railroads,  "  What  will  you  have  to  earn  ?  "  If  that  price 
is  prohibitive,  then  I  say  public  ownership  inevitably  follows,  un- 
less you  take  the  position  that  there  will  be  no  railroad  service  except 
it  pays. 

The  Vice  Chairman.  Then,  how  will  you  justify  the  Government 
in  taking  it  and  operating  it,  if  it  will  not  pay  ?    Will  they  tear  it  up  ? 

Mr.  Edgerton.  No. 

The  Vice  Chairman.  If  they  do  not,  there  will  be  a  subsidy  to  it. 

Mr.' Edgerton.  Let  me  point  to  the  Panama  Canal,  and  let  me  say 
to  you  that  the  Panama  Canal,  in  my  judgment,  will  be  maintained 
by  this  Government  at  the  highest  point  of  efficiency,  whether  it  pays 
or  not. 

The  Vice  Chairman.  Do  you  think  that  presents  any  analogy  to 
the  competitive  conditions  of  railroads  in  this  country? 

Mr.  Edgerton.  My  suggestion  is  to  wipe  out  competitive  condi- 
tions and  to  repeal  the  Sherman  Act  in  every  essential  particular  in 
which  it  interferes.  Let  me  make  this  suggestion,  in  talking  about 
the  Sherman  Act.  I  think  we  have  to  a  large  degree  forgotten  it 
right  now. 

The  Vice  Chairman.  You  are  confusing  war  conditions  and  peace 
conditions.  Under  war  conditions,  we  concentrate;  under  peace  con- 
ditions, we  diffuse  and  build  up  and  fatten  up  the  country. 

Mr.  Esch.  But  your  remedy  to  meet  military  needs  would  reduce 
itself  practically  to  Government  ownership? 

Mr.  Edgerton.  Yes.  I  have  tried  to  refrain  here  from  expressing 
a  mere  opinion.  I  have  tried  to  avoid  saying  I  am  for  this,  that,  or 
the  other.  I  have  expressed  grave  doubt,  and  I  have  grave  doubt, 
whether,  first,  such  regulation  will  be  provided  as  I  think  will  have 
to  be  provided  to  meet  the  situation,  and  when  I  say  that  I  mean 
affirmative  regulation.  And  I,  secondly,  have  doubt  that  the  condi- 
tions are  such  that  there  is  time  to  work  the  problem  out  under  regu- 
lation.    I  am  inclined  to  think  that  the  time  has  come  when  we  are 
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going  to  be  kicked  into  public  ownership,  and  I  have  some  considera- 
tions in  mind.  I  am  not  at  all  sure  but  that  we  may  be  faced  with 
labor  conditions  on  our  railroads  that  will  literally  force  us  into  pub- 
lic ownership,  and  I  would  suggest  the  telephone  situation  in  Califor- 
nia, a  very  grave  situation.  It  is  suggested  now  by  the  Federal 
representatives  that  the  Government  immediately  take  over 

The  Vice  Chairman.  We  have  got  authority  under  an  act  of  the 
last  Congress,  in  time  of  war,  to  take  possession  of  any  common  car- 
rier, telephone,  telegraph,  or  railroad,  if  it  is  necessary  for  the  public 
defense. 

Mr.  Edgerton.  Yes ;  and  I  make  this  suggestion,  that  after  the  war 
conditions  will  be  such  that  there  will  be  as  much  need,  and  perhaps 
more,  for  efficient  transportation  facilities  than  we  have  now ;  and  I 
do  not  believe,  if  the  railroads  are  put  together  under  any  scheme 
during  the  war.  that  you  are  going  to  be  able  to  disentangle  them 
afterwards  and  do  the  business  of  the  country. 

The  Vice  Chairman.  We  will  have  to  find  some  magician  to  solve 
the  paradox.  The  railroad  problem  is  to  furnish  more  revenue 
without  paying  more  money,  and  the  specific  proposition  to  which 
you  refer  is  to  make  more  revenue  and  still  pay  everybody  more 
wages. 

The  Chairman.  I  want  to  ask  you  one  question.  Have  you  given 
any  thought  to  the  question  of  the  coordination  of  rail  and  river 
transportation  ? 

Mr.  Edgerton.  Coordinated  in  what  particular,  Senator? 

The  Chairman.  Well.  I  mean  with  a  view  to  establishing  a  sj^stem 
that  will  bring  the  rivers  fully  and  completely  to  the  aid  of  the  rail- 
roads and  the  transportation  of  the  country. 

Mr.  Edgerton.  If  by  that  is  meant  that  the  rivers  must  be  favored 
more  than  they  naturally  would  be,  so  as  to  make  them  efficient 
highways.  I  am  opposed  to  it.  In  other  words,  I  am  very  strongly 
of  the  conviction  that  we  should  use  agencies  which  must  naturally 
fit  into  the  service.  Of  course,  I  am  influenced,  perhaps,  in  some 
degree  by  the  arid  conditions  in  the  West.  I  am  not  at  all  sure  but 
what  the  time  will  come  when,  for  instance,  our  great  Sacramento 
River  will  be  more  valuable  if  taken  entirely  out  of  its  bed  and 
used  for  irrigation  and  the  production  of  enormous  crops  than  it 
would  as  a  highway.  Therefore,  I  would  not  want  to  finally  con- 
clude  

The  Chairman.  If  you  could  use  it  for  both,  would  you  think  it 
desirable  ? 

Mr.  Edgerton.  I  would ;  but,  of  course,  this  situation  has  grown  up 
in  California.  It  is  true  to  a  very  large  extent  that  river  trans- 
portation was  a  leveler  of  rates  to  the  extent  it  went;  but  this  pe- 
culiar condition  resulted,  that  where  the  river  competed  the  rates 
on  the  railroad  of  necessity  were  forced  down,  and  no  regulating 
authority  has  ever  been  able  to  apply  those  rates  to  the  rest  of  the 
State,  because  it  had  to  be  conceded  they  were  what  we  call  water 
compelled,  and  the  result  is  that  shippers  on  the  railroad,  if  you 
please,  are  getting  lower  rates  for  the  identical  service  where  the 
railroad  runs  along  the  river  or  competes  with  the  river  than  they 
are  in  other  parts  of  the  State. 

Senator  Cummins.  You  are  getting  into  the  long-and-short-haul 
clause  now. 
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The  Vice  Chairman.  But  the  trouble  about  the  long-and-short- 
haul  clause  is  that  it  means  that  everybody  wants  as  low  a  rate  as 
everybody  else,  and  a  little  lower  if  they  can  get  it. 

Mr.  Edgerton.  Broadly  speaking,  I  would  say  this,  that  the  rail- 
road being  an  efficient  agency — it  certainly  is  a  more  efficient  agency 
when  yon  consider  speed  and  certain  other  conditions,  than  the  river, 
the  river  possibly  a  more  efficient  agency  in  some  other  aspects,  and 
my  suggestion  would  be  this,  that  each  agency  be  used  to  the  full 
extent  where  it  can  best  serve.  Now,  if  there  is  a  river  which  can  be 
used  without  destroying  the  railroad  agency.  I  should  say  use  it.  I 
should  not  say  destroy  your  railroad  agency  merely  to  use  the  river. 

The  Chairman.  Has  your  commission  undertaken  to  fix  rates  for 
water  transportation  in  this  State? 

Mr.  Edgerton.  Oh,  yes;  we  have  those  under  our  control. 

The  Chairman.  Have  you  done  anything  in  the  way  of  requiring 
the  railroads  to  coordinate  with  the  water  carriers  ? 

Mr.  Edgerton.  We  have  joint  rates,  if  that  is  what  you  have  in 
mind. 

The  Chairman.  Have  you  done  anything  in  the  way  of  providing 
transfer  facilities,  etc.,  so  that  they  can  easily  interchange? 

Mr.  Edgerton.  Nothing  of  any  importance  in  that  regard.  As  a 
matter  of  fact,  Senator,  I  do  not  think  we  have  had  complaints  on 
that  score.    I  have  not  any  in  mind  at  the  moment. 

The  Chairman.  How  far  is  the  Sacramento  Eiver  used  for  navi- 
gation ? 

Mr.  Edgerton.  Used  very  considerably  up  to  the  city  of  Sacra- 
mento.   Used  some,  of  course 

The  Chairman.  How  far  beyond? 

Mr.  Edgerton.  I  haven't  the  number  of  miles  in  mind,  Senator.  If 
I  attempted  to  say  with  exactness,  I  would  have  a  dispute  with  my 
railroad  friends  to  some  degree,  because  I  believe  the  distance  of 
navigation  has  entered  into  many  controversies  in  this  State;  but  I 
have  not  in  mind  the  mileage. 

Mr.  Bradley.  About  125  miles  north  of  Sacramento. 

The  Chairman.  It  is  moved  that  we  recess  until  half  past  2.  If 
there  is  no  objection,  we  will  recess  until  that  time. 

(Thereupon  the  committee  recessed  until  half  past  2  o'clock  of  the 
same  day.) 

APPENDIX  TO  MR.  EDGERTON'S   STATEMENT. 

Eailroad  Commission  or  the  State  of  California, 

San  Francisco,  November  9,  1917. 
Joint  Subcommittee  on  Interstate  and  Foreign  Commerce.  Con- 
gress of  the  United  States, 

Palace  Hotel,  San  Francisco,  Co/. 
Gentlemen:  On  Saturday,  the  6th  instant,  your  committee  was 
good  enough  to  listen  to  a  short  statement  of  my  views  on  some  of  the 
phases  of  the  country's  transportation  problems  you  are  now  con- 
sidering. I  had  in  mind  at  that  time  to  submit  to  your  consideration 
a  report  I  recently  prepared  as  chairman  of  the  special  committee 
on  public  ownership  and  operation  as  contrasted  with  private  owner- 
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ship  and  operation  of  public  utilities,  appointed  last  year  by  the  Na- 
tional Association  of  Railway  Commissioners.  Realizing  the  de- 
mands on  your  time,  however,  it  occurred  to  me  that  you  would 
probably  prefer  to  avoid  an  extended  discussion  of  this  report  and 
have  it  called  to  your  attention  by  letter. 

You  will  note  that  my  report  is  an  attempt  to  deal  in  a  non- 
partisan manner  with  the  question  of  private  versus  public  owner- 
ship and  operation  of  utilities,  especially  the  railroads,  and  is  in- 
tended to  rest  on  facts  and  not  opinions. 

Inasmuch  as  the  views  expressed  by  me  were  adopted  by  the  major- 
ity of  our  special  committee,  and  the  National  Association  of  Rail- 
way Commissioners  at  its  recent  meeting  in  Washington,  D.  C,  cre- 
ated a  permanent  committee  to  carry  on  these  studies,  I  may  be  par- 
doned in  assuming  that  the  report  deserves  consideration  in  your 
studies  of  this  subject. 

If  you  should  agree  with  me  in  this  assumption,  may  I  make  the 
suggestion  that  you  incorporate  it  in  your  transcript,  as  an  exten- 
sion of  my  remarks,  in  the  same  manner  that  you  incorporated  the 
report  of  committee  on  grade  crossings  and  trespassing  on  railroads, 
to  the  National  Association  of  Railway  Commissioners,  and  also  the 
report  on  "  Causes  of  receiverships  of  railroads,"  both  of  which  re- 
ports were  called  to  your  attention  by  Commissioner  Thelen. 

A  printed  copy  of  my  report,  in  the  form  in  which  it  was  placed 
before  the  National  Association  of  Railway  Commissioners,  is  at- 
tached hereto. 

Yours,  very  truly, 

Edavin  O.  Edgerton,  Commissioner. 


REPORT  OF  SPECIAL  COMMITTEE  OX  PUBLIC  OWNERSHIP  AND  OPERATION 
AS  CONTRASTED  WITH  PRIVATE  OWNERSHIP  AND  OPERATION  OF  PUBLIC 
UTILITIES,    1917. 

To  the  National  Association  of  Railway  Commissioners; 

In  last  year's  report  of  the  committee  on  capitalization  and  inter- 
corporate relations  the  recommendation  was  made — 

that  a  new  committee  be  appointed  by  this  association  to  study  the  question  of 
the  relationship  between  rhe  Government  and  the  railroads,  to  consider  the 
possibilities  of  cooperation  between  the  Government  and  the  railroads,  and  to 
report  to  this  association  at  its  next  annual  meeting. 

This  recommendation  was  discussed  by  the  association,  with  the 
result  that  the  motion  put  to  the  convention  was  broadened  beyond 
the  railroad  issue,  and  the  appointed  special  committee  was  in- 
structed to — 

consider  and  report  at  the  next  annual  meeting  on  the  question  of  public  owner- 
ship and  operation  as  contrasted  with  private  ownership  and  operation  of  public 
utilities. 

The  association  at  that  time  realized  how  large  a  field  for  investi- 
gation it  turned  over  to  the  special  committee,  and  the  intent  of  the 
national  association  was  expressed  by  the  president  as  follows: 

That  it  is  not  necessarily  the  idea  that  this  committee  shall  come  here  a  year 
from  now  with  definite  recommendations  as  to  whether  public  ownership  is  or 
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is  not  a  good  thing,  but  that  the  view  is  that  this  committee  Bhall  study  the 
facts  ;iikI  a  year  from  now  shall  report,  making  what  may  be  called  a  progress 
report  on  facts,  and  if  we  are  not  ready  to  settle  the  question  at  thai  time,  pos- 
sibly the  committee  might  go  on  further  and  collect  further  facts. 

This  interpretation  was  unanimously  agreed  to,  and  in  order  to 
avoid  a  one-sided  report  the  president  of  the  association  appointed 
on  this  committee,  according  to  his  own  statement,  "  men  of  the  most 
conflicting  views  on  that  question." 

At  the  time  of  the  last  meeting  of  the  National  Association  of  Rail- 
way Commissioners  the  national  life  of  our  country  was  running  on 
its  normal  course,  and  although  the  world  war  had  everywhere  in- 
fluenced our  activities,  as  a  Nation  we  were  at  peace.  Our  active 
entrance  into  the  war  alongside  the  forces  of  democracy  was  the 
beginning  of  a  new  era  in  the  history  of  the  United  States,  not  only 
in  the  history  of  our  international  relations,  but  also,  and  probably 
of  even  greater  importance,  in  the  history  of  our  institutions  and  our 
development  at  home. 

We  are  living  through  a  period  of  transition,  of  readjustment,  of 
uncertainty.  The  relations  of  industry  and  State,  of  capital  and 
labor,  of  special  privilege  and  common  duty,  of  private  rights  and 
common  good,  are  undergoing  tremendous  changes.  We  are  discard- 
ing existing  business  methods  and  standards  as  wasteful  and  unsound 
and  trying  new  ones.  But  while  we  are  rejecting  the  old  we  have 
not  yet  agreed  on  the  new.  To-day  we  are  laboring  in  the  midst  of 
this  change,  and  it  is  impossible  to  appraise  properly  what  the  day 
brings  forth,  or  measure  justly  the  worth  or  falsity  of  new  values. 
This  inevitable  lack  of  perspective  we  must  recognize  if  we  are  exam- 
ining into  these  new  relations. 

Nowhere  has  this  change  more  clearly  and  more  strikingly  mani- 
fested itself  than  in  the  relation  of  our  principal  public  utilities — the 
railroads — to  the  people.  When,  therefore,  a  year  ago  the  duty  of 
this  committee  seemed  to  be  a  dispassionate  study  of  the  pros  and 
cons  of  public  ownership  and  operation,  the  force  of  world  events  has 
since  overtaken  us  and  removed  our  topic  from  the  sphere  of  theoreti- 
cal discussion  into  a  place  of  acute  and  immediate  importance. 

The  committee  members,  after  consultation,  are  agreed  that  no 
report  should  be  written — and.  indeed,  can  be  written — at  this  time 
with  definite  conclusions  or  definite  recommendations  for  or  against 
public  ownership.  The  committee  is  agreed  that  any  recommendation 
on  so  important  a  question  should  not  be  a  matter  of  opinion,  merely 
adding  argument  to  the  already  endless  controversy,  but  should  be 
based  on  the  most  exhaustive  and  thoughtful  study  of  all  phases  of 
the  problem. 

It  has  seemed  to  us  that  the  committee  at  this  time  can  do  no  better 
service  for  the  national  association  than  to  report  on  two  things: 

First.  To  present  to  the  national  association  its  understanding  and 
interpretation  of  the  present-day  trend  of  the  changing  relations 
between  the  public  utilities  and  the  people. 

Second.  Suggest  to  the  national  association  an  outline  of  the  sub- 
ject with  recommendations  indicating  along  what  lines  further  inves- 
tigations and  studies  should  he  made. 
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I.  The  Trend  of  Changing  Relations  Between  Public  Utilities  and  the  State. 

The  heading  we  have  given  to  the  following  observations  might  also 
read  "  the  probable  future  of  public  utilities  and  of  regulation."  The 
answer  to  the  inquiry  is,  in  this  report,  based  on  observation  of  what 
appears  to  be  an  altogether  unmistakable  trend  of  forces.  These 
forces  appear  to  be  operating  alike,  although  with  varying  accelera- 
tion, in  all  countries  with  a  public-utility  problem ;  that  is  to  say,  in 
all  civilized  countries.  Our  answer  here  is  not  based  on  any  conclu- 
sions reached  by  a  study  into  the  advantages  or  disadvantages  of  the 
two  forms  of  ownership  and  operation.  And  we  believe  that  argu- 
ment on  these  advantages  and  disadvantages  should  not  be  indulged 
in  until  the  proper  basis  for  a  discussion  is  established. 

Irrespective  of  whether  he  is  an  advocate  or  an  opponent  of  the 
theory  that  the  interests  of  the  people  are  best  served  by  public 
ownership  of  utilities,  the  student  must  recognize  the  fact  that  public 
ownership,  whether  National,  State,  district,  or  municipal,  is  grad- 
ually replacing  both  regulated  and  unregulated  private  ownership. 
In  countries  at  Avar — that  is,  in  countries  where  the  State  insists  on  a 
maximum  of  effort — the  march  in  the  direction  of  complete  public 
control  appears  to  be  more  rapid  than  in  countries  leading  a  normal 
existence.    But  the  direction  is  clear  in  both  cases. 

It  would  be  interesting  and  profitable  to  analyze  this  tendency 
and  to  distinguish  between  National,  State,  district,  and  municipal 
ownership  and  operation  of  various  classes  of  utilities.  The  subject 
is  so  large,  however,  that  it  can  not  be  handled  adequately  in  one 
report.  We  shall  have  to  confine  our  observations  in  the  main  to  the 
national  unit. 

PRIVATE   AND  PUBLIC   OWNEBSHEP    ABKOAD. 

Since  we  have  been  at  war  the  experiences  of  our  allies,  especially 
of  Great  Britain,  Canada,  and  France,  have  been  observed  by  us  with 
great  attention,  and  as  a  Nation  we  are  eager  to  repeat  the  successes 
of  our  allies  and  to  avoid  their  mistakes.  We  might  also,  with  profit 
to  ourselves,  learn  from  our  enemies. 

In  Great  Britain  in  1914.  before  the  war,  the  Government  was 
about  to  act  on  the  exhaustive  report  of  the  special  committee  on 
the  telephone  and  telegraph  situation,  which  recommended  public 
ownership  in  a  somewhat  original  form.  In  the  national  crisis  that 
followed  the  declaration  of  war  the  investigations  and  negotiations 
were  cut  short,  and  the  Government  took  over  the  plants  on  a  com- 
bined valuation  and  net  earning  basis,  and  these  particular  two  utili- 
ties are  nowT  operated  under  the  complete  and  immediate  control  of 
the  State. 

An  analogous  situation  existed  with  regard  to  the  railways.  Here, 
also,  the  British  Government  had  an  official  board  at  work  whose 
duty  it  was  to  inform  the  Government  on  the  desirability  of  a  change 
from  regulated  private  ownership  and  operation  to  Government 
ownership  or  operation,  or  both.  It  was  the  labor  and  wage  problem 
during  the  first  months  of  the  war  that  forced  the  Government's 
hands  on  the  railroad  situation.  There  was  not  time  for  a  judicious 
weighing  of  pros  and  cons,  for  valuations,  and  other  preliminaries. 
The  State  took  the  bold  course  of  consolidating  the  privately  owmed 
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railway  systems  of  Great  Britain  and  Ireland  under  one  operating 
management  directly  responsible  to  the  Government,  and  guaranteed 
the  owners  of  the  properties  against  confiscation.  A  return  to  the 
owners  is  promised,  based  on  average  yearly  earnings  during  a  peri <  id 
before  the  war;  but  an  analysis  of  the  understanding  between  the 
railways  and  the  Government  shows  how  completely  the  needs  of  the 
State  overshadow  the  rights  of  the  individual. 

It  is  interesting  to  note  the  method  adopted  by  the  British  Gov- 
ernment. The  new  management  of  the  privately  owned  but  State- 
controlled  railways  of  Great  Britain  is  concentrated  in  the  hands  of 
a  committee  of  their  own  general  managers,  with  a  member  of  the 
cabinet  as  chairman  and  with  one  of  the  general  managers  as  vice- 
chairman,  the  committee  receiving  its  orders  from  and  reporting 
directly  to  the  Government.  The  consensus  of  opinion  seems  to  be 
that  under  this  direction  the  British  railways  have  been  fairly  suc- 
cessful in  handling  the  enormous  military  traffic  which  was  turned 
over  to  them. 

Even  now  the  railroad  situation  in  England  is  a  question  of  labor's 
rights  and  duties  rather  than  one  of  capital's  rights  and  duties.  The 
relative  positions  of  capital  and  labor  throughout  all  English  indus- 
try have  shifted  toward  greater  power  for  labor  to  such  an  extent 
that  a  return  to  private  control  of  railroads  as  it  existed  before  the 
war  is  out  of  the  question.  What  final  form  of  ownership  and  opera- 
tion will  be  adopted  for  the  British  carriers  is  not  clear  at  this  time, 
but  it  is  certain  that  the  Government  will  either  assume  complete 
control  or  remain  the  controlling  partner. 

The  truth  of  this  statement  should  be  clear  for  many  reasons.  The 
consolidation  of  the  rail  transportation  system  and  managements  in 
England  has  shown  some  surprising  results.  An  immense  amount 
of  duplication  in  service  and  consequently  of  man  power,  has  been 
done  away  with.  Onty  one  example  will  be  cited  here,  and  one  that 
shows  clearly  the  radical  nature  of  the  methods  adopted.  On  July 
17,  1917,  after  its  assumption  of  control  over  all  coal  mines  in  Eng- 
land, Scotland,  and  Wales,  the  British  Government  issued  its  "  Coal 
transport  order.  1917."  This  order  abrogates  all  existing  contracts 
between  mine  owners,  carriers,  and  coal  users,  as  far  as  the  transpor- 
tation of  coal  is  concerned.  The  Kingdom  is  divided  into  20  districts, 
and  the  transportation  of  coal  is  to  be  governed  by  the  following 
main  considerations : 

(1)  That  consumption  of  coal  should  take  place  as  near  the  pro- 
ducing point  as  possible. 

(2)  That  in  view  of  the  superior  facilities  afforded  by  the  main 
trunk  lines,  the  movement  of  traffic  should  follow  these  routes  wher- 
ever possible. 

(3)  That  the  movement  of  coal  should,  as  far  as  possible,  be  in 
well-defined  directions,  viz,  north  to  south,  north  to  southeast,  north 
to  southwest,  and  east  to  west. 

(4)  That  an  area  producing  less  coal  than  is  sufficient  for  its  own 
needs  should  not  send  any  portion  of  its  output  to  other  areas ;  and 
that  an  area  producing  more  coal  than  it  requires  for  consumption 
within  the  area  itself  should  only  distribute  the  rest  to  immediately 
adjacent  areas. 

All  coal  contracts  affected  by  this  scheme  were  canceled  on  the 
evening  of  Saturday,  'September  8,  1917,  and  new  contracts  came  into 
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operation  on  the  following  Monday,  September  10.  It  is  estimated 
by  the  British  Board  of  Trade  that  the  resulting  economy  will  be 
over  700,000,000  ton-miles  per  annum.  As  British  railways  do  not 
use  the  ton-mile  in  their  rate  statistics,  it  is  not  possible  to  put  any 
money  value  on  this  estimate.  It  will,  however,  be  appreciated  that 
there  is  bound  to  be  a  large  reduction  in  train  mileage  and,  by  leading 
this  coal  traffic  into  its  natural  channels,  a  great  saving  in  switching. 
Locomotive  power  will  thus  be  reduced  and  a  considerable  saving  in 
labor  effected.  There  will,  of  course,  also  result  a  very  great  saving 
in  coal-car  equipment. 

We  are  citing  this  instance  as  an  example  of  what  can  be  accom- 
plished along  similar  lines  by  sensible  analysis  and  planning  of  traffic 
problems.  In  our  country  the  possibilities  in  this  respect  are  im- 
mense. 

In  France,  where  before  the  war  State  owned  and  operated  rail- 
roads existed  alongside  privately  owned  and  operated  carriers,  one 
of  the  first  acts  of  the  Government  after  the  outbreak  of  hostilities 
was  the  assumption  on  the  part  of  the  Government  of  complete  con- 
trol of  rail  transportation.  We  are  all  familiar  with  the  vital  impor- 
tance to  her  very  existence  of  the  railroads  to  France.  The  American 
railway  regiments  that  have  recently  gone  over  to  assist  in  rehabili- 
tating the  overtaxed  and  run-down  railway  machine  will  do  their 
work  on  account  of  the  French  Government  and  not  on  account  of 
any  of  the  remaining  privately  owned  railways. 

Italy,  where  the  State  shortly  before  the  war  had  taken  over  all 
the  principal  lines,  duplicated  the  action  of  France  when  war  was 
declared  and  assumed  complete  control  of  all  roads. 

The  deplorable  breakdown  of  Russia's  railway  transportation 
system  is  proof,  on  the  negative  side,  of  the  essential  importance  of 
unified  and  efficient  control  of  railways  during  time  of  national 
crises. 

In  Germany,  the  pioneer  in  Government  ownership,  the  railways 
arc  owned  by  the  principal  individual  States  of  the  Empire,  while 
the  railway  management  of  the  country  as  a  whole  and  the  direction 
of  operation,  of  finances,  and  of  rates  rest  with  a  central  authority, 
which  constitutes  a  department  of  the  national  government.  It  is 
everywhere  fairly  understood  that  during  this  war  its  railways  have 
formed  the  backbone  of  Germany's  military  and  economic  strength. 

In  a  less  degree  this  is  true  of  Austria-Hungary.  While  in  Ger- 
many there  are  no  longer  any  important  private  lines,  a  few  were 
in  existence  in  Austria  prior  to  the  war.  They  have  since  been  taken 
over  by  the  Government. 

It  is  impossible  at  this  time  to  secure  authentic  railway  statistics 
of  the  majority  of  the  countries  affected  by  the  war,  and  the  latest 
official  data  on  the  mileage,  capitalization,  and  proportion  of  govern- 
ment owned  and  privately  owned  lines  in  the  countries  of  the  world 
dates  from  the  year  1913.  The  mileage  figures  in  the  following  table 
are  taken  from  the  official  publication  for  the  German  railways,  the 
Archiv  Fuer  Eisenbahnwesen,  and  the  remarks  in  the  last  column 
are  from  various  latest  and  best  sources. 
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Mileage  of  private  and  State  railways  of  the  most  important  countries  of  the 
world  {mileage  figures  for  1918). 

[Asterisk  denotes  countries  engaged  in  war.] 
EUROPE. 


Country. 


1913  mileage. 


Total. 


Private. 


State. 


Remarks. 


♦Germany 

♦Austria-Hungary. 

♦Great  Britain 

♦France 

♦European  Russia. 

♦Italy 

♦Belgium 

Luxemburg 

Netherlands 

Switzerland 

♦Portugal 

Spain 

Denmark 

Norway 

Sweden 

♦Serbia 

♦Roumania 

♦Greece 

♦Bulgaria 

European  Turkey 

Smaller  States 

Total 


39, 831 

28. 872 

23, 572 
31,992 

38. 873 
11,021 

5,508 

328 
2,035 
3,039 
1,864 

9,593 
2, 356 
1,932 
9,056 
638 

2,351 


1,005 
1,206 
1,246 

100 


2,998 
5,293 

23, 572 

26, 350 

14,167 

1,878 

2,787 

205 

915 

1,328 

1,147 

9, 593 

1,132 

288 

6, 175 


133 

1,005 

'i,"246 

100 


216, 428 


;;ii,s:;;; 
23, 579 


5,642 


24, 706 


9,143 


2,721 

123 
1,120 
1,711 

717 


1,224 

1,644 

2,881 

638 

2,218 


1,206 


100,317   116,111 


i  >w  aership  by  private  individual  S I 
unified  national  operating  control. 

Hungary  owns  atid  operates  its  own  rail- 
ways; unified  national  operating  control 
for  dual  monarchy. 

Private  ownership;  conditional  guaranty 
nf  return;  complete  Government  control 
of  operation. 

State-owned  mileage  now  considerably 
larger  than  in  1(113:  conditional  guaranty 
of  return  for  privately  owned  roads:  Com- 
plete I  m>\  eminent  control  of  operation. 

State-owned  mileage  increased  since  1913; 
no  guaranty  of  return  for  private  roads; 
complete  Government  control  over  all 
lines. 

State  mileage  increased:  no  definite  Gov- 
ernment guaranty  of  return  for  private 
roads;  complete.  State  control  of  operation 
over  all  roads. 

Lines  in  occupied  t  erritory  operated  as  part 
of  State-owned  lines  of  Germany. 


Governmental   commission   appointed   to 

report  on  State  ownership. 
Same  as  Portugal. 


Mileage  considerably  increased  since  1913; 
under  Austro-Hungarian  St  ate  control. 

Mileage  increased  since  1913;  lines  in  occu- 
pied territory  operated  as  part  of  the 
Austrian  State  lines. 


All  lines  taken  over  and  operated  by  the 
State  since  beginning  of  war. 


AMERICA. 


♦Canada 

♦United  States... 

♦Newfoundland . . 

Mexico 

Central  America 

Greater  Antilles. 

Lesser  Antilles.. 

Colombia 

Venezuela 

♦British  Guiana.. 

Dutch  Guiana... 

Ecuador 

Peru 

Bolivia 

Brazil 

Paraguay 

Uruguay 

Chile...' 

Argentina 

Total 


29,468 
256, 823 


773 

15,932 

2,016 

3, 425 

338 

625 

637 

104 

375 

655 

1,728 

1,511 

15,615 

233 

1,648 

3,981 

20, 759 


356,317 


27,687 
256, 823 


773 

3,509 

1,655 

3, 275 

338 

515 

569 

104 

375 

655 

670 

1,511 

8,849 

233 

1,648 

1,988 

17,249 


328,094 


1,781 


12,423 
361 
150 


110 
68 


1,058 
'6,"  766' 


1,99;; 
3,510 


28, 223 


Increased  State  mileage  since  1913. 

1916  mileage  275,00(1;  approximately  250 
miles  in  Alaska  and  the  Panama  Canal 
Zone  are  Government  owned  and  oper- 
ated. 
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Mileage  of  private  and  State  railways  of  the  most  important  countries  of  the 
world  (mileage  figures  for.  1913) — Continued. 

[Asterisk  denotes  countries  engaged  in  war.] 
ASIA. 


Country. 

1913  mileage. 

Remarks. 

Total. 

Private. 

State. 

♦Russian  Central  Asia 

}      9, 943 

6,158 

6,866 

34, 850 

606 

33 

3.417 

51 

862 

1,783 

706 

2,310 

3,100 

6,158 

1,968 

4,362 

606 

33 

2,500 

51 

862 

23S 

105 

2,310 

6,843 

[Mileage  increased  since  1913:  larger  part  of 
i    private  roads  taken  over  and  operared  by 

*China 

1    Government. 

♦Japan,  including  Korea 

4,898 
29,488 

917 

1,545 
601 

*Siam 

Total 

67, 591 

23, 298 

44, 292 

AFRICA. 


♦Egypt 

3,716 

3,988 

868 

3,999 
1,109 
3,488 
2,420 

896 
1,315 

204 

192 

2,368 

2,011 

96 

1,015 

790 

2,175 

868 

548 

2,926 
1,813 

♦South  African  Union: 

3,451 
1,109 
3,331 

*Natal 

♦Central  South  Africa 

♦Rhodesia 

157 
2,420 

COLONIES. 

♦Germany: 

896 
1,315 

204 

192 

1,321 

Africa. 
♦Togo 

[•Largely  in  British  control. 

♦Kamernn 

♦England 

1,047 

2,011 

96 

1,015 

♦France 

*Italv  

♦Portugal 

Total 

27, 693 

11, 129 

16, 564 

AUSTRALASIA. 


♦New  Zealand 

♦Victoria 

♦New  South  Wales 
♦South  Australia.. 

♦Queensland 

♦Tasmania 

West  Australia 

♦Hawaii,  etc 

Total 


2,906 
3,693 
4,120 
2,326 
4,845 
705 
3,449 


22, 136 


30 
25 
167 
234 
296 
196 
579 


2,876 
3,668 
3,963 
2,092 
4,549 
509 
2,870 
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Mileage  <><  private  and  State  railways  of  the  most  important  countries  of  the 
icorld  (mileage  figures  for  1918) — Continued. 


!  V.RY. 


Europe. . .  - 
America.. . 

Asia 

Africa 

Australasia. 


1913 


210,42s 
356,317 
67,591 

22, 136 


Total 690,1G5         14,206       225,712  9,644       464,453 


(lain. 


2,256 
9,990 
1,498 

1,(102 
385 


1913 


Gain. 


116.111 
28,223 
14,293 
I.  ,564 
20,521 


1,590 

1  1 2 
613 

1,448 


1913 


100,317 

11,129 
1,615 


4,149 
1,346 

389 
•1,063 


1  Loss. 


SUMMARY  FOR  COUNTRIES   AT   WAR. 

Total  1913  mileage 589,730 

Total   State  mileage 189.  DDT 

Total   private  mileage 400,723 

Leaving  out  of  consideration  the  privately  owned  mileage  of  the 
United  States,  it  will  be  noted  that  57  per  cent  of  the  total  1913  mile- 
age of  the  countries  at  war  is  State  owned  and  controlled.  Inci- 
dentally it  is  also  significant  that  of  the  total  railroad  mileage  of  the 
world  (690,165  miles  in  1913)  589,730  miles,  or  85  per  cent,  are  located 
in  countries  at  war. 

Of  the  total  mileage  of  the  world  for  1913  (690,165  miles)  private 
companies  owned  464,121  miles,  or  67  per  cent,  and  Governments 
owned  225,744  miles,  or  33  per  cent.  In  1912  the  private  railways 
owned  68  per  cent.  The  Government  railways  gained  1  per  cent  by 
increasing  their  mileage  by  9,644  miles,  while  the  mileage  of  private 
companies  increased  only  5,487  miles. 

However,  an  analysis  of  the  statistics  given  for  the  various  coun- 
tries shows  that  this  gain  by  the  State  railways  represented  the 
absorption  of  existing  lines  rather  than  greater  activity  in  railway 
construction.  For  example,  4,478  miles  of  line  were  added  to  the 
Government  total  in  Mexico  and  1,002  in  Argentina  without  any 
increase  in  the  total  mileage  of  the  country.  In  Australasia  there 
was  also  a  gain  of  1,448  miles  for  the  Government  lines  by  the  absorp- 
tion of  private  lines,  although  the  total  mileage  of  the  country  in- 
creased only  385  miles.  The  privately  owned  lines,  therefore,  actu- 
ally increased  their  mileage  by  construction  12,000  miles,  of  which 
about  6.500  miles  was  offset  by  the  acquisition  of  lines  by  the 
Governments. 

It  will  be  noted  that  in  respect  of  length  of  lines,  outside  of  North 
and  South  America,  Government  ownership  greatly  predominates, 
but  that  the  privately  owned  mileage  in  the  United  States,  256,823, 
greatly  exceeds  the  mileage  of  all  the  Government-owned  roads  in  the 
world.  It  is  somewhat  surprising,  however,  to  find  that  the  greatest 
increase  in  Government  mileage  is  in  North  and  South  America,  due 
to  the  absorption  of  private  lines  in  Mexico  and  Argentina.  Even 
outside  of  the  United  States,  however,  private  ownership  is  greatly 
predominant  in  America.  Excluding  our  256,823  miles,  there  are  in 
this  hemisphere  71.261  miles  of  private  railways,  against  28,223  miles 
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of  Government  railways.  In  only  two  countries  in  this  hemisphere, 
Mexico  and  Peru,  is  Government  ownership  the  predominating  policy, 
and  in  Peru  the  roads  are  operated  by  companies. 

In  a  majority  of  the  countries  of  the  world  also  prior  to  the  war 
private  ownership  of  railways  continued  to  prevail.  Of  7-~>  nations 
and  colonies  for  which  statistics  are  given  in  this  compilation  12  had 
more  private  than  Government  mileage,  while  33  have  more  Govern- 
ment mileage.  While  in  26  countries  the  entire  railway  mileage  was 
privately  owned,  in  only  7  are  all  of  the  railways  owned  by  the  State. 
These  were  Serbia,  Bulgaria,  Natal,  and  four  German  colonies  in 
Africa.  In  Europe  State  ownership  predominates  in  only  10  out  of 
21  countries. 

The  total  railway  capitalization  of  the  world  in  1913,  as  reported 
by  this  publication,  was  $60,222,036,784.  In  this,  however,  is  in- 
cluded $19,0  »00  as  the  capital  of  the  railways  of  the  United 
States,  which  erroneously  in<  hides  all  the  duplications  due  to  inter- 
corporate ownership.  The  Interstate  Commerce  Commission  figure 
for  1913  is  $15,330,131,446.  It  must  be  remembered,  however,  that 
the  Interstate  Commerce  Commission  lists  only  the  roads  reporting 
to  it,  and  that  there  is  considerable  mileage  not  included  in  its  statis- 
tics. With  this  correction  the  world's  total  in  1913  stood  at  $56,350,- 
804,230,  an  increase  over  the  preceding  year  of  $1,848,250,566. 

I  HK     KAIIWAY     SITUATION     IN     CANADA. 

The  situation  in  Canada  deserves  the  close  study  of  this  associa- 
tion at  this  time,  not  only  because  Canada  is  our  next-door  neighbor 
but  because  its  transportation  problems  in  the  main  largely  resemble 
our  own.  Canada  has  had  Government  owned  and  operated  railways 
for  some  time.  On  June  30,  1916,  the  total  railroad  mileage  of 
Canada  was  approximately  10,000  miles,  about  4.000  of  which  were 
in  the  hands  of  the  Dominion  Government. 

As  in  our  country,  so  also  in  Canada,  the  Government  has  made 
large  land  grants  to  transcontinental  railways,  and  in  addition  the 
Canadian  Government  found  it  necessary  to  provide  assistance  by 
loan  to  the  Grand  Trunk  Pacific  Railway  and  to  the  Canadian  North- 
ern Railway.  The  situation  became  critical  in  1916,  and  the  Cana- 
dian prime  minister  requested  of  the  Canadian  Government  that  the 
conditions  and  necessities  of  railway  development  in  Canada  **  should 
be  considered  in  a  comprehensive  way.  and  that  a  thorough  investiga- 
tion should  be  made  by  a  board  of  the  highest  experience  and  ability." 
In  October,  1916.  there  was  appointed  a  "  Royal  commission  to  in- 
quire into  the  railways  and  transportation  in  Canada."  And  the 
commission  was  asked  to  investigate  into  the  following  matters: 

1.  The  general  problem  of  transportation  in  Canada. 

2.  The  status  of  each  of  the  three  transcontinental  railway  systems;  that  is  to 
say,  the  Canadian  Pacific  Railway  system,  the  Grand  Trunk  Railway  system 
(including  the  Grand  Trunk  Pacific  Railway  and  the  Grand  Trunk  Railway  and 
their  several  branches),  and  the  Canadian  Northern  Railway  system,  having 
special  reference  to  the  following  considerations: 

((/)  The  territories  served  by  each  system  and  the  service  which  it  is  capable 
of  performing  in  the  general  scheme  of  transportation. 

(o)   Physical  conditions,  equipment,  and  capacity  for  handling  business, 
(c)   Methods  of  operation. 
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(d)  Branch  lines,  feeders,  and  connections  in  Canada. 

(e)  Connections  in  the  United  States. 

(/)   Steamship  connections  <>n  both  oceans. 

<</)  Capitalization,  fixed  charges,  and  net  earnings,  having  regard  to  (1) 
presenl  conditions,  and  (2)  probable  future  development  with  increase  of  popu- 
lation. 

."».  The  reorganization  of  any  of  said  railway  systems,  or  the  acquisition  thereof 
by  the  Stale;  and  in  the  latter  ease  the  mosl  effective  system  of  operation, 
whether  in  connection  with  the  intercolonial  railway  or  otherwise. 

4.  Generally  speaking,  all  matters  which  the  members  of  the  board  may  con- 
sider pertinent  or  relevant  to  the  general  scope  of  the  inquiry. 

The  report  of  this  commission  has  since  been  published.  It  deals 
ably  and  exhaustively  with  many  phases  of  public  and  private  owner- 
ship of  rail  carriers  and  is  of  special  interest  to  the  United  States. 
because  issues  had  to  be  considered  by  the  commission  that  usually 
are  left  outside  the  scope  of  such  an  inquiry.  We  have  reference  to 
the  questions  of  valuation,  public  dentitions,  land  grants,  additional 
investment  required,  and  other  matters. 

The  commission,  which  consisted  of  A.  H.  Smith,  [(resident  of  the 
New  York  Central;  Sir  Henry  L.  Drayton,  chief  commissioner  of  the 
Canadian  Board  of  Railway  Commissioners;  and  W.  M.  Ackworth. 
of  England,  is  not  unanimous  in  its  findings  and  recommendations. 
Mr.  Smith,  the  American  commissioner,  filed  a  minority  report.  In 
their  letter  of  transmittal  to  the  governor  in  council  the  three  com- 
missioners says: 

We  have  taken  the  situation  as  it  is  and  rind  ourselves  in  agreement  as  to  the 
necessity  for  constructive  aid  to  briny  the  railways  through  the  present  crisis. 
We  differ,  however,  as  to  the  extent  and  method  of  Government  help  desirable 
and  as  t<>  the  increase  in  character  of  Government  liability  and  interest  new  and 
for  the  future..  It  has  therefore  been  found  necessary  to  submit  a  report  of 
the  two  concurring  commissioners,  with  a  brief  statement  of  the  minority  recom- 
mendation. 

If  the  National  Association  of  Railway  Commissioners,  through  a 
special  committee  or  otherwise,  is  to  continue  with  the  investigations 
into  the  subject  of  this  report,  the  findings  of  this  Canadian  commis- 
sion must  receive  very  careful  consideration.  We  should  like  to  ex- 
amine these  findings  now.  but  are  of  the  opinion  that  such  tin  under- 
taking would  transcend  the  scope  of  this  report.  The  commission's 
conclusions  only  will  be  pointed  out. 

The  majority  report  recommends  in  effect  that  practically  all  the 
railways  of  Canada,  except  the  Canadian  Pacific  and  the  American 
lines,  shall  be  turned  over  to  a  new  corporation  (the  "  Dominion  Rail- 
way Co."),  to  be  managed  by  a  board  of  trustees  appointed  by  the 
Government.  This  board  is  to  be  permanent  and  self -perpetuating. 
The  Government  is  to  assume  responsibility  to  the  Dominion  Rail- 
way Co.  for  the  interest  on  the  existing  securities  of  the  transferred 
companies.  The  whole  of  the  Dominion  railways  is  to  he  operated 
by  the  trustees  as  one  united  system,  on  a  commercial  basis,  under 
their  own  political,  undisturbed  management,  on  account  of  and  foa 
the  benefit  of  the  people  of  Canada.  Recommendations  of  terms 
Milder  which  the  Government  shall  take  over  the  various  systems  are 
made,  and  the  estimate  of  the  annual  liability  of  the  Government  to 
meet  unearned  interest  during  the  first  years  under  the  new  scheme 
is  put  at  about  $12,500,000  per  annum.  The  majority  report  finds 
against  public  ownership,  and  recommendation  No.  22  reads:  "We 
therefore  reject  the  idea  of  direct  Government  ownership  and  opera- 
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tion."  In  the  minority  report,  however,  Mr.  Smith  has  this  to  say 
on  the  majority's  recommendation  No.  22 : 

My  friends  seek  to  avoid  Government  ownership  and  operation,  in  fact  con- 
demn it  as  inadvisable,  but  propose  a  plan  which  contains  so  many  elements  of 
danger  in  the  direction  sought  to  be  avoided  that  I  am  unable  to  join  them. 
Their  plan  would  add  about  a  billion  dollars  to  the  direct  debt  of  Canada.  The 
interest  on  this  is  about  forty  millions,  adding  very  largely  to  Government  ex- 
penses. Judging  from  the  experience  Canada  has  had  with  its  Government  rail- 
ways, it  is  fair  to  assume  that  this  would  remain  a  permanent  burden. 

Mr.  Smith's  minority  report  also  rejects  Government  ownership 
and  operation.  And  yet  he,  too,  in  his  general  summing  up  of  his 
proposed  remedies,  includes  these  recommendations: 

Let  the  Government  operate  the  connections  or  procure  their  operation  by 
private  companies — 

(referring  to  the  connections  between  the  Grand  Trunk  and  the 
Canadian  Northern).  He  also  recommends  the  creation  of  a  board 
of  trustees  consisting  of  two  Government  officials  and  three  private 
assistants  to  act  for  the  Government  in  matters  of  leases,  rentals,  and 
new  construction.  He  further  recommends  that  "  either  the  Govern- 
ment or  the  lessee. should  build  a  connecting  line  of  about  30  miles 
near  Lake  Ontario,  to  protect  the  better  working  of  the  two  lines." 
(The  lines  referred  to  are  the  Canadian  Northern  and  the  Grand 
Trunk.)  "These  connecting  lines,"  Mr.  Smith  says,  "'bridges.'  as 
they  have  been  called,  exist,  it  seems  to  me,  as  a  result  of  that  public 
policy  which  has  been  discussed  at  some  length.  The  Government  may 
well  afford  to  take  them  over  and  maintain  them  as  necessary  parts  of 
the  public  investment  in  the  country's  development.  They  are  not  of 
sufficient  importance  to  bring  about  those  dangers  inherent  in  Govern- 
ment operation  of  this  kind  on  a  large  scale,  and  holding  them  will 
not  endanger  private  enterprise." 

Further  on  in  his  report  Mr.  Smith  proposes  this  alternative : 

If  for  any  reason  it  should  prove  inexpedient  to  carry  out  the  foregoing 
suggestions,  and  if  the  Government  should  find  it  wise  or  necessary  to  possess 
itself  of,  or  to  hold,  any  considerable  part  of  the  railway  properties.  I  should 
recommend  as  an  alternative  plan  the  formation  of  a  private  company  to  take 
over  other  operations  of  those  properties,  either  as  a  whole  or  in  groups.  Even 
where  a  road  does  not  earn  its  fixed  charges,  the  Government  could  profit  in 
the  long  run  by  making  the  terms  of  an  operating  lease  sufficiently  attractive 
to  induce  private  enterprise  to  undertake  its  management.  The  terms  of  the 
contracts  would  naturally  depend  upon  the  extent  of  the  property  and  the  pros- 
pect of  earnings,  but  they  could  be  so  drawn  as  to  prove  attractive  to  private 
capital  and  at  the  same  time  relieve  the  Government  of  the  expense  and  em- 
barrassment of  Government  operation. 

And  after  calling  attention  to  the  "  desperate  need  of  equipment  " 
of  the  Canadian  lines,  he  states : 

I  would  therefore  recommend  that  the  Government  undertake  at  once  to 
provide  an  ample  supply  of  freight  cars  and  locomotives  against  immediate  and 
imperative  needs.  These  cars  and  engines  may  be  had,  if  desired,  under  trust 
agreements.  It  will  be  a  simple  matter  to  turn  these  cars  and  engines  over  to 
the  operating  companies  under  lease  or  contract  of  purchase,  winch  may  be 
exercised  when  conditions  are  more  nearly  normal. 

It  is  a  fact,  therefore,  that  while  both  the  majority  and  the  mi- 
nority members  of  the  Canadian  commission  reject  Government 
ownership  and  operation  they,  nevertheless  unanimously  recommend 
a  certain  measure  of  Government  operation  and  a  certain  measure 
of  public  ownership.     They  agree  that  the  Government  should  at 
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least  own.  and  if  necessary  operate,  such  lines  as  are  clearly  un- 
profitable and  should  provide  the  necessary  capital  for  equipment, 

for  instance,  where  private  capita]  can  not  be  induced  to  remedy  the 
obvious  need.  The  commission  believes  it  sees  clearly  the  many 
dangers  of  public  ownership,  but  is,  nevertheless,  obliged  to  go  in 
that  direction. 

We  have  stated  that  in  this  report  we  will  neither  advocate  nor 
condemn  public  or  private  ownership  and  operation  of  utilities  and 
will  merely  examine  important  facts.  With  this  statement  in  mind, 
it  is  significant  that  even  a  commission  theoretically  opposed  to 
public  ownership,  as  the  Canadian  commission  was,  found  no  other 
solution  than  larger  control  and  larger  responsibility  on  the  part  of 
the  State. 

THE   SITUATION    AT   HOME. 

The  most  important  public  utilities  in  the  United  States,  as  else- 
where, are  the  railroads.  There  are  very  few  thinking  men  left  in 
the  country  who  will  insist  that  regulation  in  its  present  form  can 
adequately  deal  with  our  railroad  problem.  The  inadequacy  of  Fed- 
eral regulation  in  the  matter  of  securities'  control  is  a  yearly  recur- 
ring topic  in  the  reports  of  the  Interstate  Commerce  Commission  as 
in  the  reports  of  this  association ;  Federal  incorporation  for  interstate 
roads  is  quite  uniformly  recognized  as  necessary,  and  the  railroads 
themselves  have  come  to  this  conclusion. 

That  there  is  conflict  and  duplication  between  Federal  and  State 
commissions  can  not  be  denied.  That  regulation  is  often  made  inef- 
fective by  the  conflict  and  onerous  by  the  duplication  is  clear. 
Whether  or  not  the  period  of  railroad  regulation  is  merely  a  neces- 
sary step  in  the  evolution  of  the  public  utility  from  private  to  public 
control  and  ownership  the  fact  is  that  our  railroads  to-day  have  gone 
beyond  regulation  in  some  of  their  very  essentials.  Here,  too,  the 
war  has  revealed  the  weak  spots  and  pointed  out  the  remedies  that 
during  peace  it  would  have  taken  us  a  long  time  to  find. 

The  Newlands  committee  was  appointed  by  Congress  a  year  ago 
"  to  investigate  the  subject  of  the  Government  control  and  regula- 
tion of  interstate  and  foreign  transportation,  the  efficiency  of  exist- 
ing system  in  protecting  the  rights  of  shippers  and  carriers  and  in 
promoting  the  public  interest,  the  incorporation  or  control  of  the 
incorporation  of  carriers,  and  all  proposed  changes  of  organization 
of  the  Interstate  Commerce  Commission  and  the  act  to  regulate  com- 
merce, also  the  subject  of  Government  ownership  of  all  public  utili- 
ties, such  as  telegraph,  wireless,  cable,  telephone,  express  companies, 
and  roads  engaged  in  interstate  and  foreign  commerce,  and  report  as 
to  the  wisdom  or  feasibility  of  Government  ownership  of  such  utili- 
ties and  as  to  the  comparative  worth  and  efficiency  of  Government 
regulation  and  control  as  compared  with  Government  ownership  and 
operation." 

That  committee  also  found  its  duty  a  huge  one.  and  it  has  been 
unable  thus  far  to  complete  its  investigation.  We  can  not  expect 
that  it  will  reach  any  conclusions  or  make  any  recommendations 
within  a  reasonable  time. 

The  Federal  valuation  of  railroads  in  the  United  States  by  the 
Interstate  Commerce  Commission,  which  is  to  be  the  cornerstone 
upon  which  the  physical  facts  of  the  railroad  question  shall  hence- 
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forth  stand  secure  from  wild  assumptions  is  also  far  from  being 
completed.  To  anyone  acquainted  with  the  magnitude  of  the  task 
this  is  not  surprising,  and  the  valuation,  in  our  opinion,  should  go  on. 

But  while  these  preliminaries  consume  the  months  and  the  years 
new  needs  arise,  new  issues  develop  and  must  be  met.  It  is  our  con- 
clusion that  tin'  trend  of  public-utility  development  throughout  the 
world  is  in  the  direction  of  greater  Government  control  both  as  to 
ownership  and  operation.  The  railroads  of  the  United  States  are 
moving  this  way.  and  the  war  has  given  impetus  to  this  movement. 

At  a  meeting  of  the  presidents  of  the  railroads  in  the  United  States 
in  Washington,  D.  C,  on  April  5,  1917,  five  days  after  the  declaration 
of  war  against  Germany  by  the  United  States,  the  following  resolu- 
tion was  adopted : 

Resolved,  That  the  railroads  of  the  United  Slates,  acting  through  their 
chief  executive  officers  here  and  now  assembled,  ami  stirred  by  a  high  sense  of 
their  opportunity  to  he  of  the  greatest  service  to  their  country  in  the  present 
national  crisis,  do  hereby  pledge  themselves,  with  the  Government  of  the 
United  States,  with  tin-  governments  of  the  several  Stales,  and  with  one  another, 
that  during  the  present  war  they  will  coordinate  their  operations  in  a  conti- 
nental railway  system  merging  during  such  period  all  their  merely  individual 
and  competitive  activities  in  the  effort  to  produce  a  maximum  of  national 
transportation  efficiency.  To  this  end  they  hereby  agree  to  create  an  organiza- 
tion which  shall  have  general  authority  to  formulate  in  detail  and  from  time 
to  time  a  policy  of  operation  of  all  or  any  of  the  railways,  which  policy,  when 
and  as  announced  by  such  temporary  organization,  shall  he  accepted  and 
earnestly  made  effective  by  the  several  managements  of  the  individual  railroad 
companies  here  represented. 

The  fine  sense  of  duty  on  the  part  of  the  leaders  of  the  country's 
transportation  systems  that  prompted  this  resolution  deserves  our 
respect  and  praise.  We  believe,  moreover,  that  this  resolution  must 
also  lie  considered  as  a  most  important  document  in  American  rail- 
road history.  The  pledge  of  these  men  that  they  will  operate  their 
properties  as  a  "continental  railway  system,"  that  they  are  merging 
during  the  war  "  all  their  merely  individual  and  competitive  activities 
in  the  effort  to  produce  a  maximum  of  nation;'.!  transportation  ef- 
ficiency," opens  a  wide  outlook.  It  must  be  remembered  that  it  is 
the  executive  heads  of  the  railroads  who  thus  realize  that  the  highest 
national  transportation  efficiency  can  be  given  only  through  the 
united  operation  of  a  continental  railway  system.  During  the  period 
of  the  war  they  say.  But  why  should  we  not  have  a  maximum  of 
national  transportation  efficiency  in  peace  as  well  as  in  war? 

A  complete  national  railway  system  means,  inevitably,  complete 
national  railway  control,  for  the  country  realizes  more  than  ever 
that  its  railways  are  the  arteries  of  its  economic  life  and  that  their 
ultimate  direction  can  not  be  left  in  the  hands  of  private  owners, 
however  high  a  caliber  these  owners  may  represent  as  men  and 
citizens. 

This  committee  believes  that  it  should  report  to  the  national  asso- 
ciation its  interpretation  of  the  railroads'  actions  toward  the  realiza- 
tion of  the  ideal  expressed  in  this  resolution.  Lest  our  statements  be 
misconstrued,  we  wish  to  reiterate  that  there  is  not  the  slightest  inten- 
tion of  criticism  on  our  part  and  that  we  desire  to  be  merely  recorders 
of  facts,  endeavoring  to  read  correctly  their  significance. 

The  American  Railway  Association  created  a  special  committee  on 
national  defense,  same  to  be  known  as  "The  railroad  war  board," 
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with  Fairfax  Harrison,  president  Southern  Railway  System;  How- 
ard Elliott,  president  New  York,  New  Haven  &  Hartford  Railroad; 
Hale  Holden,  president  Chicago,  Burlington  &  Quincy  Railroad: 
Julius  Kruttschnitt,  chairman  executive  committee  Southern  Pacific 
Co.;  and  Samuel  Rea,  president  Pennsylvania  Railroad  System,  as 
members  of  the  executive  committee.  An  Official  Public  Bulletin  is 
published  by  the  committee  and  the  course  of  development-  can 
readily  be  traced  from  this  publication.  We  shall  quote  some  of  the 
most  important  recommendations  and  instructions  of  tins  committee 
and  shall  call  attention  to  some  of  its  principal  accomplishments. 

In  an  appeal  to  the  railroads  for  greater  efficiency  the  committee, 
among  other  things,  says: 

Thai  a  careful  study  has  shown  thai  by  heavier  Loading,  by  expediting  the 
movemenl  even  more  than  is  being  done  al  present,  and  by  speeding  up  repairs, 
it  is  possible  that  the  equivalent  to  779,000  additional  Ereighl  cars  mighl  be 
thrown  into  immediate  use.  Tins  would  increase  the  car  supply  mere  than  30 
per  cent. 

By  reducing  the  number  of  locomotives  under  repairs  and  by  increasing  loco- 
motive  mileage,  it  may  be  possible  to  beep  in  service  10, 625  more  locomotives 
than  are  in  use  to-day  on  our  railroads.  This  would  be  equal  to  an  increase  of 
more  than  25  per  cent  in  the  number  of  locomotives  available  for  service. 

It  urges  that  motor  power  must  be  conserved,  that  cars  must  be  re- 
paired, and  other  savings  effected,  and  saj^s : 

About  15  per  cent  of  locomotives  are  ordinarily  under  repair;  if  this  percent- 
age were  reduced  to  10,  which  figure  has  been  reached  by  some  roads,  it  would 
mean  an  addition  of  3,325  locomotives,  to  the  number  in  service. 

T'ne  average  miles  run  per  day  by  a  locomotive  is  7.~>.  [f  by  quick  turning  at 
terminals,  double  crewing  or  pooling,  improving  the  quality  of  water  which 
may  enable  a  locomotive  to  double  a  division  without  loss  of  fuel  and  time  in- 
volved in  cooling  down,  and  with  less  boiler  repairs,  tins  mileage  can  be  in- 
creased to  90,  which  is  now  readied  on  some  roads;  it  is  equivalent  to  adding 
13,300  to  the  locomotive  equipment. 

There  are  2.350  railroad-owned  freight  cars  in  the  United  Slates  and  about 
225,000  privately  owned  freight  cars,  a  total  of  2,575,000,  of  which  about  6.5 
per  cent,  or  1(37.000,  are  normally  under  repair;  close  watching  and  prompt 
repair  work  can  reduce  this  percentage  to  4.  which  would  release  64,000  cars  for 
active  service. 

The  average  miles  run  per  freight  car  per  day  is  25.  By  increasing  this  to 
about  30  miles,  or  20  per  cent,  is  equivalent  to  adding  515,000  freighl  cars,  or 
20  per  cent,  to  existing  equipment. 

Increase  carloads,  which  have  not  kept  pace  with  increase  of  car  capacity, 
notably  in  the  case  of  box  cars,  as  shown  below : 

Average  capacity  of  all  cars tons  30.  7 

Average  load  per  car,  all  cars,  revenue  freight do 15.  5 

Average  load  per  car,  all  cars  (including  company  freight) do 17.0 

Per  cent  of  capacity  utilized 43 

In  the  following  statement  the  committee  has  taken  a  position  rela- 
tive to  the  proposed  additions  to  the  freight-car  equipment  through 
National  Government  aid : 

If  the  Government  shall  elect  to  invesl  the  capital  necessary  tor  the  acquisi- 
tion of  50,000  to  75,000  cars,  the  railroads  will  be  glad  to  make  use  of  them 
on  substantially  the  same  basis  as  other  privately  owned  cars  are  used,  namely, 
a  fair  payment  for  mileage  made  by  such  cars,  the  railroads  to  pay  current 
repairs  and  the  Government  to  pay  owners'  repairs  under  .Master  Car  Builders' 
rules. 

The  average  addition  of  freight  equipment  on  American  railroads  has  been 
at  least  150,000  cars  per  annum.  Under  existing  high  prices,  and  with  the 
inability  of  car  builders  to  gel  material,  it  is  unlikely  thai  American  railroads 
will  be  able  to  order  and  secure  as  many  as  150,000  cars  during  the  next  year. 
although  they  have  about  100,000  cars  still  undelivered  on  back  orders. 
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Under  these  conditions  the  railroads  will  welcome  any  addition  to  their  stock 
of  equipment,  assuming  the  standards  to  be  safe  and  adequate,  which  would 
tend  to  make  up  the  deficiency  in  their  own  orders. 

It  is  perhaps  expedient  that  an  option  should  be  given  to  the  railroads  to 
acquire  these  cars  at  a  fair  price  to  be  agreed  upon  hereafter  in  the  proportion 
of  the  amount  of  equipment  owned  by  each  railroad  to  the  entire  freight  equip- 
ment of  the  country. 

In  expressing  the  above  opinion,  the  railroads'  war  board  has  not  discussed 
the  merits  of  the  question  of  whether  the  largest  effective  aid  in  the  interest 
of  the  public  can  be  given  to  the  railroads  by  providing  additional  cars  or  by 
providing  additional  locomotives  and  terminal  facilities. 

In  July  of  this  year  the  committee  undertook  the  distribution  of 
freight  cars  to  points  of  greatest  need,  and  reported  as  follows : 

To  help  those  producing  communities  and  shippers  and  those  railroads  which 
by  reason  of  their  economic  situation  are  suffering  from  a  shortage  of  freight 
cars,  the  commission  on  car  service  has  ordered  those  railroads  on  which  cars 
accumulate  in  congested  territories  to  turn  over  to  roads  on  which  shortage 
exists  cars  to  the  number  of  34,245.  These  cars  are  being  sent  in  trainload 
lots  direct  to  the  points  where  they  are  most  needed.  Reports  to-day  show  that 
more  than  19,000  of  these  cars  have  already  been  delivered. 

The  number  of  cars  so  transferred  in  the  shortest  possible  time, 
and  without  load,  had  increased  by  July  31  to  68,814,  and  by  the  end 
of  August  exceeded  the  100,000  mark. 

The  State  commissions  were  repeatedly  addressed  by  the  com- 
mittee. Their  help  was  asked  to  secure  heavier  loading  of  cars,  and 
in  a  letter  written  in  July,  1917.  to  the  State  public  service  commis- 
sions and  to  the  State,  county,  and  other  municipal  authorities,  the 
earnest  plea  was  made — 

that  during  the  war  the  railroads  bo  required  by  (bo  public  authorities  to 
make  improvements  and  carry  out  projects  involving  the  expenditure  of  money 
and  labor  only  when  they  are  absolutely  essential  for  war  purposes  or  public 
safety.  The  prevailing  high  interest  rate  on  money,  the  difficulty  of  raising 
money  in  competition  with  the  tax  free  issues  of  the  Government,  the  excessive 
cost  of  supplies  and  labor,  the  delay  in  obtaining  material,  the  possible  blockade 
of  traffic,  and  the  diversion  of  labor  all  contribute  to  make  nonessential  construc- 
tion   undesirable    during   the   war. 

The  committee  considers  that  the  erection  of  new  stations  and  elimination  of 
grade  crossings  are  among  the  nonessential  improvements  which  should  be 
deferred  at  this  time. 

The  express  transportation  situation,  the  coal  transportation  prob- 
lem, the  food  supply,  the  prompt  movement  of  Government  war  sup- 
plies, the  grain  movement,  the  troop  movement — all  these  matters 
were  made  the  subject  of  special  orders  and  recommendations  by 
the  committee,  which,  in  all  cases,  were  promptly  obeyed  by  the  car- 
riers. The  action  of  the  Railroads  War  Board  is  undoubtedly  effec- 
tive, and  therefore  desirable.  It  is  also  superior,  in  fact  if  not  in  law, 
to  any  orders  of  the  State  or  interstate  commissions. 

There  is  no  reason  to  believe  that  the  new  system,  once  its  need 
and  efficiency  are  established,  will  be  abolished,  and  if  it  is  an  im- 
provement over  existing  instrumentalities  it  should  not  be  abolished. 

Another  important  development  is  the  discontinuance,  upon  rec- 
ommendation of  the  board,  of  a  large  number  of  passenger  trains 
on  individual  lines.  This  train  service  was  considered  less  essential 
than  the  resulting  saving  in  man  power,  fuel,  equipment,  and  track 
and  terminal  facilities.  Here  again  the  recommendations  of  the 
board  were,  in  effect,  superior  to  the  rules  and  regulations  of  the 
commissions.     The  committee's  action,  we  again  believe,  was  wise 
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and  patriotic;  it  was  the  only  available  agency  capable  of  dealing 
with  the  urgenl  needs  of  the  situation.  What  to  our  committee  i-  the 
significance  of  these  facts? 

We  believe  that  we  are  now  witnessing  the  effective  formulation 
of  a  comprehensive  national  railway  policy. 

In  the  United  States  a  national  transportation  policy  embracing  an 
intelligent  plan  of  railroad  construction,  efficient  nation-wide  opera- 
tion, the  elements  of  financing,  of  rate  making,  of  traffic  develop- 
ment, of  thoughtful  adjustment  of  water  and  rail  transportation,  and 
of  other  equally  fundamental  policies,  has  heretofore  been  an  im- 
possibility. We  have  come  to  uniform  accounting,  but  beyond  that 
it  seen  -  we  have  been  unable  to  go.  The  times  have  forced  a  change 
and  the  new  national  railway  policy  is  rapidly  assuming  its  first 
shape  without  Government  direction  and  with  almost  no  Government 
cooperation. 

The  direction  of  this  policy  is  also  quite  distinctly  defined — it  is 
toward  the  elimination  of  what  little  remaining  competition  there 
was  between  carriers;  toward  centralization;  toward  uniform  stand- 
ards of  construction  and  operation;  and,  most  important  of  all. 
toward  higher  rates.  In  spite  of  the  great  savings  already  effected 
by  the  greater  efficiency  of  the  new  system,  and  in  spite  of  the  much 
greater  savings  still  possible,  higher  rates  appear  inevitable  unless 
the  Government  becomes  the  directing  force  and.  from  national  con- 
siderations, takes  its  controlling  part  in  the  shaping  of  this  new 
national  railway  policy. 

In  the  countries  of  Europe,  whose  railroad  status  we  have  merely 
touched  upon  in  this  report,  military  considerations  have  been  the 
determining  factor  in  the  railway  policies.  It  has  always  been 
pointed  out  by  opponents  of  Government  ownership  in  the  United 
States  and  in  Canada  that  military  considerations  are  no  factors  in 
the  railroad  question  in  North  America.  This  was  perhaps  true 
prior  to  April  6.  1917,  but  it  is  true  no  longer.  In  the  future  the 
National  Government  will  keep  constantly  in  mind  the  railroads' 
place  as  an  ill-important  instrumentality  for  the  country's  defense; 
and.  this  is  another  reason  why  the  movement  toward  complete 
national  control  will  continue. 

The  National  Association  of  Eailway  Commissioners,  in  our  opin- 
ion, has  no  more  important  duty  to  perform  at  this  time  than  to  give 
its  best  thoughts  to  these  new  developments.  Only  two  courses  are 
open  to  the  men  who  must  deal  with  these  questions.  We  can  let 
thimr^  drift  and  the  answer  will  work  itself  out  finally  without  us. 
This  is  the  easiest  and  least  intelligent  course:  the  one  we  will  not 
take.  Or  we  can  give  our  best  thoughts  and  efforts  to  the  problem 
and  then  further  or  oppose  what  seems  to  us  the  sound  or  unsound 
trend  of  the  time.     This,  we  take  it,  is  our  task. 

We  have,  therefore,  concluded  that  the  National  Association  should 
continue  the  study  of  these  questions  through  the  instrumentality 
of  a  permanent  committee,  and  it  lias  seemed  to  us  that  at  this  time 
our  committee  can  render  a  service  to  the  National  Association  by  an 
attempt  to  give  an  outline  of  the  scope  of  the  permanent  committee's 
duties  and  by  a  i^ecommendation  indicating  along  what  lines  further 
investigation  should  be  made. 
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II.  The  Scope  of  the  Problem. 

AVe  have  made  a  careful  study  of  the  bibliography  of  our  subject. 
That  bibliography  is  forbiddingly  large.  The  catalogues  alone  ot 
books  and  references  dealing  with  the  subject  of  public  ownership 
and  operation  and  private  ownership  and  operation  of  public  util- 
ities here  and  abroad  constitute  a  small  library.  We  found  it  a 
burdensome  task  to  go  through  the  various  lists  compiled  by  the 
library  of  commerce  and  by  the  bureau  of  railway  economics  and 
distinguish  between  the  useful  and  the  obsolete  and  the  important 
and  unimportant.  AVe  believe  we  have  assisted  the  national  asso- 
ciation and  other  students  of  our  problem  by  compiling  a  select 
bibliography  which,  instead  of  containing  several  thousand  refer- 
ences, contains  less  than  100,  but  will,  nevertheless,  we  believe,  in- 
clude an  exhaustive  exhibition  of  the  best  thought  of  all  sides  of  the 
subject.  This  "select  list  of  publications  relating  to  public  owner- 
ship and  operation  and  private  ownership  and  operation  of  public 
utilities"  will  be  printed  as  an  appendix  to  this  report. 

AATe  have  stated  that  we  conceive  it  one  of  the  functions  of  this 
committee  that  it  should  undertake  to  state  along  what  lines  further 
investigations  and  studies  should  be  made.  Our  thought  is  that  the 
committee,  if  ii  is  made  permanent  by  the  national  association,  should 
begin  its  study  with  the  basic  principles  involved  rather  than  with  a 
few  of  the  thousand  aspects  <>f  the  question.  It  should  give  a  resume 
of  the  best  and  latest  thought  on  these  basic  principles  and  should 
marshal  the  important  underlying  facts  which  are  often  omitted  in 
both  the  pro  and  anti  public  ownership  camps.  Comparative  statis- 
tics and  critical  analysis  of  the  merits  and  demerits  of  public  as  com- 
pared with  private  ownership  and  operation  would,  we  are  convinced. 
be  of  no  real  and  permanent  value  until  the  fundamentals  are  thor- 
oughly understood. 

Our  ideas  are  that  a  permanent  committee  should  organize  itself 
for  a  division  of  the  work,  and  we  suggest  to  the  national  association 
an  outline  of  study  along  these  lines : 

I.  Fundamental,  economic,  and  political  aspects  of  public  utility  service. 

(a)  Under  private  ownership  and  operation. 

(b)  Under  public  ownership  and  operation. 

II.  The  public  utility  problem  abroad. 

III.  The  public  utility  problem  in  the  United  States  ;is  distinguished  from  the 
problem  abroad. 

TV.   Public  utility  development  in  the  United  States. 

(a)   Privately  owned   public  utilities — unregulated. 
(M   Privately  owned  public  utilities — regulated. 

(c)  Publicly  owned  public  utilities. 

('/)    Publicly  owned  and  operated  public  utilities. 

V.  Various  forms  of  and  distinction  between  private  and  public  ownership  and 
private  and  public  operation. 

VI.  Municipal,  district.  State,  and  National  ownership  and  operation  of  various 
classes  of  public  utilities. 

VII.  Fundamental  economic  considerations  with  reference  to  various  classes  of 
public  utilities. 

(a)  Transportation  utilities    (steam  and  electric  street  railroads,  vessels, 

jitneys,  etc.,  with  special  reference  to  interstate  railroads). 

(b)  Communication  utilities    (telephone,  telegraph,  wireless,  etc.). 

(c)  Water  utilities  (domestic  supply,  irrigation  supply,  etc.). 
Irf)   Power  utilities   (motor,  steam,  gas.  electricity,  etc.). 

(e)  Light  and  heat  utilities  (electricty,  gas,  oil.  etc.). 
(/)   Other  utilities  (warehouses,  wharves,  etc.). 
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VIII.  Comparative  results  of  private  and   public  ownership  and  operation — 
National,  State,  district,  municipal,  and  distinction  between  various  classes 

Of  utilities. 

IX.  Acute  present-day  public  utility  and  regulatory  problems. 
(a)  Cost. 

(6)   Value. 

(c)  Capitalization. 

(ii)    Service. 

{(')    Rates. 

(/)   Risk. 

(//)    Profit. 

i//)   Employees  and  wages. 

(  i  I    Future  development. 

It  is  iii  connection  with  Divisions  VIII  and  TV  thai  the  controversy 
is  bitter  between  advocates  and  opponents  of  public  ownership,  and 
we  believe  that  much  of  the  confusion  and  the  apparent  discrepancy 
of  results  reached  from  the  same  data  will  be  avoided  if  the  study  is 
formulated  along  the  lines  here  given  and  if  the  standards  by  which 
the  desirability  or  the  undesirability  of  public  ownership  is  to  be 
measured  are  clearly  understood. 

How  futile  is  a  mere  use  of  statistics  in  different  hands  became 
clear  to  ns  from  our  study  of  a  discussion  which  was  carried  on  in 
the  columns  of  the  Railway  Age  Gazette  from  July  to  December. 
1916.  Mr.  S.  ().  Dunn,  editor  of  this  publication,  who  has  written 
several  books  on  the  subject  of  railway  transportation,  in  an  article 
in  the  Railway  Age  Gazette  in  July  of  last  year,  stated  that  the 
Government-owned  lines  of  Canada  were  a  failure.  He  used  statis- 
tics of  the  Inter-Colonial  and  other  Canadian  railway-  and  went  into 
the  subject  exhaustively.  Later  he  was  answered  by  Mr.  J.  L.  Paine, 
comptroller  of  statistics,  department  of  railways  and  canals,  of 
Canada,  who  claims  to  be  neutral  on  the  subject  of  government 
ownership  by  virtue  of  his  official  position,  and  the  results  found  by 
Mr.  Dunn  were  questioned.  The  discussion  was  continued  for 
about  six  months,  and  was  carried  on  an  exceedingly  high  plane. 
Both  Mr.  Dunn  and  Mr.  Paine  gave  each  other  credit  for  studying 
the  available  statistics  thoroughly,  but  they  did  not  agree,  and  the 
articles  finally  closed  without  their  being  in  agreement  as  to  what 
the  statistics  meant.  One  of  Mr.  Paine's  arguments  was  that  a 
financial  or  statistical  analysis  should  not  lead  to  the  conclusion  that 
the  railways  of  Canada  were  not  a  success  because  they  were  built 
for  political  rather  than  economic  reasons.  But  even  eliminating  this 
portion  of  the  discussion,  the  fact  remains  that  the  question  as  to 
whether  or  not  the  Government-owned  railroads  of  Canada  are  oper- 
ated as  efficiently  and  as  free  from  undue  outside  influence  as  the 
privately  owned  railroad-  is  as  far  from  settlement  as  it  was  before 
any  of  these  articles  were  written. 

We  are  citing  this  instance  in  support  of  our  conviction  that,  with- 
out agreement  as  to  the  fundamental  relations  between  the  public 
utilities  and  the  people  the  available  public  utility  statistics  of  the 
world  can  not  answer  the  question  whether  government  ownership  is 
or  is  not  successful. 

The  committee  should  first  formulate  the  standards  by  which,  in 
its  opinion,  success  or  failure  of  public  ownership  and  operation  is 
to  be  measured.  One  who  thinks  the  function  of  government  is  to 
do  all  things  which  it  is  possible  for  a  government  to  do.  would  have 
an  entirelv  different  set  of  standards  from  one  who  felt  that  govern- 


1466  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

ment  should  infringe  as  little  as  possible  on  the  liberty  and  freedom 
of  action  of  the  individual  and  should  do  only  those  things  which 
individuals,  or  individuals  acting  collectively  as  corporations,  are 
unable  to  do. 

Because  Germany  operates  its  railroads  to  the  satisfaction  of  the 
German  people,  it  need  not  necessarily  follow  that  the  Government 
of  the  United  States  could  also  in  the  long  run  better  satisfy  its 
people  by  operating  the  railroads  in  the  United  States.  The  German 
railways  were  built  and  operated  with  their  use  in  war  always  in 
view.  Italy  and  Switzerland  took  over  their  railroads  because  their 
own  capitalists  were  unable  or  unwilling  to  continue  to  finance  them, 
and  the  Governments  of  these  countries  considered  it  undesirable  to 
have  the  instruments  of  transportation  under  the  control  of  foreign 
capital.  The  Government  lines  of  Canada  were  built  to  bring  the 
Provinces  of  the  Dominion  in  closer  contact  with  each  other,  and 
although,  as  a  whole,  they  are  undeniably  a  financial  failure  from 
the  point  of  view  of  private  gain,  they  must  be  considered  as  success- 
ful if  they  serve  the  purpose  for  which  they  were  built.  The  common 
argument  that  because  they  fail  to  pay  their  own  way  and  are  a 
financial  burden  to  the  State  they  make  an  excellent  illustration  of 
the  failure  of  government  ownership  is  manifestly  unsound.  The 
railways  of  Germany.  Italy.  Switzerland,  or  France  can  not  on  the 
basis  of  gross  or  net  earning  statistics  be  used  as  an  example  either 
one  way  or  another,  simply  because  conditions  in  these  countries  are 
not  the  same  as  in  the  United  States.  We  have  no  faith  in  analyses 
and  comparisons  of  statistics  alone. 

Even  if  the  inquiry  were  narrowed  down  to  a  consideration  of 
public  service  performed  by  the  government-owned  railroads,  as 
against  those  owned  privately,  that  is  to  say,  the  service  and  rates 
alone,  without  examining  the  relationship  which  the  railroads  bear 
to  the  government,  no  comparisons  would  be  possible.  The  operating 
conditions  are  the  same  in  no  two  countries,  and  the  service  in  each 
country  is  dissimilar  to  that  in  every  other  country.  Before  a  com- 
parison can  be  made,  even  of  rates,  the  frequency  of  service,  its  con- 
venience, its  extent,  and  all  that  it  includes,  must  be  known.  Rates 
on  any  one  commodity  or  any  class  of  commodities  can  not  be  com- 
pared, because  one  class  of  rates  in  one  country  may  be  made  low 
or  high,  when  in  another  country  the  governing  conditions  are  re- 
versed. Rates  as  a  whole  can  not  be  compared  on  any  rational  basis, 
as,  for  instance,  the  cost  per  ton-mile,  unless  the  tonnage  in  each 
separate  class  of  commodity  is  also  considered.  The  railroads  in  one 
country  may  secure  their  returns  on  a  small  profit  from  a  bulky 
commodity  like  coal,  while  in  another  they  may  carry  bulky  freight 
almost  without  profit  and  secure  their  returns  from  the  higher  class 
commodities.  Then,  again,  freight  rates  include  in  some  countries 
much  more  service  than  they  do  in  others;  in  England  they  include 
drayage  similar  to  our  express  service  on  certain  commodities.  In 
the  United  States  they  include  the  use  of  cars  for  storage  purposes 
for  given  periods;  they  include  a  certain  liability  for  the  safe  de- 
livery of  freight,  similar  to  insurance,  and  in  many  other  ways 
perform  services  which  may  or  may  not  enter  into  the  consideration 
of  the  rate  in  other  countries.  Similar  differences  in  passenger 
service  make  it  impossible  to  compare  passenger  rates  in  any  two 
countries.    In  this  country,  it  is  well  known,  passenger  rates  are  not 
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large  enough  to  sustain  the  passenger  service;  and  this  makes  an 
additional  reason  why  raic  comparisons  are  to  no  purpose  when  made 
between  other  railroads  and  our  own. 

Again,  if  Government  railroads  arc  operated  at  a  loss  it  is  neces- 
sary to  find  how  the  deficit  is  made  up  and  by  whom  it  is  home: 
and  before  comparisons  are  available  it  should,  when  discovered, 
be  allocated  to  the  various  rate-,  after  they  have  been  modified  by 
the  other  factors.  Obviously,  if  the  railroads  of  one  country  pay 
taxes  to  the  government  and  in  another  country  the  people  are 
taxed  to  support  the  railroads,  the  statistics  affecting  the  railroad- 
alone  are  worthless  for  comparative  purposes.  The  disposition  of 
the  taxes  must  be  examined,  both  those  which  are  received  from  the 
railroads,  in  the  first  case,  and  those  which  help  to  support  the  rail- 
roads, in  the  second,  so  that  finally  the  figures  used  for  comparison 
can  be  reduced,  first  to  terms  of  money  and  then  to  hours  of  labor. 
It  can  then  be  shown  that  men  working  under  the  same  conditions 
in  different  countries  are  obliged  to  spend  a  certain  number  of  hours 
a  year  to  support  the  railroads. 

This  would  be  a  comparison  of  real  value,  although  objections 
could  be  made  to  it  aside  from  the  magnitude  of  the  work  involved. 
For  instance,  the  men  of  different  countries  do  not  work  under 
similar  conditions,  and  if  an  attempt  were  made  to  consider  compara- 
tively similar  conditions  it  could  be  said  that  the  natural  advantages 
or  disadvantages  of  one  country,  as  the  distance  of  the  coal  mines 
from  the  points  of  consumption,  the  climate,  the  fertility  of  the  soil. 
etc..  modify  the  cost  of  railroad  service  as  directly  as  they  do  the 
other  conditions  under  which  the  inhabitants  of  a  country  live. 

We  believe  that  in  the  United  States  the  final  decision  on  the  rail- 
road public  ownership  argument  will  be  made  by  the  people  not  on 
any  conclusion  arrived  from  considerations  of  gross  earnings  or  net 
earnings.  The  Nation's  policy  must  rest  on  much  more  important 
fundamentals. 

We  are  not  now  developing  our  railway-  system  to  the  best  advan- 
tage of  the  Nation.  The  solution  of  our  terminal  problem  waits, 
and  not  even  the  necessary  rolling  stock  is  now  being  provided. 
There  is  no  doubt  that  additional  billions  of  capital  is  necessary  ;  and 
since  regulation  can  not  permit  the  raise  of  railroad  rates  to  a  point 
where  the  necessary  capital  will  be  provided  from  net  earnings,  the 
necessary  funds  must  come  from  investors  or  from  the  Government. 

One  of  the  most  important  questions  this  association  will  have  to 
study  is  whether  or  not  the  Government  can  better  provide  this  new 
capital  than  can  private  enterprise. 

Properly  planned  future  railway  expansion  can  only  come  about 
through  Government  direction.  Is  there  any  reason  to  fear  that 
under  Government  ownership  the  national  debt  might  rise  too  high? 
Would  that  debt,  if  offset  by  equivalent  productive  values,  be  an 
a^set  or  a  liability?  What  will  be  the  essential  difference,  as  far  as 
the  people  are  concerned,  between  fair  profits  and  consequently  high 
rates  being  paid  to  private  owners  and  equally  high  rates  being  paid 
to  the  Government? 

What  is  the  correct  answer  to  the  charge  that  Government  opera- 
tion is  more  wasteful  than  private  operation:  and  if  the  charge  is 
true,  will  it  be  a  fact  that  the  increased  cost  of  operation  under 
Government  control  will  eat  up  what  is  saved  through  the  people's 
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ability  to  borrow  capital  at  a  lower  rate?  These  questions  require 
fair  answers. 

And  then  there  must  be  considered  the  vital  problem  of  labor  and 
wages  under  Government  ownership  and  operation.  On  this  last 
question  we  realize  that  there  is  even  now  no  alternative  and  that 
the  time  is  here  when  the  Government  must  assume  a  large  share 
of  the  responsibility  for  wage  fixing  in  regulated  utilities. 

While  this  report  is  being  written  there  appears  in  the  press  an 
interview  of  President  Ripley,  of  the  Atchison,  Topeka  &  Santa  Fe, 
and  a  quotation  from  this  interview  will  be  a  fitting  conclusion. 

Mr.  Ripley  stated : 

I  have  never  ceased  to  believe  thai  Governmenl  ownership  of  the  railroads 
is  net  merely  a  possibility  but  a  high  probability.  The  way  matters  are  going 
the  Governmenl  must  step  in  ami  take  charge,  unless  meanwhile  some  other 
means  of  savin?  the  railroads  is  found. 

CONCLUSION    AND   RECOMMENDATION. 

We  have  already  expressed  our  conclusion  that  the  trend  of  our 
times  unmistakably  is  in  the  direction  of  complete  public  control  and 
of  ownership  and  operation  of  public  utilities,  especially  of  the 
means  of  communication  such  as  railroad,  telephone,  and  telegraph. 
We  believe  that  one  of  the  urgent  duties  of  the  National  Associa- 
tion of  Railway  Commissioners  is  a  continued  careful  study  of  this 
problem. 

We  have  only  one  recommendation  to  make  at  this  time,  namely, 
thai  the  national  association  appoint  a  permanent  committee  to 
deal  with  this  question;  to  represent  the  association,  if  necessary, 
before  governmental  or  other  bodies,  if  prior  to  the  end  of  the  coming 
year  important  action  should  be  taken  by  the  Government  in  this 
direction,  and  to  make  a  report  to  the  national  association  at  its  next 
meeting. 

Edwin   O.  Edgerton, 

Chairman. 
John  Guiher, 
Shelby  Taylor. 

X.  B. — Authorization  to  sign  names  of  other  committeemen  had 
not  been  received  when  this  report  went  to  press. 

AFTER  RECESS. 

(The  hearings  were  resumed  at  2.30  o'clock  p.  m.,  pursuant  to  the 
taking  of  recess.) 

The  Vice  Chairman.  The  committee  will  come  to  order.  Is  Chair- 
man Jor.es.  of  the  Arizona  Corporation  Commission,  present? 

Mr.  Jones.  Yes,  sir. 

The  Vice  Chairman.  Take  the  stand,  please,  and  give  the  stenog- 
rapher your  address  and  official  title. 

STATEMENT  OF  F.  A.  JONES,  CHAIRMAN  ARIZONA  CORPORATION 

COMMISSION. 

Mr.  Jones.  My  name  is  F.  A.  Jones,  and  I  am  chairman  of  the 
Corporation  Commission  of  Arizona ;  my  residence  is  Phoenix. 

The  Vice  Chairman.  Very  well,  make  such  statement  as  you  desire. 
sir.  in  vour  own  wav. 
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Mr.  Jones.  Gentlemen,  I  am  here  somewhat  in  response  to  a  sug- 
gestion from  Senator  Bristow,  of  Kansas,  received  just  before  !  left. 
I  think  possibly  the  suggestion  was  due  to  the  fact  that  I  have  been 
chairman  of  an  Association  of  Intermountain  Slates,  organized 
eral  years  ago  for  the  purpose,  particularly,  of  following  up  the 
fourth  section  matter  as  related  to  the  intermountain  country.  Since 
coming  here  and  hearing  Mr.  Thelen's  statement — having  read  care- 
fully his  statement  made  in  Washington  I  feel  that  I  might  shorten 
my  testimony  or  statement  by  indorsing  his  in  toto. 

As  I  read  Mr.  Thelen's  statement  made  in  Washington,  it  showed 
a  great  deal  of  study  and  thought,  and  was  not  only  fair  but  very 
comprehensive  and  complete.  There  are  some  features  of  the  prob- 
lems under  consideration  which  confront  the  country  which  I  do  no! 
think  he  discussed.  One  of  them  is  what  we  now  term  the  intermoun- 
tain-rate  situation.  My  statement  is  based  upon  about  30  years* 
experience,  gained  largely  in  being  connected  with  transportation 
lines  in  a  traffic  capacity,  for  the  last  HI  years  equally  divided  as 
State  commissioner  and  as  representative  of  commercial  organiza- 
tions seeking  to  bring  about  a  readjustment  of  (he  situation  that  ecu 
fronted  them  in  the  intermountain  district  in  relation  to  the  fourth 
section. 

Senator  Cummins.  Will  you  make  that  a  little  more  definite?  I 
suppose  we  all  understand  that,  but  the  record  might  be  made  a 
little  clearer  if  you  would  state  what  the  fourth  section  is.  You  mean 
the  fourth  section  of  the  interstate-commerce  law.  which  relates  to 
the  long  and  short  haul  rates? 

Mr.  Jones.  Yes.  sir;  I  first  became  intimately  connected  with  those 
problems  10  years  ago,  when  in  a  measure  Spokane  and  Nevada. 
and  Arizona  had  filed  complaints  attacking  the  intermediate  rate 
situation.  Ten  years  have  elapsed  and  we  have  had  no  definite 
decision.  Orders  have  been  entered  and  suspended,  and  we  are 
to-day  practically  where  we  were  10  years  ago  in  so  far  as  the  rate 
situation  is  concerned.  I  am  not  saying  that  in  a  spirit  of  criticism 
against  the  Interstate  Commerce  Commission,  but  merely  stating  it 
as  a  fact. 

In  those  days,  when  that  case  was  first  presented  to  the  Inter- 
state Commerce  Commission,  every  rate  through  our  section  in  Ari- 
zona was  higher  by  the  addition  of  the  local  rate  from  the  nearest 
terminal  point  back  to  the  point,  resulting  in  our  rates  being  in  some 
instances  300  per  cent  higher  for  a  500-mile  shorter  haul  than  to 
the  terminal  points.  In  the  first  presentation  of  that  case  that  con- 
dition prevailed  as  to  rates  on  all  commodities,  perishable  and  non- 
perishable,  whether  subject  to  water  competition  or  not.  The  rail- 
roads in  those  days  attempted  to  defend  that  situation  just  as  vigor- 
ously as  they  are  now  defending  a  modified  system  of  higher  inter- 
mountain rates.  They  abandoned  the  proposition  that  all  commodi- 
ties should  have  that  rate,  and  through  later  adjustments  have  given 
the  intermediate  sections  rates  on  perishable  and  nonseagoing  com- 
modities as  low  and  in  some  instances  lower  than  the  terminal 
cities. 

Now.  that  brings  the  situation  up  to  a  solution  of  their  difficulties. 
We  had  hoped  that  when  Congress  amended  the  fourth  section  of 
the  act.  permitting  the  commission,  in  it-  discretion,  to  permit  car- 
riers to  charge  higher  rate.-  to  intermediate  points  than  to  terminals, 
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we  would  have  some  solution  of  that,  based  upon  that  principle 
Since  we  have  had  no  solution  and  no  decision,  we  have  almost 
come  to  the  conclusion — and  I  am  speaking  officially  for  our  com- 
mission and  the  Intermountain  States — that  the  solution  of  that 
situation  is  a  rigid  long  and  short  haul  law,  and  that  goes  to  the 
question  I  have  heard  a  member  of  this  committee  ask  as  to  the  re- 
lation of  rates  that  may  have  been  due  to  the  development  of  water 
transportation. 

The  transcontinental  carriers  have  in  the  past  controlled  the  rate 
situation  to  the  coast,  either  through  the  ownership  or  partial  owner- 
ship of  boat  lines  or  by  making  unduly  low  rates  and  driving  inde- 
pendent boat  lines  off  of  the  sea.  The  records  of  the  Interstate  Com- 
merce Commission  are  complete  in  that  respect,  so  that  it  seems  to 
me  that  if  the  country  wants  to  see  water  transportation  developed 
that  an  application  of  the  long-and-short-haul  principle  would  go 
far  in  that  direction. 

Now,  if  I  may,  I  want  to  be  permitted  to  say  a  few  words  with 
respect  to  the  State  and  interstate  regulation  where  it  apparently 
overlaps  and  has  been  brought  into  conflict.  I  am  somewhat  familiar 
with  the  Shreveport  case — thai  is.  my  familiarity  goes  through  a 
careful  reading  of  the  opinion  of  the  commission  and  of  the  court 
in  that  case — and  that  has  always  appeared  to  me  to  be  a  case  de- 
serving the  consideration  of  the  Interstate  Commerce  Commission, 
but  growing  out  of  that  there  has  been  brought  about  by,  I  might 
say,  the  collusion  of  the  carriers  a  condition  where  State  rates  have 
been  adopted  unfairly  and  unjustly,  and  the  records  of  the  Inter- 
state Commerce  Commission  will  likewise  bear  that  out. 

I  am  in  favor  of  State  regulation,  but  my  mind  is  open  on  that  sub- 
ject. It  seems  to  me,  gentlemen,  that  it  would  be  a  physical  impossi- 
bility for  a  Federal  commission  to  do  what  the  State  commissions  are 
now  doing.  Ninety  per  cent  of  our  work,  I  think,  is  what  we  term 
informal,  where  a  shipper  or  cowman  or  farmer  or  merchant  comes  to 
us  informally  and  explains  a  condition  where  he  would  be  entirely 
unable  to  present  his  case  to  the  Federal  Government  on  nccount  of 
the  expense  and  lack  of  knowledge  of  procedure.  Those  are  disposed 
of,  and  usually  we  find  no  opposition  on  the  part  of  the  carriers  to 
meet  us  and  dispose  of  them  informally.  My  statement  that  the  In- 
terstate Commerce  Commission  could  not  well  handle  that  work  is 
based  on  an  experience  I  had  in  Arizona  in  handling  the  traffic  of  a 
commercial  organization  under  Territorial  days.  While  we  were  a 
Territory  our  intraterritorial  affairs  were  handled  subject  to  the  Inter- 
state Commerce  Commission,  as  you  know.  In  1910  an  association 
complained  of  certain  local  rates,  and  our  case  was  presented,  and  we 
believed  the  case  was  made.  Up  to  this  day  there  lias  been  no  decision 
rendered  upon  that  case.  Why  it  has  not  been  rendered  we  have  not 
been  informed,  but  the  facts  are  there.  Of  course,  the  case  is  unre- 
ported, but  these  cases  can  be  identified  on  the  records  of  the  commis- 
sion. The  case  was  continued  along  in  a  way  until  Commissioner 
Lane  got  on  the  commission,  and  I  personally  took  the  matter  up 
with  him,  and  at  that  time,  after  five  years,  it  appeared  we  were  going 
to  be  a  State  pretty  soon,  and  Commissioner  Lane  said :  "  With  those 
local  matters  out  there  your  State  can  better  deal  with  them,  and  I 
think  we  had  better  pass  the  matter  up  until  your  State  commission  is 
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organized   and  gets   into   the  rases."     The   matter  was   left    in   thai 
shape. 

I  have  just  been  advised  that  Judge  Bartine,  of  the  Nevada  com- 
mission, will  he  here  .Monday,  and  I  am  going  to  assume  that  before 
your  hearings  are  closed  you  will  have  a  very  t'uil  exposition  of  the 
long-and-short-hau]  situation  as  related  to  the  Entermountain  Si;, 
There  are  representatives  here  from  Utah,  and  I  think  Utah  repre- 
sents Idaho,  and  I  will  not  dwell  upon  that  subject.  I  think  Judge 
Bartine  is  probably  more  able  to  present  it  than  I  am. 

I  do  not  think  of  anything  else  that  1  care  to  present,  gentlemen. 

Mr.  Esch.  Under  the  original  fourth  section,  prior  to  the  amend- 
ment^ 1910.  the  Language  inserted  in  that  section  was  "Under  sub- 
stantially similar  circumstances  and  conditions. "  Those  words  were 
omitted  in  the  amendment  of  1910. 

Mr.  Jones.   Yes.  sir. 

Air.  Esch.  In  your  opinion,  was  that  amendment  wise  or  unwise? 

Mr.  Jones.  In  my  opinion  that  amendment  was  wise,  because  the 
construction  the  courts  have  placed  upon  "Under  similar  circum- 
stances and  conditions"  was  so  broad  that  there  could  be  no  similar 
circumstance-,  and  conditions. 

Mr.  Esch.  In  other  words,  through  the  courts  the  fourth  section 
was  rendered  nugatory? 

Mr.  Jones.  Yes,  sir;  absolutely. 

Mr.  Esch.  So  Congress  eliminated  those  words  in  the  amendment 
of  1910  in  order  to  give  vitality  to  the  section.  Do  you  concede  the 
justice  of  the  commission  permitting  lower  rates — transcontinental 
rates — to  your  Pacific  seaboard  than  to  the  intermountain  section  I 

Mr.  Jones.  I  think  under  present  conditions  that  it  is  entirely 
unjustified. 

Mr.  Esch.  Xow.  why?     Go  into  that. 

Mr.  Jones.  In  the  first  place,  the  railroads  can  not  now  take  care 
of  the  business  offered  them,  and  in  that  connection,  if  I  ma}'  be  per- 
mitted  

Mr.  Esch.  Of  course,  I  do  not  want  you  to  consider  this  wholly 
under  war  conditions,  you  understand.  Under  present  conditions  the 
roads  are  congested,  it  is  true,  but  suppose  there  were  no  war  condi- 
tions.    What  would  be  your  view  ? 

Mr.  Jones.  My  view  is  that  the  fourth  section  could  well  be  rigid 
with  respect  to  the  intermountain  traffic.  Take  a  representative 
point,  if  you  please,  in  the  intermountain  district.  Take  Reno,  Nev., 
or  Salt  Lake  City,  farther  east,  or  Phoenix,  and  consider  that  the 
haulage  from  that  point  to  the  terminals  is  over  mountains  and 
deserts  and  ranges  from  500  to  1,000  miles,  it  is  my  idea  that  any 
rate  that  would  he  compensatory  to  the  terminal,  it  would  appear  to 
anyone  would  be  amply  compensatory  to  the  intermediate  point. 
Xow.  there  may  be  conditions  arise  where  the  abrogation  of  the 
fourth  section,  or  a  modification  of  that,  would  be  justified.  That 
would  be  possible  where  two  lines  or  carriers  serve  the  same  point, 
one  having  a  circuitous  line  and  the  other  a  direct  line-  and  the 
circuitous  line  wanting  to  participate  in  that  traffic.  That  presents 
to  my  mind  a  different  situation. 

Mr.  Esch.  How  tense  is  the  competition  just  now? 

117900— 19— yot,  3 S 
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Mr.  Jones.  The  commission  found,  and  the  facts  are,  that  there  is 
no  water  competition  now.  There  has  not  been  any  water  competi- 
tion for  possibly  two  years,  and  the  testimony  of  the  larger  water 
carriers  was  in  substance  to  the  effect  that  when  it  was  it  was  their 
experience  that  they  then  had,  notwithstanding  the  carriage  through 
the  canal,  that  the  railroads  would  probably  never  have  been  con- 
fronted with  the  low  scale  of  rates  they  first  made.  It  seems  to  me 
that  the  railroads  are  placing  themselves  unnecessarily  in  a  very  in- 
consistent position — the  transcontinental  carriers — when  they  go  to 
the  Federal  commission  or  State  commissions  and  ask  for  increased 
revenue  to-day  and  for  two  years  they  have  been  sacrificing  millions 
of  dollars  of  revenue  on  intermountain  and  terminal  rates  that  they 
claim  are  subnormal,  unreasonably  low,  for  no  good  reason  that  has 
ever  been  stated.  There  is  a  big  slack  there  that  can  be  taken  up  in 
the  way  of  revenue,  and  discriminatory  rates,  being  perpetuated 
against  the  interior  could  be  eliminated  to  the  great  advantage  of  the 
interior. 

Mr.  Esch.  Is  the  Pacific  Mail  entirely  separated  from  the  South- 
ern Pacific  \ 

Mr.  Jones,  I  understand  it  is. 

Mr.  Esch.  Of  course,  a  great  deal  of  the  Pacific  shipping  has  been 
sent  to  the  Atlantic,  and  that  has  led  to  a  suspension  of  the  competi- 
tion between  the  Panama  Canal  and  the  transcontinental  lines.  That 
may  be  a  temporary  condition  due  to  the  war.  We  have  to  look  at 
the  matter  not  only  during  war  conditions  but  in  time  of  peace. 

Mr.  Jones.  I  understand,  and,  of  course,  my  statement  takes  into 
consideration  the  fact  that  the  conditions  are  not  normal.  All  the 
large  water  carriers  have  abandoned  the  canal.  There  is  no  regular 
service  through  the  canal.  The  American-Hawaiian  Lines  took  their 
>Lips  out  of  the  service  and  paid  the  transcontinental  carriers  a 
premium  for  hauling  sugar  that  they  had  contracted  to  haul  through 
the  canal  and  still  claimed  they  were  making  money  in  the  trans- 
action. 

Mr.  Esch.  Does  the  Tehauntepec  route  still  serve  as  a  competitor 
with  the  transcontinental  lines? 

Mr.  Jones.  Xo  :  it  is  not  an  active  competitor.  The  regular  service 
is  through  the  canal.  As  far  as  I  know,  I  do  not  believe  the  Tehaun- 
tepec route  has  been  in  effect  since  the  opening  of  the  canal. 

Mr.  Sims.  I  would  like  to  ask  you  what  is  the  basis  of  the  charge — 
you  can  name  any  place.     You  are  from  Arizona? 

Mr.  Jones.  Yes,  sir. 

Mr.  Sims.  I  came  through  Arizona  partly  in  the  daytime  and 
partly  at  night.  I  do  not  know  what  particular  place  to  name. 
What  particular  place  is  on  the  Southern  Pacific  between  here  and 
Arizona  ? 

Mr.  Jones.  The  Southern  Pacific  traverses  the  State  in  the  south- 
ern part. 

Mr.  Sims.  Just  name  some  city  on  that  line. 

Mr.  Jones.  Tucson. 
.  Mr.  Sims.  You  are  from  Arizona  ? 

Mr.  Jones.  Phoenix,  Ariz. 

Mr.  Sims.  Phoenix,  Ariz.? 

Mr.  Jones.  Yes.  sir. 
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Mr.  Sims.  Suppose  (here  is  a  shipment  coining  from,  say.  Atlanta, 
(Ja..  or  Savannah,  Ga. — that  is  on  the  ocean — say,  Savannah  coming 
to  Tucson.  Is  it  a  i'aei  that  the  rate  charged  is  the  ocean  rate  from 
Savannah  to — what  is  the  ocean  port  of  the  Southern  Pacific  here? 

Mr.  Jones.  San  Pedro,  or  Los  Angeles  Harbor. 

Mr.  Si  us.  Do  they  charge  a  rate  from  Atlanta  to  Tucson  equal  to 
the  water  rate  to  Los  Angeles  plus  the  railroad  rate  from  Los  Angeles 
to  Tucson?     How  do  they  adjust  those  charges? 

.Mr.  Jones.  The  rate  from  Savannah  to  Los  Angeles  is  a  fixed  rate, 
made  by  conference  and  practically  agreement  of  the  transcontinental 
carriers,  and  presumably  made  when  water  competition  was  a  factor, 
and  as  high  as  it  could  he  made  and  yet  what  the  carriers  believed 
was  a  fail-  part  of  the  traffic.  There  was  no  real  basis,  if  that  was 
your  question — no  combination  of  rates.  The  rail  lines  had  hereto- 
fore really  set  the  pace  in  rate  making  even  for  the  water  lines. 

Mr.  Sims.  Then  the  rate  was  not  the  water  rate  to  the  nearest 
point  on  the  railroad  plus  the  local  from  there  to  Tucson  ? 

Mr.  Jones.  Yes;  I  understand  your  question  now.  That  was  the 
basis  of  rates  into  all  Arizona  points  prior  to  about  three  years  ago, 
when,  under  the  suggestion  of  the  commission,  a  modification  of  that 
was  made  and  to  points  as  far  east  from  tidewater  as,  say,  500  miles, 
the  rates  might  be  and  frequently  were  somewhat  less  than  the  com- 
bination. For  illustration,  take  a  75-cent  rate  on  steel  or  iron  from 
Birmingham  to  Los  Angeles — the  rate  to  an  intermediate  point  would 
lie  75  cents  plus  the  local  rate,  as  you  moved  east,  up  to  a  point  where 
it  might  meet  a  direct  rate  made  with  some  respect  to,  we  might  say, 
its  reasonableness. 

Mr.  Sims.  Take  New  York ;  that  is  on  the  Atlantic  Ocean.  Now, 
then,  the  water  rate  from  New  York  to  San  Francisco — the  all-water 
rate  through  the  canal — would  be  anything  you  want  to  make  it — 
say,  $10  a  ton  for  some  kinds  of  freight — and  from  San  Francisco 
east  on  a  direct  line  (on  the  railroad  line  that  would  probably  take 
it.  if  it  came  all  rail)  to  a  point,  say,  500  miles  east  of  San  Fran- 
cisco; would  the  rate  to  this  interior  point  be  the  water  rate  plus 
the  local  rate  from  San  Francisco  to  this  interior  point.  The  freight 
going,  though,  by  rail  from  New  York  to  within  500  miles  of  the 
coast  \ 

Mr.  Jones.  Up  to  two  or  three  years  ago  when  the  Interstate 
Commerce  Commission,  through  a  decision  of  Commissioner  Lane, 
condemned  that  in  measured  terms — that  was  the  basi-. 

Mr.  Sims.  What  is  the  basis  now  ? 

Mr.  Jones.  I  will  try  to  illustrate  it  and  make  it  clear.  The  rate, 
say.  to  Phoenix,  on  a  commodity  will  lie  $1,  which  was  made  because, 
in  the  opinion  of  the  railroads,  it  was  a  reasonable  rate. 

Mr.  Sims.  From  some  fixed  point. 

Mr.  Jones.  From  some  particular  point — let  that  be  from  the 
Mississippi  River — from  St.  Louis.  They  would  make  a  rate  of  75 
cents  to  Los  Angeles,  a  farther  distance,  which  would  be  25  cents 
less  on  the  ground  that  that  rate  was  necessary  in  order  for  the 
rail  carriers  to  compete  with  the  water  carriers.  Now,  the  conditions 
to-day  are  that  that  rate  to  an  intermediate  point  up  to  the  point 
where  you  would  reach  the  dollar  rate  would  be  the  terminal  rate 
plus  7.J)  per  cent  of  the  local.  That  was  done  by  the  commission 
out  of  deference  to  an  appeal  from  places  like  San  Bernardino  and 
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points  not  far  remote  from  tidewater,  that  with  the  full  local  bank, 
they  would  be  driven  out  of  the  distributing  business,  and  that  dif- 
ference in  the  combination  was  given.     That  prevails  to-day. 

Mr.  Sims.  But  the  facts  are  that  the  intermediate  place  is  charged 
higher  for  freight,  although  much  nearer  the  starting  point  of  the 
shipment,  than  the  point  having  water  competition? 

Mr.  Jones.  That  is  true. 

Mr.  Sims.  That  is  the  general  rule,  is  it  not? 

Mr.  Joxes.  That  is  the  general  rule ;  yes.  sir. 

Mr.  Sims.  Can  you  give  me  any  idea  as  to  how  that  charge  is 
made  up?  What  principle  controls  that — what  measure  of  deter- 
mining that  or  means  of  determining  that  are  employed?  How  do 
they  arrive  at  how  much  they  shall  charge? 

Mr.  Jones.  There  is  no  rule  or  principle  that  I  could  explain.  It 
is  just  the  result  of  probably  what  the  railroads  would  say  was  the 
best  judgment  of  their  traffic  officials. 

Mr.  Sims.  The  railroad,  then,  does  charge  more  to  a  nearer  point 
than  to  a  farther  one  if  the  farther  one  has  water  competition? 

Mr.  Jones.  Yes,  sir. 

Mr.  Sims.  But  it  does  not  always  charge  as  much  more  as  the  full 
charge  to  the  water  point  and  then  the  local  from  there  back  to  the 
destination  of  the  freight  as  originally  billed? 

Mr.  Joxes.  Not  at  this  time. 

Mr.  Sims.  Not  at  this  time  ? 

Mr.  Jones.  Not  at  this  time. 

Mr.  Sims.  It  is  simply  an  arbitrary  method  of  ascertaining  what 
the  rates  shall  be? 

Mr.  Jones.  To  a  very  great  extent.  The  making  of  freight  rates 
in  their  entirety  is  an  arbitrary  matter,  to  a  very  great  extent. 

Mr.  Sims.  Is  it  based  on  the  idea  that  the  rate  they  do  make  is  a 
reasonable  one  from  the  point  of  shipment  to  the  point  of  destina- 
tion ? 

Mr.  Jones.  It  would  be  defended  if  attacked  by  the  railroads  as 
being  reasonable. 

Mr.  Sims.  Per  se? 

Mr.  Jones.  Yes,  sir. 

Mr.  Sims.  Giving  a  cheaper  rate  to  a  farther  point,  although 
going  over  the  same  line,  would  be  defended  on  the  theory  they  could 
not  compete  with  the  water  competitor  if  not  allowed  to  do  that  ? 

Mr.  Jones.  Yes,  sir. 

Mr.  Sims.  And  your  theory  is  that  this  prevents  interior  develop- 
ment ? 

Mr.  Jones.  Unquestionably.  It  is  a  discrimination.  It  is  undue 
and  unjust  discrimination  and  has  retarded  the  development  of  the 
interior. 

Mr.  Sims.  An  industry  that  might  locate  out  500  miles  from  the 
shore  will  go  to  the  shore  in  order  to  get  the  competitive  water  rates  ? 

Mr.  Jones.  They  are  practically  forced  to  the  shores. 

Mr.  Sims.  And  your  contention  is  that  that  prevents  the  develop- 
ment of  the  interior,  although  the  interior  would  enjoy  reasonable 
rates  if  there  was  no  water  competition  ? 

Mr.  Jones.  That  is  the  theory  of  the  railroads  in  defending  their 
rates,  that  the  interior  is  getting  reasonable  rates,  just  as  originally 
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they  defended  the  interior  rates  as  being  reasonable  when  they  were 
the  terminal  rate-  plus  the  full  locals  back. 

Mr.  Thom.  May  I  ask.  Judge  Sims,  thai  yon  bring  oul  this  point. 
whether  or  not  their  rates  to  the  interior  have  not  been  passed  <>n 
and  in  most  cases  fixed  by  the  Interstate  Commerce  Commission  and 
not  by  the  carriers? 

Mr.  Sims.  The  witness  can  answer  that. 

Mr.  Jones.  My  answer  would  be,  no;  that  has  not  been  done. 

.Mr.  Sims.  What  is  your  remedy  for  what  you  claim  to  be  an  unjust 
discrimination?  I  understood  you  to  say  that  we  should  abolish  or 
make  the  rates  reasonable.  You  mean  by  that  that  if  they  do  carry  to 
the  farther  point  and  charge  75  cents  they  can  not  charge  the  interior 
more  than  75  cents  for  just  a  portion  of  that  distance  \ 

Mr.  Jones.  My  theory  is  that  the  rates  should  be  graduated  from 
the  point  of  origin  to  the  points  of  destination  and  at  any  point  inter- 
mediate; where  distance  is  a  factor  have  the  rates  commensurate  with 
that  distance. 

Mr.  Sims.  You  mean  to  adopt  rigidly  the  mileage  basis  ? 

Mr.  Jones.  Yes,  sir. 

Mr.  Sims.  And  it  is  necessary  to  the  development  of  the  interior 
as  against  these  points  where  there  is  water  competition  to  maintain 
such  a  rule  of  rates? 

Mr.  Jones.  Yes,  sir.  Now.  I  go  this  much  further  in  that  respect: 
When  that  adjustment  is  made  (that  adjustment  should  be  macle,  in 
my  opinion,  and  made  at  once)  and  when  water  transportation  be- 
came a  potent  factor — and  I  have  stated  this  to  the  Interstate  Com- 
merce Commission,  that  personally  I  would  not  oppose  it — I  would 
join  with  the  railroads  in  a  readjustment  that  would  give  the  rail- 
roads a  fair  part  of  the  terminal  traffic,  if  it  could  be  done;  if  they 
could  hold  that  traffic  and  move  it  at  a  profit.  But  my  experience  in 
the  rate  situation  is  that  where  water  competition  is  met  with,  that 
there  is  always  a  differential  between  the  water  and  rail  rates.  The 
rail  service  is  more  valuable.  It  is  more  regular.  The  hazards  are 
less,  and  if  the  steamship  lines  running  through  the  canal  find  a. 
basis  of  rates  in  effect  to  the  terminal  cities,  that  they  will  only  cut 
under  those  rates  a  sufficient  amount  to  get  what  they  consider  a  fair 
share  of  the  traffic — what  might  fill  their  boats — but  in  the  past  the 
rail  carriers  have  rather  taken  the  initiative  and  maintained  rates, 
and  the  steamship  lines  have  been  obliged  to  cut  under  what  the  rail- 
roads say  are  unreasonable  rates  in  the  first  instance. 

Mr.  Sims.  Then  your  theory  is  to  adopt  rates  for  the  whole  country 
upon  a  mileage  basis  or  the  value  of  the  service  rendered  as  deter- 
mined by  the  length  of  haul? 

Mr.  Jones.  I  believe  to-day  that  is  the  solution  of  a  great  many 
discriminatory  situations,  and  would  be  beneficial  to  the  carriers. 

Mr.  Sims.  And  would  result  in  the  development  of  the  interior 
points,  which  are  now  suffering,  as  you  claim,  from  such  discrimi- 
nation? 

Mr.  Jones.  Yes.  sir:  I  think  that  would  follow,  as  a  matter  of  fact. 

Mr.  Sims.  Have  you  known  of  any  instance- of  industries  being  dis- 
mantled, so  to  speak,  and  going  to  the  water  competitive  points  after 
havinar  tried  to  survive  on  the  interior  rates? 
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Mr.  Jokes.  It  would  be  almost  foolhardy  for  anyone  to  establish 
an  industry  therein  the  first  instance,  although  we  have  had  some 
instances  of  industries  that  were  established  and  abandoned,  and  that 
was  given  as  the  cause,  that  they  could  not  compete  with  the  indus- 
tries at  the  coast.  I  think  Utah  has  cases  of  that  kind,  probably  to  a 
greater  extent  than  Arizona. 

Mr.  Sims.  Then  your  contention  would  lead  to  a  law  providing 
that  if  the  carriers  carried  traffic  to  Los  Angeles  for  a  certain  rate 
they  could  not  charge  any  more  than  a  just  proportion  of  that  rate  to 
a  point  nearer  the  shipping  point  than  Los  Angeles,  regardless  of 
what  effect  it  might  have  on  business  in  Los  Angeles? 

Mr.  Jokes.  I  think  so ;  yes,  sir.  That  is  my  position  exactly.  If 
Los  Angeles  is  getting  something  she  is  not  entitled  to.  why,  it  would 
be  her  misfortune  if  she  lost  it. 

Mr.  Sims.  She  is  entitled  to  the  water  rates,  is  she  not? 

Mr.  Jones.  She  is  entitled  to  the  water  rates,  and  when  water  com- 
petition reappears  she  can  avail  herself  of  the  water  transportation. 

Mr.  Sims.  I  am  supposing  it  is  present  for  the  sake  of  argument. 
But,  having  that  natural  advantage,  you  do  not  think  that  her  in- 
dustries should  have  an  advantage,  then,  in  competing  where  the 
railroad  is  the  only  means  of  service  with  the  interior  points,  by  giv- 
ing them  that  discrimination,  on  account  of  already  having  a  natu- 
ral advantage  in  the  way  of  water  rates  for  water  shipment? 

Mr.  Jokes.  I  do  not  think  terminal  cities  are  entitled  to  that  ad- 
vantage, and  it  i-  an  advantage. 

Mr.  Sims.  Can  you  state  in  a  general  way,  so  the  people  who  will 
read  this  record  can  understand  it.  the  reasons  for  your  contention? 
You  say  you  do  not  think  so.  You  may  assume  we  know  your  rea- 
sons, but  we  do  not.  What  are  your  arguments  in  favor  of  your 
position  as  to  what  effect  it  has  on  the  interior  country  and  what 
advantage  it  gives  to  the  water  competing  points,  etc.?  Explain  it 
just  as  though  it  was  a  new  proposition  and  none  of  us  knew  any- 
thing about  it. 

Mr.  Jokes.  I  have  tried  to  make  it  clear  that  in  the  past,  even 
where  there  was  no  water  competition,  where  the  carriers  by  water 
were  owned  by  the  rail  lines,  this  rate  situation  still  prevailed.  It 
is  a  matter  of  record  and  a  matter  of  history  in  this  State  that  the 
merchants  at  one  time  attempted  to  free  themselves  from  that  condi- 
tion, from  the  condition  of  rail  ownership  of  steamship  lines,  through 
the  institution  of  a  line  of  sailing  ships,  and  the  rates  were  made  so 
low  by  the  carriers  that  they  drove  those  ships  off  the  sea.  It  does 
not  seem  to  me  to  be  a  healthy  condition  when  carriers,  either  by  law 
or  by  an  order  of  the  Interstate  Commerce  Commission,  are  per- 
mitted to  continue  that  practice. 

Now.  from  a  practical  standpoint — from  a  practical  rate  man's 
standpoint — I  have  had  some  experience  in  rate  making,  and  I 
would  say  that  the  time  is  most  opportune  now  for  the  railroads  to 
establish  what  they  would  feel — and  I  would  leave  it  to  their  judg- 
ment— is  a  fair  line  of  transcontinental  rates.  There  is  nothing  in- 
tervening to  prevent  it  in  the  way  of  competitive  conditions.  Those 
rates  should  be  graduated  back.  From  a  practical  standpoint,  when 
the  water  carriers  reappear,  they  are  going  to  makes  rates  slightly 
under  those  rail  rates,  having  in  mind  that  their  service  is  inferior, 
and  they  are  going  to  take  some  of  that  business.     If  through  their 
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own  competition  or  own  greed — if  you  will  permil  thai  word — they 
should  go  very  much  lower,  then  1  think  it  is  a  condition  that  we 
mighl  all  well  get  together  on  and  discuss  and  i  am  sure  thai  the 
Interstate  Commerce  Commission  would  be  able  to  find  some  solu- 
tion. The  carriers  in  presenting  this  matter  of  late  have  adopted 
(In-  proposition  that  they  should  be  permitted  to  participate  in  this 
competitive  business — water  competitive  business — and  if  they  can 
show  the  commission  that  the  rates  (hey  make  through  tidewater 
covers  the  out-of-pocket  cost,  or  probably  a  trifle  more — and  they 
have  attempted  to  measure  them  and  have  possibly  measured  them — 
but  if  they  are  allowed  to  carry  on  a  transcontinental  line  50  per 
cent  of  their  traffic  at  cost  and  can  make  monejr  on  other  traffic,  the 
interior  is  going  to  bear  an  undue  burden  in  giving  them  a  profit. 

Mr.  Sims.  I  have  heard  arguments  presented  in  connection  with  a 
railroad  bill,  that  trains,  having  to  run  perhaps  according  to  schedule 
time,  if  they  carried  freight  in  competition  with  water  at  the  water 
competing  point,  that  all  it  makes  on  that  is  an  increase  in  its  facili- 
ties to  serve  the  interior  points  at  a  lower  rate  than  it  could  if  it  did 
not  make  anything  on  that  water  competing  point;  in  other  words,  if 
they  did  not  carry  any  freight  against  water  competition,  even 
though  the  amount  received  might  be  small,  that  the  interior  point 
would  have  to  pay  more  for  its  freight  than  it  does  now%  because  the 
carriers  would  be  deprived  of  whatever  they  did  make  on  the  water- 
competing  business.  Have  you  considered  that  point  of  it  and  in- 
vestigated it  to  see  what  is  in  it? 

Mr.  Jones.  I  have  heard  that  argument  advanced  by  railroad 
traffic  men.    I  am  not  willing  to  subscribe  to  that  doctrine. 

Mr.  Sims.  You  do  not  accept  that? 

Mr.  Jones.  No,  sir. 

The  Vice  Chairman.  That  is  simply  nothing  more  than  the  old 
doctrine  that  it  is  better  to  work  for  nothing  than  to  do  nothing. 

Mr.  Jones.  Yes,  sir;  that  is  a  fair  illustration.  I  think,  gentle- 
men, in  that  connection,  that  the  Interstate  Commerce  Commission 
should  have  jurisdiction  over  transportation  from  one  point  in  the 
United  Slates  to  another  point  in  the  United  States  wholly  by  water. 
That  would  solve  the  situation,  in  my  opinion. 

Mr.  Sims.  Would  you  want  the  commission  to  have  the  right  to 
fix  a  maximum  water-competing  rate? 

The  Vice  Chairman.  My  committee  has  been  afraid  to  go  to  that 
extent  for  fear  they  would  raise  all  the  water  rates  to  the  level  of 
the  rail  rates.    We  thought  that  would  be  the  tendency. 

Mr.  Jones.  Of  course  if  that  would  be  attempted  the  rail  lines 
would  carry  all  the  business.  Kail  transportation  is  more  valuable 
than  water  transportation. 

The  Chairman.  Why  do  you  think  rail  transportation  is  more 
valuable  than  wTater  transportation — say,  transportation  from  New 
York  to  San  Francisco  by  water  as  compared  with  transportation 
by  rail.  Can  not  the  water  transportation  be  conducted  in  a  shorter 
time  \ 

Mr.  Jones.  As  a  rule,  the  transportation  is  conducted  in  a  shorter 
time 

The  Chairman.  Bv  water? 

Mr.  Jones.  By  rail.  I  think  when  the  American-Hawaiian  Line 
and  the  Lucken'bach  Line  had  regular  sailings,  it  was  shown  that 
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the  rail  carriers,  under  their  schedules,  would  transport  the  traffic 
in  five  days'  shorter  time  from  San  Francisco  to  New  York.  But  the 
hazards  and  insurance  features  and  loss  and  damage  and  a  great 
many  other  things  enter  into  it  and  make  the  rail  carriage  more 
attractive.  The  shipper  stows  his  stuff  in  the  car  and  unloads  it  and 
is  not  subject  to  storage  like  the  water  business  is.  I  have  never 
heard  that  fact  disputed  by  either  the  rail  or  water  carriers,  that 
the  rail  transportation  was  the  more  desirable. 

Senator  Cummins.  You  mentioned,  I  think,  that  it  was  your  opin- 
ion that  the  fourth  section  of  the  interstate-commerce  law  should 
be  made  rigid  by  amendment.  How  would  you  express  it  ?  In  what 
form  should  it  be  made  rigid  ? 

Mr.  Jones.  Just  a  bare  statement  that  a  railroad  should  not  charge 
more  for  a  shorter  than  a  longer  haul  on  the  same  line  in  the  same 
direction. 

Senator  Cummins.  Tt  would  then  be  rigid;;  but  is  there  any  more 
justification  for  charging  as  much  for  a  shorter  haul  as  for  a  longer 
haul  over  the  same  line  in  the  same  direction  ? 

Mr.  Jones.  There  is  no  justification  in  practice  in  charging  the 
short-line  point  as  high  a  rate  as  the  longer-distant  point  if  the  dis- 
tance is  a  mesaurable  factor  in  rate  making. 

Senator  Cummins.  The  act  before  1910,  as  you  say — and  I  think 
that  is  historically  true — was  made  practically  inoperative  by  the 
construction  which  was  put  upon  the  phrase  "  under  substantially 
similar  circumstances  and  conditions."  Now,  the  act,  as  we  amended 
it  in  1910.  gave  to  the  Interstate  Commerce  Commission  no  criterion 
or  no  standard  whatever,  but  left  it  entirely  and  absolutely  in  the 
discretion  of  the  commission.  Now,  I  have  always  believed — and  I 
contended  then — that  the  proviso  of  the  fourth  section  as  amended  in 
1910  was  unconstitutional.  When  you  put  that  question  up  to  the 
Interstate  Commerce  Commission,  whether  they  shall  exempt  a  par- 
ticular commodity  or  a  particular  railroad  from  the  operation  of  the 
general  language  of  the  section,  what  is  the  standard  which  the  com- 
mission must  employ — by  what  rule  do  they  measure  that? 

Mr.  Jones.  Well,  inasmuch  as  they  have  not  yet  rendered  a  final 
decision  in  these  intermountain  cases,  of  course,  I  could  not  state 
what  their  measure  would  be  in  that  instance.  They  have  laid  down 
an  administrative  ruling  that  where  one  line  of  greater  mileage — a 
circuitous  line — operates  between  two  points  in  competition  with  a 
short  line  that  certain  things  must  be  shown,  and  I  would  not  under- 
take to  state  now  just  what  those  things  are;  but  it  is  perfectly 
logical  that  their  ruling  in  that  respect  was  sound,  that  the  longer 
line  must  show  to  their  satisfaction  certain  things ;  that  the  imposi- 
tion of  the  higher  rate  to  the  intermediate  point  will  not  result  in 
undue  discrimination,  and  that  they  must  be  a  certain  percentage 
higher :  that  is  to  say — and  I  would  not  want  to  state  those  figures — 
but  the  line  must  be  longer,  by  a  certain  percentage,  than  the  shorter 
line,  and  has  made  what  I  believe  to  be  a  rather  logical  measure  of 
relief  in  those  instances  as  between  two  rail  carriers.  Of  course  the 
supposition  is  that,  dealing  with  the  water  situation,  it  must  be 
shown  affirmatively  that  the  lower  rate  must  be  made  to  preserve  to 
the  carriers  a  share  in  the  traffic,  and  that  the  rate  must  be  at  least 
compensatory. 
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Senator  Cummins.  That  is  entirely  in  the  discretion  of  the  com- 
mission? 

Mr.  Jones.  Absolutely. 

Senator  Cummins.  Whal  we  said  to  the  commission  in  11)10,  or 
what  we  said  to  the  country,  was  thai  there  should  be  no  greater 
charge  for  the  shorter  haul  than  the  longer  haul,  but  that  the  com- 
mission could  repeal  the  law  if  it  wanted  to,  without  giving  any 
reason  of  being  subject  to  any  rule  or  standard  legislatively  laid 
down. 

Mr.  Jones.  That  is  correct.    That  is  my  understanding  of  it. 

Senator  Cummins.  It  has  always  seemed  to  me  to  be  the  most 
extraordinary  legislation  adopted  for  the  guidance  of  a  Legislative 
body. 

Mr.  Jones.  In  practice  it  has  certainly  worked  out  disastrously  to 
the  great  intermountain  section.  'We  have  felt  that  we  are  not  being 
treated  fairly. 

Senator  Cummins.  Is  it  your  opinion  that  Congress  ought  now  to 
declare  positively  and  absolutely  that  there  should  be  no  greater 
charge  for  the  shorter  than  the  longer  haul  in  the  same  direction 
over  the  same  line? 

Mr.  Jones.  I  would  answer  that  in  the  affirmative,  unless  Congress 
could  lay  down  some  governing  rule. 

Senator  Cummins.  Do  you  know7  of  any  governing  rule  we  could 
lay  down?  Have  you  ever  put  it  in  form?  That  is  the  problem  we 
have  to  solve. 

Mr.  Jones.  As'  between  competing  rail  lines,  I  think  the  rule — 
the  administrative  ruling  of  the  commission — that  they  now  operate 
under  would  be  perfectly  fair,  but  as  between  rail  and  water  carriers, 
if  you  want  to  preserve  for  the  country  the  value  of  water  trans- 
portation, it  must  not  be  destroyed  by  a  line  of  rail  carriers  making 
rates  much  less  than  reasonable  rates  for  the  transportation  they  per- 
form. 

Senator  Cummins.  Now,  I  recognize  that  there  is  an  essential  dif- 
ference between  competition  between  two  land  carriers  and  competi- 
tion between  a  land  carrier  and  a  water  carrier ;  and,  as  to  the  former, 
your  idea  would  be  that  if  one  line  is  more  circuitous  or  longer  than 
the  other,  that  we  permit  a  lower  rate  to  run  back  to  the  competing 
point 

Mr.  Jones.  I  think  that  would  be  a  very  fair  rule. 

Senator  Cummins.  Would  you  permit  that  if  the  long  route  was 
so  much  longer  as  to  involve  a  carriage  at  less  than  cost? 

Mr.  Jones.  I  should  not  permit  that  if  it  resulted  in  transportation 
at  less  than  cost. 

Senator  Cummins.  Now,  with  regard  to  water  carriers,  does  the 
same  rule  which  the  railroads  have  adopted  for  the  western  coast 
apply  also  to  the  eastern  coast? 

Mr.  Jones.  I  am  not  so  familiar  with  the  eastern  coast.  It  has  been 
significant  to  us  that  the  eastern  trunk  lines  have  never  supported 
the  position  of  the  transcontinental  carriers  in  their  applications  for 
relief. 

Senator  Cummins.  Suppose  they  were  shipping  from  San  Fran- 
cisco to  Pittsburgh,  have  the  carriers  ever  insisted  upon  the  rate  to 
New  York  City  and  back  to  Pittsburgh? 
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Mr.  Jones.  Rates  have  never  been  constructed  on  that  basis  on 
the  Atlantic  seaboard. 

Senator  Cummins.  Do  you  know  why  that  practice  has  been 
adopted  for  the  western  coast  and  not  for  the  eastern  coast? 

Mr.  Jones.  I  believe  it  is — putting  it  rather  bluntly  and  frankly — 
because  the  carriers  have  gotten  away  with  it,  and  it  has  been  a 
source  of  a  great  deal  of  revenue  that  they  have  not  earned;  and, 
further,  in  connection  with  that,  it  can  be  stated  that  the  lines  east  of 
El  Paso  and  Ogden  do  not  participate  in  the  divisions  of  interme- 
diate  higher  rates,  or  did  not  the  last  time  we  went  into  the  question- 
that  is.  a  shipment  from  Chicago,  say,  to  San  Francisco  or  Los  An- 
geles over  the  Rock  Island  to  El  Paso,  on  the  Southern  Pacific, 
where  the  freight  was  $200,  and  on  the  same  train  another  shipment 
dropped  off  at  Phoenix,  500  miles  shorter  haul,  where  the  freight 
would  be  $300,  the  Rock  Island  in  both  instances  got  the  same  revenue 
and  lines  west  of  El  Paso  took  up  that  flap. 

Senator  Cummins.  Have  you  any  information  with  regard  to  the 
volume  of  business  that  any  given  railroad  does — for  instance,  the 
Union  Pacific  or  Southern  Pacific — at  its  terminal  on  the  coast,  as 
compared  with  the  volume  of  business  in  the  intermountain  country? 

Mr.  Jones.  I  have  not  in  my  mind  those  figures,  Senator;  but,  to 
the  surprise,  I  think,  of  the  Interstate  Commerce  Commission  and, 
I  know,  to  my  surprise  and  others,  there  were  put  into  the  record  at 
Salt  Lake  City,  in  the  last  hearing  of  that  case,  figures  showing  that 
the  traffic  to  the  intermountain  district  was  vastly  greater  than  to  the 
terminals. 

Senator  Cummins.  Do  you  recognize  the  cost  of  the  service  as  a 
fair  basis  for  making  rates  \ 

Mr.  Jones.  In  making  freight  rates,  it  is  very  doubtful  whether 
the  cost  of  the  service  should  govern.  It  is  obvious  that  it  does  not 
cost  any  more  actually,  aside  from  the  hazard,  to  move  a  carload  of 
20  tons  of  pig  iron  than  it  does  to  move  20  tons  of  tea.  Of  course, 
there  is  a  greater  hazard  and  insurance  rates  on  the  higher  class  of 
commodity.  The  ability  of  the  traffic  to  pay  the  rate,  whether  it 
would  move  or  not,  often  governs  the  movement  of  the  low-class  com- 
modity. I  think  even  to  those  that  have  studied  the  matter  a  great 
ninny  years  that  the  state  of  the  freight  rates  and  the  relation  one 
freight  rate  should  bear  to  another,  as  to  commodities,  is  somewhat 
complicated  and  should  be  so  arranged  that  it  would  be  flexible,  and 
I  believe  the  railroad  companies  have  been  heretofore,  and  are  at 
this  time,  using  very  good  judgment  and  making  few  mistakes  in 
making  their  rates  so  that  one  would  bear  the  proper  relationship  to 
another. 

Senator  Cummins.  The  ability  of  any  particular  traffic  to  pay  the 
rates  is  only  a  paraphrase  for  making  rates  so  that  the  public  welfare 
will  be  best  promoted,  is  it  not — or  ought  to  be? 

Mr.  Jones.  That  is  one  way  to  express  it.  It  used  to  be  expressed 
in  perhaps  a  more  forceful  way  in  the  past — what  the  traffic  would 
bear. . 

Senator  Cummins.  It  is  obvious,  is  it  not,  that  there  are  some 
kinds  of  traffic  which  must  be  moved  at  a  lower  rate  in  order  that 
the  public  may  be  properly  served  in  its  distribution  ? 

Mr.  Jones.  Yes,  sir. 
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Senator  Cummins.  Because  if  the  rates  were  made  purely  on  the 
cost  of  service  it  would  prohibit  the  distribution  of  the  commodity, 

whatever  it  may  be,  and  various  parts  of  the  country  would  be  de- 
prived of  the  use  of  the  commodity  \ 

Mr.  Jones.  I  think  that  is  unquestionably  true. 

Senator  Cummins.  If  that  is  so,  there  must  be  a  discretion  reposed 
somewhere  in  adjusting  these  rates  from  the  standpoint  of  the  pub- 
lic welfare,  and  that  would  apply  to  the  length  oi  haul  as  well  as  to 
the  kind  of  commodity,  and  what  has  always  bothered  me  and  ! 
would  be  very  glad  for  some  light  on  the  subject — is  to  prescribe 
some  rule  by  which  an  administrative  body  could  be  governed  in 
exercising  that  discretion. 

Mr.  Jones.  I  should  hate  to  attempt  to  make  an  answer  to  that 
offhand. 

Senator  Cummins.  At  the  present  time  the  carriers  themselves 
exercise  it  very  largely,  and  they  may  do  it  sometimes  wisely  and 
sometimes  unwisely,  sometimes  justly  and  sometimes  unjustly.  II' 
we  take  that  discretion  from  the  railways  and  repose  it  in  a  public 
body,  we  have  got  to  give  that,  public  body  some  guide  so  that  it  can 
proceed,  for  I  do  not  think  it  either  practicable  or  legal,  simply  to 
say  to  a  public  body.  "  You  take  this  and  do  what  you  please  about  it.*' 

Mr.  Jones.  The  Interstate  Commerce  Commission  have  construed 
that  proviso  substantially  to  that  effect. 

Senator  Cummins.  I  know  they  have. 

Mr.  Jones.  That  they  can  do  just  what  they  please  about  it. 

Senator  Cummins.  I  am  perfectly  free  to  say  that  I  am  not  as 
much  opposed  to  the  fourth  section  as  amended  now  as  I  was  when  it 
was  originally  put  up.  Of  course,  you  know  it  was  a  compromise  at 
that  time,  at  least  in  the  Senate,  between  the  demand  for  a  rigid  long 
and  short  haul  clause,  such  as  you  have  suggested,  and  the  law  as  it 
existed  at  that  time. 

Mr.  Jones.  Yes.  sir. 

Senator  Cummins.  And  I  have  really  doubted  whether  we  have 
bettered  the  situation  or  not. 

The  Vice  Chairman.  In  the  House  we  thought  it  sufficient  to 
transfer  the  discretion  from  the  railroads  themselves  to  the  commis- 
sion, thinking  the  commission  would  exercise  it  wisely,  and  if  not. 
that  the  personnel  of  the  commission  could  be  changed  so  that  it 
would  do  it  wisely. 

The  Chairman.  Have  you  any  jobbing  centers  in  Arizona? 

Mr.  Jones.  Yes,  sir;  wTe  have  several,  and  possibly  in  the  order  of 
their  importance  they  would  be  Phoenix,  Tucson,  but  practically  all 
the  towns  of  any  importance  have  large  mercantile  institutions  that 
job  within  a  radius  half  way  to  their  next  town.  That  would  take 
in  Flagstaff.  Winslow.  on  the  Santa  Fe.  and  Kingland  to  certain 
parts  in  the  southern  part  of  the  State. 

The  Chairman.  As  to  those  jobbing  centers,  has  their  condition 
been  improved  at  all  by  the  amendment  which  was  adopted  to  the 
fourth  section  of  the  interstate-commerce  act  in  1910? 

Mr.  Jones.  The  conditions  have  improved  wonderfully  since  that 
time,  not  wholly  by  reason  of  any  final  order  of  the  commission,  but 
by  reason  of  the  suggestions  of  the  commission  and  by  reason,  we 
think,  of  the  constant  agitation  by  the  Intermountain  State-  threaten- 
ing against  that  situation.    A  question  came  up  a  moment  ago  as  1<< 
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whether  the  Interstate  Commerce  Commission  had  not  prescribed  the 
present  scale  of  rates.  I  state  my  answer  rather  broadly,  having  in 
mind,  however,  Arizona  particularly.  They  may  have  prescribed — 
and  I  think  they  did  prescribe — a  scale  of  rates  to  Salt  Lake  City, 
but  there  has  been  no  line  of  rates  prescribed  by  the  commission. 

The  Vice  Chairman.  If  the  chairman  will  permit,  did  not  the 
carriers  themselves,  following  that  amendment,  make  a  general  revi- 
sion of  their  rates  to  meet  that  amendment  \ 

Mr.  Jones.  There  has  been  an  effort  in  that  direction  and  we  are 
very  much  better  off,  and  I  think  our  country  has  responded  in  in- 
creased business,  development,  population,  etc. 

The  Chairman.  But  the  change  has  not  been  as  beneficial  as  you 
expected,  or  as  you  had  a  right  to  believe? 

Mr.  Jones.  We  have  not  had  out  of  the  situation  what  we  believe 
we  are  entitled  to. 

The  Chairman.  You  say  this  beneficial  change  has  not  come  from 
the  action  of  the  commission,  but  from  the  action  of  the  carriers  them- 
selves in  an  effort  to  meet  the  purpose  that  the  amendment  was  in- 
tended to  secure  ? 

Mr.  Jones.  I  do  not  want  to  be  understood  as  saying  that  no  bene- 
fits have  been  derived  through  the  action  of  the  commission.  The 
first  order  in  the  intermountain  cases — comprehensive  order — was 
written  by  Commissioner  Lane 

The  Chairman.  When  was  that  given  ? 

Mr.  Jones.  That  was  given — I  do  not  want  to  be  too  sure  about 
that,  but  it  seems  to  me  in  1912. 

Mr.  Esch.  Was  that  the  Spokane  case? 

Mr.  Jones.  Yes,  sir. 

Mr.  Esch.  Well,  that  was  in  1912. 

The  Vice  Chairman.  Did  not  the  carriers  themselves  make  their 
own  revision,  following  this  amendment  of  the  fourth  section  ?  Did 
they  not  then  submit  a  revision  to  the  commission  with  applications 
for  permission  to  exercise  their  discretion  as  to  permitting  these 
exceptions? 

Mr.  Jones.  The  commission,  by  appropriate  order  or  notice,  gave 
the  carriers  a  certain  period  within  which  they  might  apply  for 
exemptions  where  they  Avere  then  violating  the  fourth  section,  and 
the  carriers  generally  made  such  application,  and  that  order  had  the 
effect  of  sustaining,  or  at  least  approving  temporarily,  a  continua- 
tion of  the  rate  condition  existing  until  the  commission  could  take 
up  and  dispose  of  those  matters.  There  were  a  great  many  cases  in- 
volved, both  freight  and  passenger,  and  spread  all  over  the  LTnited 
States,  and  it  was  a  large  task  to  meet  those. 

The  Chairman.  Has  the  commission,  in  any  case,  disposed  of  those 
cases  ? 

Mr.  Jones.  Yes,  sir;  it  has  disposed  of  a  great  many  of  those  cases. 
I  have  not  followed  them  all  closely. 

The  Chairman.  Favorably  to  the  intermountain  region  or  un- 
favorably? 

Mr.  Jones.  Not  with  respect  to  the  intermountain  situation,  be- 
cause that,  as  I  say,  is  still  pending.  The  last  order  issued  by  the 
commission  was  to  have  been  effective,  I  think,  the  1st  of  October, 
where  the  long  and  short  haul  provision  of  the  law  would  have 
been  regarded — it  was  suspended,  I  understand,  by  reason  of  an 
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amendment  or  some  ad  passed  by  Congress  thai  rates  could  not  be 
advanced  without  an  application  from  the  carriers  and  their  applica- 
tion being  just  ified. 

Mr.  Esch.  That  is,  to  increase  rates? 

Mr.  Jones.  Yes;  increase  rates.  We  understood  thai  was  without 
any  official  action. 

The  Chairman.  That  was  lasl  October? 

Mr.  Jones.  My  impression  was  thai  the  order  of  the  commission 
issued  some  time  ago  was  made  effective  the  1st  or  the  15th  of 
( )ctober. 

Senator  Cummins.  You  remember  that  it  was  following  the  deci- 
sion or  following  the  application  of  the  fourth  section  to  many  of 
the  southern  railways  which  gave  rise  to  an  increase  in  certain  rates 
as  to  which  Senator  Smith  of  Georgia  complained  so  bitterly  while 
we  were  passing  the  last  act,  and  out  of  that  grew  Ids  proposed 
amendment,  which  was  put  in  in  some  form  when  we  increased  the 
Interstate  Commerce  Commission.  That  all  followed  the  application 
of  this  section  to  the  situation. 

The  Chairman.  How  do  you  account  for  the  delay  of  some  seven 
years  in  reaching  any  conclusion  on  this  subject  '. 

Mr.  Jones.  Well,  by  the  first  order,  as  I  started  to  state,  of  Com- 
missioner Lane's,  wo  were  deprived  of  the  benefits  we  might  have 
under  that  order  by  an  appeal  by  the  railroads  to  the  courts.  The 
Supreme  Court  affirmed  the  decision,  and  then  the  canal  came  along 
and  was  completed  and  various  things  have  interposed. 

The  Chairman.  How  has  the  canal  been  a  disturbing  factor? 

Mr.  Jones.  Well,  the  railroads  when  the  canal  was  completed 
claimed  that  the  cases  should  be  reopened,  because  conditions  had 
very  materially  changed — conditions  of  water  transportation  as  be- 
t  ween  the  canal  and  between  the  Tehuantepec  route. 

The  Chairman.  Was  that  contention  disposed  of? 
,  Mr.  Jones.  Yes,  sir;  that  contention  was  disposed  of  after  a  great 
many  hearings  and  arguments  and  finally  resulted  in  this  order  that 
I  have  spoken  of  which  became  effective  a  short  time  ago,  and  which 
has  been,  by  reason  of 

The  Chairman.  That  order  was  suspended  by  reason  of  the  legis- 
lative order  of  Congress  in  the  bill  increasing  the  Interstate  Com- 
merce Commission,  which  forbade  railroads  making  any  increases  in 
rates  without  the  approval  of  the  commission. 

Mr.  Jones.  That  is  my  understanding;  yes,  sir. 

Senator  Cummins.  Is' it  not  true  that  there  was  one  phase  of  the 
Spokane  case  that  had  received  rather  careful  consideration  and 
rather  a  full  opinion,  which  related  mainly  to  eastbound  traffic  in 
which  the  country  was  divided  into  zones  and  the  rates  were  fixed 
from  the  west  into  each  of  those  zones? 

Mr.  Jones.  That  was  Commissioner  Lane's  opinion. 

Senator  Cummins.  That  had  little,  if  anything,  to  do  with  the  west- 
bound traffic? 

Mr.  Jones.  Well,  that  went  to  the  westbound  rate  situation.  Cer- 
tain zones  were  created  starting  at  the  Missouri  River  and  ending  at 
the  Atlantic  seaboard,  where  the  rates  from  those  zone>  were  built  up 
on  certain  percentages  to  certain  points  up  to  the  terminals. 

Mr.  Esch.  That  is  where  they  established  the  zone  system  of  rate-: 
that  is,  from  the  Missouri  River  points  to  the  Pacific  terminals,  there 
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is  a  blanket  rate;  from  the  territory  between  the  Missouri  and  Mis- 
sissippi there  is  a  differential  of  7^  per  cent;  between  the  Mississippi 
River  and  the  Pittsburgh  line  a  differential  of  15  per  cent;  and  for 
the  whole  Atlantic  Coast  line  a  differential  of  25  per  cent? 

Mr.  Jones.  Yes,  sir. 

Mr.  Esch.  That  did  not  become  fnlly  operative  ? 

Mr.  Jones.  Xo,  sir. 

Mr.  Esch.  If  it  bad  become  operative,  would  you  have  been  ad- 
vantaged \ 

Mr.  Jones.  Well,  it  would  have  been  an  advantage.  At  that  time 
when  that  order  was  entered  our  rates  were  on  the  old  basis  of  the 
full  back  haul — the  full  locals  back.  It  would  have  given  us  the 
Missouri  rate — the  same  rates  that  apply  to  the  terminals— and  the 
rates  would  have  been  very  much  lower  than  the  locals  back  and 
would  have  been  a  relief  to  us  in  a  great  many  ways. 

Mr.  Esch.  If  your  contention  that  there  should  be  distance  tariffs 
established  were  put  into  effect,  it  would  deprive  the  Pittsburgh  and 
Atlantic  coast  people  of  the  opportunity  of  supplying  your  markets, 
unless  through  the  Panama  Canal,  and  an  absorption  of  rates  from 
the  interior  points  of  production  to  the  coast  points  would  meet  that 
competition. 

Mr.  Jones.  I  do  not  believe  it  would  keep  any  district  like  Pitts- 
burgh out  of  the  market.    That  is  my  judgment. 

Mr.  Esch.  The  ship  lines  have  absorbed  the  rail  rate  from  Pitts- 
burgh to  the  Atlantic,  have  they  not? 

Mr.  Jones.  There  was  a  time  when  they  did  that. 

Mr.  Esch.  And  then  they  absorbed  some  of  the  rates  from  the 
Pacific  coast  ports  to  your  interior  here. 

Mr.  Jones.  They  did  to  certain  points,  for  the  reason  that  the  rail- 
roads had  given  those  points — namely,  points  like  San  Jose  and  Sac- 
ramento— had  given  them  those  rates,  and  water  lines  absorbed  those 
rates  to  compete  with  the  railroads. 

The  Vice  Chairman.  You  referred  a  time  or  two  to  the  rail  car- 
riers driving  temporarily  the  water  carriers  out  of  business  by  re- 
ducing rates.  There  is  an  amendment  to  the  fourth  section,  made  in 
1910,  which  you  have  not  mentioned,  by  which  we  provided  if  a  rail 
carrier  did  it.  that  it  should  not  afterwards  increase  its  rates  without 
showing  changed  conditions  not  attributable  to  competition.  What 
effect  has  that  had  on  the  situation?    Has  it  benefited  you  any? 

Mr.  Jones.  As  far  as  I  know  that  has  not  been  regarded  by  the 
Interstate  Commerce  Commission.  It  has  not  regarded  it  in  dealing 
with  this  situation  here,  at  least. 

The  Vice  Chairman.  Has  it  been  presented  before  them? 

Mr.  Jones.  Yes,  sir;  it  has  been  presented  to  them,  and  rates  have 
been  increased,  I  think,  over  the  protest  of  certain  interests. 

The  Vice  Chairman.  Probably  they  decided  an  issue  of  facts  based 
on  the  language  about  changed  conditions. 

Mr.  Jones.  That  might  have  been  it.  I  do  not  attempt  to  speak 
authoritatively  on  that,  because  I  have  not  given  that  situation  very 
close  study. 

The  Chairman.  From  whom  does  the  opposition  to  the  relief 
which  the  intermountain  region  is  seeking  under  the  amendment  of 
1910  come— from  the  railroads  or  from  the  jobbing  centers  that  are 
the  bepeficiaries  of  water  competition? 
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Mr.  Jones.  From  both,  Senator.  The  Pacific  coasl  terminal  cities, 
through  their  commercial  organizations,  have  naturally  been  very 
active  in  the  matter,  and  they  have  substantially  throughout  the  con- 
troversy supported  the  position  of  the  railroads. 

The  Chairman;  Ts  that  true  of  all  the  coast  cities  San  Francisco 
ami  Los  Angeles  \ 

Mr.  Jones.  And  Portland  and  Seattle. 

The  Chairman.  Portland  and  Seattle? 

Mr.  Jones.  Yes.  sir. 

Mr.  Sims.  Is  that  for  the  reason  that  these  local  cities  do  the  job- 
bing to  the  near-by  points  which  they  might  lose  in  case  there  was  a 
rate  fixed  based  on  mileage  from  the  East? 

Mr.  Jones.  Of  course,  they  have  not  stated  their  reasons,  but  it  is 
obvious  those  are  the  reasons;  that  if  Salt  Lake  City  or  Phoenix  or 
Reno  gets  the  same  rate  as  San  Francisco,  San  Francisco  could  not 
supply  those  towns  with  any  particular  commodity. 

Mr.  Sims.  Do  they  contend,  on  account  of  the  water  rate  they  have 
from  the  East,  that  they  can  supply  these  points  cheaper  than 
these  points  could  be  supplied  if  they  received  their  rates  from  the 
Fast — their  all-rail  rates  from  the  East,  such  rate^  as  would  be  de- 
clared to  be  reasonable? 

Mr.  Jones.  I  think  there  was  a  period  after  the  opening  of  the 
canal  when  the  traffic  through  the  canal  was  dense,  that  that  was  true. 
The  coast  cities  could  ship  their  stuff  by  water  and  rail  back  into  the 
interior  to  a  certain  distance,  and  I  think  it  was  shown  that  the  in- 
terior cities  themselves  availed  themselves  of  that  water  rate  in  com- 
bination with  the  rail  rates. 

Mr.  Sims.  So  the  coast  cities  contend  that  the  interior  cities  are  not 
injured  by  reason  of  their  having  this  cheaper  rate? 

Mr.  Jones.  I  do  not  know  that  they  have  contended  they  are  not 
injured,  because  they  have  been  injured,  but  they  have  contended 
that  the  injury  was  the  result  of  conditions  that  have  grown  up 
through  a  number  of  years,  and  they  should  not  be  deprived  of  the 
advantages  they  have  previously  had.  To  a  very  great  extent  it  is  a 
fictitiou  commercial  condition  that  can  not  be  perpetuated  under 
any  system  of  equity. 

The  Vice  Chairman.  Under  an  amendment  contained  in  sect  ion  11 
of  the  Panama  Canal  act  the  commission  may  compel  a  railroad  to 
make  a  connection  with  any  ship,  and  the  commission  may  also  pro- 
portion the  land  part  of  the  charge;  so  if.  after  the  war  is  over,  there 
is  sufficient  shipping  available  for  commercial  transportation,  it 
seems  to  me  your  interior  points  could  very  easily  arrange  transpor- 
tation around  from  the  Atlantic  coast,  or  from  the  interior  towns 
in  the  East  around  via  the  Pacific  Ocean,  under  that  amendment. 
It  seems  to  me  if  the  terms  of  that  amendment  are  availed  of  in  time 
of  peace  it  will  prove  invaluable  to  points  in  the  interior. 

Mr.  Jones.  I  felt  that  the  construction  of  the  Panama  Canal  was 
an  asset  to  the  entire  country,  including  the  intermountain  districts, 
and  that  under  certain  adjustments  we  might  use  that  method  of 
transportation. 

The  Vice  Chairman.  You  can  compel  an  adjustment  if  there  are 
ships  available. 

Mr.  Jones.  Yes,  sir. 
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The  Chairman.  Has  the  contention  of  Arizona  been  that  the  inter- 
mountain  charge  should  be  reduced  to  a  proportional  part  of  the  total 
charge  to  the  terminal  points,  or  has  it  been  that  the  charge  to  the 
terminal  points  should  be  increased? 

Mr.  Jones.  Well,  we  have  not,  of  course,  advocated  an  increase 
of  the  terminal  rates.  The  result  "would  be  if  the  old  rates  were 
sustained  an  increase  in  the  terminal  rates.  We  have  taken  the 
position  that,  since  the  canal  has  been  closed,  or  virtually  has  not 
been  a  factor  in  rate  making,  the  carriers  should  observe  the  fourth 
section ;  that  if  there  was  any  reason  for  the  proviso  it  was  to  enable 
the  commission  to  meet  changed  conditions.  Conditions  have 
changed,  and  there  has  been  no  real  competition  and  no  reason  why 
the  terminal  cities  should  be  favored.  Personally,  I  believe  it 
would  be  worth  a  great  deal  to  the  Interstate  Commerce  Commis- 
sion and  to  the  entire  country  to  take  advantage  of  the  present  situa- 
tion in  order  to  get  a  line  of  rates  established  that  might  be  used  as 
a  measure  in  the  future. 

I  have  never  gone  so  far  as  to  say  in  the  future  if  exemptions  are 
properly  given  that  the  carriers  are  not  entitled  to  some  exemptions 
in  order  that  they  might  be  permitted  to  participate  in  that  traffic, 
although,  as  1  stated,  that  is  my  personal  view;  the  view  of  my 
commission  and  the  view  of  the  intermoimtain  States  generally  is 
that  with  relation  to  our  traffic  it  is  unwise  and  unfair  to  grant  any 
exemptions. 

The  Chairman.  What  would  be  the  effect  of  frequent  changes 
arising  out  of  changed  conditions?  Would  it  have  a  very  serious 
economic  effect  upon  these  various  jobbing  centers  there  in  the  inter- 
mountain  regions  or  on  the  coast  ? 

Mr.  Jones.  I  believe  it  would.  Certainly  the  water  rates,  as  have 
been  shown,  fluctuate  from  day  to  day,  and  upon  these  water  rates 
the  coast  and  terminal  cities  have  based  their  rate  calculations. 
They  do  claim,  of  course,  that  the  lack  of  facilities  would  be  in- 
jurious. If  they  are  going  to  rely  on  an  unstable  state  of  affairs, 
that,  of  course,  can  not  be  helped. 

Mr.  Esch.  As  to  the  power  of  exemptions,  who  should  exercise 
that?  I  understood  you  to  say  in  the  first  instance  the  fourth  section 
should  be  rigid. 

Mr.  Jones.  I  made  that  statement  predicated  on  the  further  state- 
ment that  I  was  representing  the  opinion  of  our  State  commission 
and  the  opinion  generally  of  the  intermoimtain  States.  I  think 
Judge  Bartine  will  bear  me  out  when  he  appears.  Personally,  I 
woidd  modify  that  to  the  extent — and  I  made  that  statement  before 
the  Interstate  Commerce  Commission-1— that  if  rate  conditions  now 
were  placed  on  a  normal  basis,  that  my  belief  as  a  traffic  man  was 
that  as  the  rail  carriers  should  not  be  deprived  from  their  right  to 
participate  in  the  business  as  long  as  it  can  be  done  with  a  profit,  and 
if  they  would  not  use  their  authority  granted  to  hammer  down  the 
water  rates  and  drive  the  water  carriers  off  the  sea.  Of  course,  that 
is  a  rather  unfortunate  situation  to  deal  with.  If  it  could  not  be 
dealt  with  in  fairness  and  justice,  and  if  discrimination  could  not 
be  entirely  avoided,  then  I  should  certainly  adhere  to  a  hard  and  fast 
long-and-short-haul  law. 

Mr.  Esch.  What  would  be  the  effect  of  putting  in  force  distance 
tariffs? 
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Mr.  Jones.  Well,  the  effect  would  be  that  every  point  in  the  United 
States  -would  be  given  whatever  advantage  it-  geographical  locution 
would  entitle  it  to  with  respect  to  trade  and  in  seeking  raw  products. 

Mr.  Esch.  But  these  Pacific  port  terminals  claim  they  have  natural 
advantages. 

Mr.  Jones.  We  have  always  been  in  favor  of  their  availing  them- 
selves of  those  natural  advantages,  but  they  have  gone  farther  and 
said  to  the  Interstate  Commerce  Commission  as  to  the  railroads,  in 
effect,  "  We  have  a  vested  right  here  in  preferential  rate-  and  you 
must  not  disturb  them,  notwithstanding  there  is  no  water  competi- 
tion." 

Senator  Cummins.  What  do  you  understand  by  the  term  "  distance 
tariffs  "  as  used  by  Mr.  Esch  \ 

Mr.  Jones.  We  understand  it  generally  to  be  a  tariff  scaled  to 
mileage. 

Senator  Cummins.  And  distance  is  a  factor? 

Mr.  Jones.  Yes,  sir. 

Senator  Cummins.  Of  course  not  a  uniform  charge  mile  for  mile? 

Mr.  Jones.  No,  sir. 

The  Vice  Chairman.  What  would  you  say  about  putting  a  service 
"\harge  on  for  the  handling  of  all  shipments,  so  as  to  make  differences 
in  distances — differentials  between  the  various  States — as  small  as 
possible  ? 

Mr.  Jones.  I  did  not  quite  catch  that? 

The  Vice  Chairman.  Have  a  handling  charge — a  charge  for  load- 
ing and  unloading  every  shipment.  Then  your  differential  mileage 
between  the  stations  might  be  infinitesimal. 

Mr.  Jones.  As  wTe  wTould  understand  a  proper  practical  or  scientifi- 
cal  distance  schedule,  it  would  take  the  terminal  charges  into  consid- 
eration. It  would,  of  course,  take  into  consideration  the  proposition 
that  as  distances  increase  your  per  ton  per  mile  basis  would  decrease. 

Senator  Cummins.  Is  that  because  it  distributes  the  terminal 
charge  over  a  greater  distance  or  because  it  costs  less  per  mile  to 
carry  over  longer  distances  than  over  short  distances? 

Mr.  Jones.  It  would  do  that,  because  it  is  distributed  over  a  longer 
distance. 

The  Vice  Chairman.  Your  differentials  between  stations  might 
disappear  entirely  before  you  reached  the  end  of  the  line? 

Mr.  Jones.  In  crossing  the  continent  you  might  have  territorial 
divisions,  as  they  have  in  the  East.  Applying  to  a  State,  it  might  be 
reduced  to  miles,  as  it  is.  The  Interstate  Commerce  Commission  has 
instituted  in  a  number  of  instances  live-stock,  etc.,  distance  tariffs. 

Mr.  Esch.  But  the  shorter  the  haul  the  more  rapidly  the  company 
could  shuttle  back  and  forth  its  car  equipment,  and  thereby  increase 
its  earning  capacity. 

Mr.  Jones.  That  is  true,  and  it  is  also  significant,  in  following  out 
that  proposition,  that  our  shortest  railroad  in  Arizona  is  earning  the 
biggest  net  money  on,  I  think,  the  biggest  capital  per  mile  of  road  in 
the  State.  That  is  by  reason  of  the  fact  there  is  an  enormous  ton- 
nage handled — ore. 

The  Chairman.  You  spoke  of  the  advantages  of  having  State  com- 
missions in  connection  with  the  informal  adjustments  of  contentions 
between  shippers  and  carriers.    You  intimated  that  would  be  lacking 
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if  the  entire  control  was  in  the  national  commission.  Could  not  re- 
gional commissions  cover  that  ground  just  as  satisfactorily? 

Mr.  Jones.  Well,  if  the  district  covered  by  the  commission  was  not 
too  large.  When  that  proposition  was  first  brought  to  the  attention 
of  the  public  I  was  somewhat  disposed  to  accept  that  as  a  solution  of 
a  great  many  difficulties  we  were  encountering,  and  I  am  not  now  pre- 
pared to  say  personally  that  they  may  not  be  the  ultimate  solution. 
But  I  want  to  say  in  connection  with  this  Shreveport  doctrine,  as  we 
understand  it,  if  the  proper  spirit  is  shown  by  two  States,  or  by  the 
shippers  and  the  State,  or  by  the  State  and  the  Interstate  Commerce 
Commission,  there  is  scarcely  any  of  those  problems  which  can  not 
be  fairly  and  justly  disposed  of. 

Mr.  Esch.  Mr.  Edgerton  claimed  that  that  would  mean  a  com- 
promise. 

Mr.  Jones.  Of  course  where  two  people  differ  and  a  solution  is 
found  it  is  generally  in  the  nature  of  a  compromise.  I  do  not  believe 
the  Shreveport  matter  would  have  ever  come  to  the  attention  of  the 
country,  possibly,  if  the  Texas  and  Louisiana  commissions  could 
have  gotten  together,  or  even  if  the  Texas  commission  had  entered  its 
appearance  and  supported  its  contention  before  the  Interstate  Com- 
merce  Commission.  That  is  just  my  personal  view.  But  we  have  a 
Shreveport  case  and  we  have  had  three  hearings  on  that  case.  We 
feel,  with  all  respect  to  the  Interstate  Commerce  Commission,  that 
we  have  been  treated  rather  unfairly  in  that  we  have  been  called  to 
Washington  three  times  and  to  Los  Angeles  two  or  three  times  to 
defend  a  scale  of  State  rates  when  the  ostensible  party  who  was  com- 
plaining dropped  out  and  the  railroads  assumed  the  position  of  com- 
plainant. If  the  carriers  are  going  to  use  that  situation  in  that  way 
it  is  going  to  cause  trouble,  but  if.  in  a  spirit  of  fairness,  those  in- 
terested in  the  matter  will  go  over  the  matter,  in  ninety-nine  out  of  a 
hundred  cases  the  matter  will  be  solved  satisfactorily.  We  have 
adopted  a  great  many  schedules  of  the  Interstate  Commerce  Com- 
mission, their  express  schedule,  their  classifications,  and  so  forth, 
and  as  far  as  we  can  Ave  have  adopted  their  plan.  The  great  trouble, 
in  my  opinion,  with  the  Interstate  Commerce  Commission  attempt- 
ing to  handle  State  matters  at  this  time  would  be  the  physical  im- 
possibility of  ever  reaching  them  and  possibly  the  expense  entailed 
on  the  country,  because  the  States  would  have  to  maintain  State 
bureaus  for  the  regulation  of  other  utilities. 

Mr.  Esch.  One  of  the  chief  complaints  under  the  existing  practice 
is  delay  in  getting  decisions  from  the  commission,  is  it  not? 

Mr.  Jones.  That  is  a  source  of  considerable  complaint. 

Mr.  Esch.  The  carriers  suggest  that  there  be  established  through- 
out the  country  regional  commissions  covering  certain  traffic  areas 
with  possibly  the  right  of  appeal  to  the  Interstate  Commerce  Com- 
mission. Would  that  organization,  in  your  opinion,  expedite  or 
delay  final  decisions? 

Mr.  Jones.  It  seems  to  me  that  would  delay  a  final  decision  because 
if  either  party  was  finally  displeased  there  would  be  an  appeal. 

Mr.  Esch.  Supposing  we  gave  the  regional  commissions  final 
authority  in  a  certain  class  of  cases,  would  you  think  that  would  be 
advisable  in  the  interest  of  expedition?  Do  you  think  it  could  be 
done — to  deprive  them  of  the  right  of  appeal,  or  ought  we  to  deprive 
them  of  the  right  of  appeal  ? 
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Mr.  Jones.  I  do  not  believe  thai  they  ought  to  be  deprived  of  the 

right  of  appeal.    I  do  not  think  it  would  work  out  in  practice  satis- 
factorily. 

The  Vice  Chairman.  We  have  now  provided  for  an  increase  in  the 
commission  and  also  permitted  it  to  subdivide  itself  into  four  or 
more  subdivisions,  each  subdivision  with  authority  to  acl  and  decide 
cases  subject  to  revision  by  the  entire  commission  under  certain 
conditions.  If  we  had  enough  commissioners  as  able  as  they  ought 
to  be  in  those  positions,  and  say  that  the  commissioners  shall  take 
testimony  and  hear  cases  and  consider  them  and  pass  on  them,  in- 
stead of  sending  lawyers  and  examiners  and  clerks  around  to  dispose 
of  them,  do  you  not  think  that  would  expedite  matters  and  be  more 
satisfactory  ? 

Mr.  Jones.  I  do.  I  think  there  has  been  a  great  deal  of  dissatis- 
faction and  a  disposition  to  criticism  directed  against  the  Interstate 
Commerce  Commission  by  reason  of  that  very  fact  you  speak  of.  I 
do  not  think  there  is  anyone  who  started  to  work  with  the  commiss 
that  has  not  at  some  time  found  some  cases  rendered  by  the  commis- 
sion where  the  opinion,  up  to  the  point  of  order,  would  lead  you  to 
believe  the  order  would  go  one  way  and  would  go  the  other,  indicat- 
ing that  the  examiner,  or  whoever  handled  the  case,  had  his  mind 
pretty  well  made  up  and  wrote  out  his  opinion  with  the  idea  of  reach- 
ing a  certain  conclusion  and  the  commission,  or  some  one,  got  hold  of 
it  and  changed  it. 

The  Chairman.  Apart  from  any  question  of  invading  the  jurisdic- 
tion exercised  by  the  State  commissions,  do  you  think  that  the  estab- 
lishment of  regional  commissions  would  advance  the  interests  of 
shippers  throughout  the  country? 

Mr.  Jones.  I  think  possibly  it  could  be  done.  I  think  the  organiza- 
tion could  be  perfected  where  that  could  be  done.  If  the  work  could 
be  effectually  kept  up.  it  seems  to  me  there  should  be  as  many,  if  not 
more,  commissioners  as  there  are  States. 

The  Chairman.  That  is  Avhat  I  wanted  to  get.  Do  you  not  think 
in  the  intermountain  regions,  for  instances,  that  more  than  one  com- 
missioner would  be  required  there? 

Mr.  Jones.  If  they  had  supervision  over  all  intrastate  matters,  I 
do  not  see  how  it  would  be  possible  for  them  to  reach  all  the  case-: 
promptly. 

The  Chairman.  Do  you  think  they  would  have  to  have  one   in 
'  every  State? 

Mr.  Jones.  I  think  possibly  under  some  circumstance-  two  States 
or  more  might  be  doubled  up.  and  possibly  in  some  instances  one 
State  would  be  a  pretty  big  job.  This  State  has  five  commissioners 
and  they  are  pretty  busy. 

The  Chairman.  They  handle  all  public  utilities? 

Mr.  Jones.  Yes.  sir. 

The  Chairman.  And  that  alone  is  a  pretty  large  field  of  juris- 
diction. 

Mr.  Jones.  Yes.  sir;  my  observation  has  been,  as  I  stated  a  while 
ago.  that  any  apparent  conflict  between  Federal  and  State  rate  mak- 
ing might  be  obviated  by  the  parties  at  interest.  We  have  observed 
that  the  railroads  are  unnecessarily  hampered  by  State  legislative 
enactment  going  to  so-called  safety  measure-  ami  operation  limiting 
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the  number  of  cars  and  providing  for  a  certain  number  of  men,  and 
that  those  things  are  really  confusing  to  the  railroads,  and,  of  course, 
if  one  State,  for  instance,  Arizona,  has  a  car-limit  bill,  a  train  on  the 
Santa  Fe  leaving  Gallup,  in  New  Mexico,  and  coasting  down  the 
grade  to  Winslow,  can  pull  as  many  cars  as  it  can  start,  and  in  that 
case  when  you  reach  the  State  line,  which  is  simply  nothing  but  a 
signpost,  to  say  that  the  conditions  on  the  other  side  of  the  signpost 
are  different,  compelling  a  change  in  the  train,  is  absurd. 

I  think,  with  Mr.  Thelen,  that  in  the  matter  of  supervision  of  bond 
and  stock  issues,  and  those  matters,  going  to  a  certain  extent  to  the 
regulation  of  safety  appliances  and  matters  of  that  kind,  that  those 
matters  can  be  better  handled  by  the  Federal  Government. 

Mr.  Esch.  Would  you  apply  that  to  full  crews  and  headlight  laws? 

Mr.  Joxes.  Yes,  sir. 

The  Chairman.  So  as  to  all  matters  relating  to  the  size  of  trains, 
hours  of  labor,  and  the  public  safety,  you  think  it  would  be  wiser  to 
have  that  jurisdiction  exercised  under  the  national  power  than  under 
the  State? 

Mr.  Jones.  I  feel  that  way  about  it.    You  take  the 

The  Chairman.  What  powers  do  you  think  it  is  essential  that  the 
States  themselves  should  hold  ?  How  is  it  with  reference  to  the  power 
of  taxation  ?  Do  you  deem  it  wiser  to  have  the  same  rule  of  taxation 
applied  all  over  laid  down  by  the  National  Government,  or  have  each 
State  prescribe  its  own  system  of  taxation? 

Mr.  Jones.  Well,  I  do  not  know  to  what  extent,  if  any,  the  present 
method  of  taxation  might  result  in  discrimination.  I  can  see  where 
it  might. 

The  Chairman.  You  would  regard  that  as  unfortunate,  would  you 
not,  in  railroad  administration? 

Mr.  Jones.  Yes,  sir. 

The  Chairman.  Giving  an  unfair  advantage  to  one  State  as 
against  another? 

Mr.  Jones.  Yes,  sir;  it  might  lay  a  burden  upon  one  State  where 
there  were  more  moderate  tax  demands  than  in  the  other,  although 
when  you  came  to  the  question  of  values  if  the  railroad  properties 
were  valued  in  the  same  way,  a  State  commission  might  be  better 
off  in  knowing  what  those  values  are.  I  heard  the  matter  of  taxa- 
tion discussed  here,  and  I  must  confess  I  do  not  know  which  plan 
would  be  better. 

The  Chairman.  How  do  3*011  view  the  question  as  to  grade  cross- 
ings ? 

Mr.  Jones.  It  seems  to  me  that  grade  crossings  could  be  much  bet- 
ter handled  by  the  State. 

The  Chairman.  How  about  terminal  expenditures,  in  the  way  of 
stations,  freight  accommodations,  etc.,  side  tracks,  and  other  facilities 
of  transportation — which  jurisdiction  could  best  exercise  its  powers 
in  the  interest  of  the  public? 

Mr.  Jones.  Well,  there  is  a  question  in  those  matters.  I  do  not 
know  why  the  State  could  not  just  as  well,  and  possibly  better,  look 
after  the  terminals,  etc.  As  I  view  it  now,  I  should  be  inclined  to 
that  opinion.  The  State,  of  course,  is  in  touch  with  the  necessities  of 
the  business. 
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The  Chairman.  Then  your  idea  would  be  to  leave  both  jurisdic- 
tions operative  in  that  field.  You  would  not  make  it  exclusive  in 
the  State,  would  you  ? 

Mr.  Jones.  As  far  as  I  have  gone  into  the  subject  I  believe  thai 
the  matter  of  capitalization  and  bond  issues  and  matters  of  safety  ap- 
pliances, car  limits,  etc.,  and  those  matters,  when'  the  Stale  boun- 
daries can  not  affect  the  situation,  that  the  Federal  Government  can 
better  handle  them.  As  1  say.  when  the  mailer  of  regional  com- 
missioners came  up  I  was  somewhat  inclined  to  lake  thai  view.  We 
find  the  Interstate  Commerce  Commission,  I  think,  is  possibly  tight- 
ening up  in  the  matter  of  procedure  and  making  it  more  difficult 
for  a  layman  to  get  in,  while  the  State  commissions  generally  are 
holding  the  doors  open  and  letting  a  shipper  come  in  and  gel  an  ad- 
justment without  very  much  formality. 

The  Chairman.  Of  course,  you  understand  the  whole  scheme  of 
the  revision  of  national  control  involves  bringing  the  regulating 
power  nearer  the  people  and  communities. 

Mr.  Jones.  Yes,  sir;  of  course,  mere  State  boundaries  in  the  final 
analysis  should  not  govern. 

The  Chairman.  I  can  understand  how  taking  the  matter  away 
from  the  States  and  moving  it  to  Washington  and  centralizing  it 
would  have  its  advantages,  but  my  criticism  is  that  centralizing  will 
not  permit  it  being  brought  closer  to  the  people. 

Mr.  Sims.  Suppose  there  should  be  20  regional  commissions,  would 
it  not  usually  follow  in. effect,  and  would  it  not  usually  be  a  fact, 
that  unless  the  decision  of  the  regional  commission  was  a  matter  of 
compromise  and  agreement  between  the  complainant  and  the  rail- 
roads, there  would  be  an  appeal  to  the  commission  by  one  party  or 
the  other  ? 

Mr.  Jones.  I  think  so. 

Mr.  Sims.  Suppose  they  do  appeal  to  the  central  commission  and 
the  central  commission  decides  against  the  railroad  company,  and 
the  railroad  company  immediately  brings  suit  saying  the  commission 
has  exceeded  its  authority  and  that  the  decision  is  confiscatory.  You 
will  have  litigation  in  the  courts.  How  can  you  prevent  this  litiga- 
tion? Those  matters  can  be  alleged  and  an  injunction  obtained,  and 
until  the  case  is  tried  the  order  is  suspended,  and  if  it  is  suspended 
two  years  before  the  action  of  the  court  is  had.  it  might  as  well  not 
have  been  made  in  the  first  place. 

Mr.  Jones.  That  has  been  the  history  in  some  of  these  matter*;. 

Mr.  Sims.  Will  it  not  be  likely  to  happen  again  in  the  case  of 
regional  commissions? 

Mr.  Jones.  Of  course  it  opens  the  door  to  that.  I  have  no  doubt 
there  would  be  a  great  many  appeals  from  the  regional  commissions, 
in  the  hopes  of  getting  a  reversal. 

Mr.  Sims.  If  the  matter  happened  to  be  one  of  substantial  im- 
portance, either  party  may  take  an  appeal,  and  if  the  railroad  loses 
it  will  take  an  appeal  always.  Xow,  suppose  the  railroad  company 
doe-  not  appeal  from  the  action  of  the  regional  commission  but  brings 
its  suit  immediately  and  enjoins  putting  the  order  into  cfFect  on  the 
ground  that  the  commission  exceeded  its  authority,  or  that  the  order 
is  confiscatory?  The  courts  could  review  the  action  of  the  regional 
as  well  as  the  central  commission. 
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Mr.  Jones.  It  would  just  add  that  one  more  chance  of  appeal  and 
litigation. 

Mr.  Thom.  I  think  you  will  find  that  that  matter  was  decided  by 
the  Supreme  Court  in  a  case  that  went  up  from  Virginia,  the  case  of 
Prentiss  v.  Atlantic  Coast  Line. 

Mr.  Sims.  Does  it  hold  that  unless  the  railroad  appeals  to  the  com- 
mission, it  could  not  attack  the  validity  of  the  order? 

Mr.  Thom.  Until  the  railroad  or  litigant  exhausts  its  remedy 
afforded  by  the  statute  there  is  no  justification  for  litigation.  That 
case  arose  in  this  way :  It  arose  under  the  Virginia  system,  and  there 
had  been  a  decision  by  the  State  Corporation  Commission  of  Virginia 
as  to  a  rate,  and  immediately  upon  that  decision  there  was  an  appeal 
to  the  courts;  but  the  law  provided  that  there  might  be  an  appeal 
from  that  decision,  and  the  Supreme  Court  held  that  that  attack  in 
the  courts  was  premature  and  that  they  ought  to  follow  out  the 
remedy  afforded  by  statutory  process  before  attacking  the  order  of 
the  subordinate  body. 

Mr.  Sims.  Of  course,  we  could  provide  in  the  statute  that  an  appeal 
could  be  had  by  either  party,  and  in  case  there  was  no  appeal  taken 
it  should  be  final  on  the  idea  that  it  had  been  consented  to.  But  sup- 
pose the  order  of  the  regional  commission  was  attacked  as  null  and 
void,  as  being  beyond  the  authority  of  law  and  not  having  authoriza- 
tion to  act  in  the  matter,  having  exceeded  its  authority.  Would  you 
say  the  courts  would  not  have  jurisdiction  to  try  that? 

Mr.  Thom.  They  did  say  that.  It  was  attacked  on  the  ground  in 
that  case  that  the  corporation  commission  had  exceeded  its  constitu- 
tional power. 

Mr.  Troy.  Did  not  the  Federal  Constitution  give  that  commission 
judicial  powers?    Is  not  that  the  reason  of  that  decision? 

Mr.  Thom.  No.  The  reason  was  that  the  Virginia  constitution  had 
afforded  a  supplemental  reined}^,  which  was  an  appeal  from  the  State 
corporation  commission  on  the  question  itself.  Now,  instead  of  tak- 
ing that  appeal  there  was  an  attack  upon  the  validity  of  the  order 
in  the  Fecteral  court.  The  lower  Federal  court  decided  the  case  in 
favor  of  the  attacking  party,  and  an  appeal  was  taken  to  the  Supreme 
Court,  and  the  Supreme  Court  said,  in  an  opinion  delivered  by  Mr. 
Justice  Holmes,  that  that  attack  in  the  Federal  court  was  premature; 
that  they  ought,  by  comity,  to  have  pursued  the  remedy  that  was  per- 
mitted by  the  system  of  law. 

The  Vice  Chairman.  You  say  there  was  a  prayer  for  injunction? 

Mr.  Thom.  Yes,  sir. 

The  Vice  Chairman.  The  law  will  not  grant  relief  to  a  man  who 
can  get  relief  elsewhere. 

Mr.  Troy.  Was  not  that  because  the  Virginia  constitution  pre- 
scribed that  they  must  appeal  to  the  court  from  the  decision  of  the 
Virginia  commission  ? 

Mr.  Thom.  No  ;  it  said  they  might  appeal  to  the  courts,  but  that  in 
that  case  the  remedy  was  not  pursued. 

Mr.  Sims.  But  from  the  action  of  each  regional  commission  there 
will  be  an  appeal  to  the  central  commission.  It  will  be  appealed  by 
either  side,  and  upon  the  final  action  of  the  central  committee  its 
action  may  be  attacked  in  a  suit  in  court  for  lack  of  authority,  because 
it  was  confiscatory ;  in  other  words,  you  can  finally  attack  the  orders 
of  the  central  commission  in  every  case  in  which  you  can  attack  the 
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order  of  the  Interstate  Commerce  Commission  mow.  on  the  same 
grounds  \ 

Mr.  Jones.  That  is  true. 

The  Chairman.  Arc  there  any  railroad  corporation-  organized 
under  the  laws  of  Arizona? 

Mr.  Jones.  Yes,  sir. 

The. Chairman,  Arc  there  any  operating  in  your  State  that  are  not 
organized  under  the  laws  of  Arizona  \ 

Mr.  Jones.   Yes,  sir;  a  number. 

The  Chairman.  Which  preponderate? 

Mr.  Jones.  Well,  in  mileage,  of  course,  the  foreign  corporations 
preponderate. 

The  Chairman.  How  about  in  number? 

Mr.  Jones.  In  number  I  should  think  it  would  be  about  an  even 
split.    That  is  just  a  very 'hurried  guess. 

The  Chairman.  Now,  take  the  great  railway  systems  that  pass 
through  your  State:  There  are  the  Southern  Pacific,  the  Atchison, 
Topeka  &  Santa  Fe 

Mr.  Jones.  The  El  Paso  &  Southwestern. 

The  Chairman.  The  El  Paso  &  Southwestern? 

Mr.  Jones.  Yes,  sir. 

The  Chairman.  How  about  the  El  Paso  &  Southwestern;  is  that 
incorporated  under  the  laws  of  your  State? 

Mr.  Jones.  I  think  that  is.  The  Arizona  main  line  and  branches 
are  incorporated  under  our  laws. 

The  Chairman.  A  separate  corporation  which  is  a  part  of  this 
system  \ 

Mr.  Jones.  Yes,  sir. 

The  Chairman.  How  is  it  with  the  Southern  Pacific? 

Mr.  Jones.  The  Southern  Pacific,  of  course,  is  the  parent  cor- 
poration. 

The  Chairman.  Organized  under  the  laws  of  what  State? 

Mr.  Jones.  I  think  the  Southern  Pacific  Railway  Co.  is  composed 
of  two  corporations,  one  a  Kentucky  corporation,  and.  I  think,  the 
other  is  a  California  corporation;  one  an  operating  company  and  one 
an  owning  company. 

The  Chairman.  The  holding  company  is  the  Kentucky  corpora- 
tion and  the  operating  company  is  the  California  corporation? 

Mr.  Jones.  Yes.  sir. 

The  Chairman.  How  about  the  Atchison,  Topeka  &  Santa  Fe? 

Mr.  Jones.  Their  main  line  is  incorporated  under  the  laws  of 
Kansas,  I  understand.  They  have  some  branches  that  they  own 
which  were  incorporated  under  our  laws  which  have  been  recently 
absorbed  by  the  parent  corporation. 

The  Chairman.  So  that  the  parent  corporation  in  Kansas  owns 
the  line  operating  in  your  State? 

Mr.  Jones.  Yes,  sir. 

The  Chairman.  Of  course,  Arizona  had  no  share  in  the  legislation 
of  Kansas  or  Kentucky  that  led  to  the  organization  of  these  great 
corporations.  I  want  to  ask  you  what  you  regard  as  the  best  system, 
a  system  that  permits  of  the  incorporation  of  a  great  system  that  is 
to  operate  in  many  States,  of  which  the  State  of  Arizona  would  be 
one,  to  be  organized  under  the  laws  of  a  single  State,  and  which  per- 
haps does  not  have  a  mile  of  that  railroad  within  its  boundary,  or  a 
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system  that  would  submit  the  framing-  of  charters  of  these  corpora- 
tions to  the  jurisdiction  of  the  National  Government? 

Mr.  Jones.  I  have  only  studied  that  situation  since  the  question 
has  been  discussed  here  at  this  hearing.  I  have  never  given  it  any 
previous  consideration.  There  may  be  good  reasons  why  it  would  be 
better  to  have  a  national  corporation,  but  if  the  sole  reason  would 
be  to  deprive  the  States  of  their  regulatory  power.  I  think  that  would 
be  unwise.  In  my  opinion,  I  think  very  soon  after  we  attempted  to 
centralize  control  of  the  railroads  of  the  United  States  we  are  going 
to  have  a  clamor  for  public  ownership,  and  that  it  will  come. 

The  Chairman.  You  think  it  would  be  a  step  in  that  direction? 

Mr.  Jones.  I  do. 

The  Chairman.  Would  it  necessarily  lead  to  it? 

Mr.  Jones.  It  need  not  necessarily  lead  to  it. 

The  Chairman.  If  it  resulted  in  perfected  regulation,  such  regu- 
lation as  would  satisfy  the  public,  probably  there  would  be  no  danger 
of  public  ownership. 

Mr.  Jones.  It  might  have  that  effect. 

The  Chairman.  Do  you  not  think  it  wise,  before  coming  to  public 
ownership,  to  perfect  in  every  way  public  regulation  and  only  going 
to  public  ownership  when  the  failure  of  public  regulation  is  demon- 
strated ? 

Mr.  Jones.  I  think  that  should  be  the  last  resort.  I  think  it  should 
be  fully  demonstrated  that  public  regulation  is  defective  before  going 
to  public  ownership. 

The  Chairman.  Now.  1  am  as  anxious  as  yon  are,  or  as  any  repre- 
sentatives of  the  States  are.  to  see  to  it  that  the  rights  and  privileges 
of  the  various  communities  and  States  are  protected  and  guarded. 
Do  you  not  think  that  in  the  scheme  of  incorporation — that  in  adopt- 
ing a  scheme  of  incorporation  of  these  great  railway  systems — that 
avc  are  very  much  more  likely  to  have  wise  legislation  providing  for 
incorporation  of  such  great  systems  when  that  legislation  is  adopted 
by  a  body  in  which  every  State  of  the  Union  has  representatives, 
representatives  in  the  Senate  and  popular  representatives  in  the 
House,  every  district  in  the  United  State-  represented,  than  if  you 
were  to  resort  to  the  legislature  of  an  individual  State  for  such  legis- 
lation, and  possibly  a  State  within  whose  boundary  there  would  not 
be  a  mile  of  rail  belonging  to  the  organization  sought  to  be  effected? 
AVI i at  do  you  think  about  that? 

Mr.  Jones.  Well,  it  would  seem  on  the  face  of  it  that  the  com- 
bined part  of  wisdom  of  the  representatives  of  several  States  acting 
together  might  give  us  better  results  than  one  acting  singly.  If  it 
would  be  the  plan  to  confine  that  incorporation  to  railroads  serving 
more  than  one  State,  I  would  see  no  objection  to  it.  and  there  might 
be  great  advantages,  but  frequently  railroads  of  but  a  few  miles 
purely  local  in  their  character  are  incorporated.  We  have  a  great 
many  in  our  State.  Whether  it  would  be  wise  to  incorporate  those 
under  Federal  laws  or  not  is  questionable. 

The  Vice  Chairman.  There  are  two  kinds  of  persons  in  the  law. 
There  are  artificial  persons,  such  as  corporations,  and  there  are  nat- 
ural persons,  such  as  those  born  of  man  and  woman.  The  Constitu- 
tion provides  plenty  of  authority  to  regulate  commerce  between  the 
States,  regardless  of  whether  the  persons  conducting  the  commerce 
are  natural  or  artificial  or  where  they  may  be  born.    Do  you  think  it 
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any  more  logical  to  say  we  could  regulate  these  railroad  corporations 
better  if  they  were  incorporated  under  the  Federal  law  than  to  say 
that  a  man  must  be  born  in  the  District  of  Columbia  in  order  to  be 

amenable  to  the  laws  of  the  United  States? 

Mr.  Jones.  I  have  not  studied  that,  but  1  agree  with  you.  Judge, 
that  centralization  is  unwise  as  an  abstract  proposition. 

STATEMENT  OF  EDWARD  P.  E.  TROY. 

The  Chairman.  Will  you  be  good  enough  to  slate  your  residence 
and  occupation  \ 

Mr.  Troy.  1263  Oak  Street,  San  Francisco.  Latterly  I  have  been 
doing  work  in  matters  of  taxation  and  public  utilities  and  writing 
for  the  press  on  franchise  question  and  public  utility  and  public 
ownership  questions. 

The  Chairman.  Do  you  wish  to  proceed  now  on  the  Government 
ownership  question? 

Mr.  Troy.  No;  I  would  rather  cover  some  of  the  questions  that 
have  come  up  before  you  and  some  others  relating  to  the  Interstate 
Commerce  Commission.  There  is  one  question  which  was  brought 
up,  relating  to  taxation,  Mr.  Chairman,  which  was  a  very  important 
question:  and  I  want  to,  first,  say  that  the  whole  question  was  so 
broad  that  I  will  have  to  refer  to  many  features  of  it  without  pro- 
ceeding in  what  would  be  called  a  proper  order.  But  I,  outside  of 
my  views  on  public  ownership,  would  oppose — and  I  believe  the 
friends  of  public  ownership  would  oppose — any  national  incorpora- 
tion of  the  railroads,  either  in  one  great  corporation  or  in  regional 
corporations.  We  can  imagine  the  power  of  a  corporation,  as  has 
been  hinted  by  Mr.  Adamson,  with  a.  capitalization  that  would  be 
probably  forty  billion,  or  thirty  billion,  or,  as  a  witness  stated,  fifteen 
billion  dollars,  and  with  a  revenue  of  about  four  billions  of  dollars — 
nearly  three  times,  or  almost  four  times,  the  ordinary  revenue  of  the 
United  States  "Government. 

Why,  such  a  corporation,  Mr.  Chairman  and  gentlemen,  could 
crush  any  individual  or  any  community  or  any  State.  It  would  de- 
stroy  our  Government,  and  it  would  bring  about  an  autocracy  here, 
and  we  would  soon  have  a  man  on  horseback.  Its  power  would  be 
infinitely  greater  than  that  of  the  Steel  Corporation,  which  is  located 
only  in  one  community ;  but,  as  such  a  corporation  would  have  its 
branches  in  every  community  in  our  States,  and  as  those  branches 
became  adepts  and  experts  in  controlling  public  opinion  and  con- 
trolling officials  and  merchants  and  all  individuals  and  communities, 
you  can  well  see  the  terrible  influence  it  would  have.  They  have 
made  studies  of  those  matters;  they  have  made  a  science  of  it.  If  you 
read  their  journals,  I  believe  you  will  find,  taking  the  Railway  Age 
Gazette,  the  Electric  Railway  Journal,  and  gas  journals,  and  other 
public-utility  journals,  that  not  less  than  15  per  cent  of  their  space — 
up  to  30  per  cent  of  their  space — is  devoted  to  articles  dealing  with 
controlling  public  opinion  and  controlling  of  officials,  and  methods  of 
how  to  direct  public  opinion  and  control  the  people  and  increase  their 
revenues  and  miseducate  the  people  along  public-utility  lines. 

The  Vice  Chairman.  You  mean  mold  public  opinion  \ 

Mr.  Troy.  Yes:  mold.  That  is  a  word.  They  do  actually  misedu- 
cate and  practice  miseducation  of  the  public ;  and  it  would  be  a  most 
dangerous  thing  to  the  liberties  of  the  people  of  this  country  to 
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organize  a  corporation  of  that  magnitude  and  that  power,  with  its 
tentacles  out  in  every  district  of  the  county  where  there  is  any 
population. 

It  would  be  such  a  menace  to  the  liberties  of  the  people,  to  the 
future  welfare  of  our  country,  that  I  could  not  understand  how  any- 
one, who  would  comprehend  what  it  means,  would  favor  it,  and 
these  corporations  have  proved  that  they  have  no  regard  for  the 
rights  of  the  people.  They  have  no  regard  for  the  liberties  of  the 
people,  and  they  will  destroy  or  tear  down  or  overturn  any  law  or 
rule  of  nature  even,  or  they  would  overturn  the  sun  and  moon  and 
stars,  if  they  could,  to  accomplish  their  purpose,  solely  for  the  pur- 
pose of  making  money,  because  that  is  the  only  incentive  there  is 
behind  private  operation  of  a  railroad. 

For  those  reasons  I  think  it  would  be  a  very  exceedingly  dangerous 
thing  to  have  a  corporation  of  that  character. 

Now,  those  thoughts  come  to  my  mind  on  this  question  of  taxation. 
Right  at  this  moment  I  have  been  turning  them  over  in  my  mind 
to  some  extent.  Take  the  question  of  taxation.  The  railroads, 
through  their  continued  molding — as  the  gentleman  has  expressed 
it — of  public  opinion,  and  the  molding  of  opinions  of  members  of 
public  bodies — let  me  take  your  body  here,  as  an  example.  You 
gentlemen  represent  what  to-day  is  probably  the  most  powerful 
and  most  exalted  body  in  the  world — the  most  exalted  legislative 
body  in  the  world.  You  are  close  to  the  people.  You,  go  to  the  peo- 
ple to  represent  them :  because  by  that  you  stud}'  the  people  and 
understand  them  and  know  what  they  are  entitled  to.  You  know 
they  are  entitled  to  information. 

I  have  here  this  [exhibiting]  as  an  example.  This  is  a  report 
of  your  hearings,  parts  1  to  10.  In  that  you  give  a  full  transcript 
of  all  proceedings  that  have  taken  place  before  your  committee 
during  the  hearings,  and  you  let  the  public  know  everything  that 
is  done  in  your  committee  relating  to  these  matters.  Take  the  rail- 
road commissions  and  the  Interstate  Commerce  Commission.  They 
keep  things  secret.  They  think  that  the  public  have  no  rights  at 
all,  and  I  do  not  blame  them  for  that.  Most  men  yield  to  the- strong- 
est influences  that  are  brought  to  bear  on  them.  Sometimes  it  may 
be  a  remunerative  influence  and  sometimes  it  may  be  some  other 
character  of  influence,  but  they  yield  to  the  most  powerful  influence, 
and  corporations  are  continually  bringing  this  pressure  to  bear  upon 
these  bodies  to  prevent  the  public  from  knowing  anything  as  to  what 
is  going  on. 

The  Vice  Chairman.  As  far  as  the  Interstate  Commerce  Commis- 
sion is  concerned,  I  think  it  prints  as  much  as  the  appropriations  for 
that  purpose  permit  them  to  print. 

Mr.  Trot.  It  might  as  to  those  appropriations;  but  they  conceal 
matters  deliberately,  and,  in  fact,  in  violation  of  the  law  that  has 
been  framed  with  the  assistance  of  3011  gentlemen. 

Take  now,  for  instance,  the  present  valuation  of  railroads.  They 
have  a  branch  office  here  in  San  Francisco,  in  the  Wells-Fargo  Build- 
ing. I  went  down  there  some  six  months  ago  seeking  to  have  ac- 
cess— not  to  any  of  their  private  work — but  to  the  inventory  of  the 
property  of  the  railroads.  I  wanted  to  find  out  in  writing  some  arti- 
cles for  the  press  what  property  certain  railroads  had.  The  young 
man  who  waited  on  me  was  very  obliging  and  a  nice  young  man,  but 


INTERSTATE   AND   FOREIGN    TRANSPORTATION.  1497 

his  orders  were  that  none  of  ii  should  be  given  to  the  public,  and  he 
said  that  I  could  have  the  instructions  that  they  had  from  the  com- 
mission, and  ho  went  to  get  them  and  came  back  and  said,  no,  they 
thought  because  of  their  instructions  they  could  not  let  me  have  that 
even.  He  gave  me.  however,  a  copy  of  the  statute  passed  by  Congress 
providing  for  the  valuation,  and  the  statute  provided  that  all  of  the 
records  of  that  valuation  commission  should  be  public ;  that  the  public 
should  have  access. 

The  Vice  Chairman.  Was  that  required  while  it  was  in  the  forma- 
tive stage,  in  the  hands  of  the  clerks  ?  You  would  have  to  wait  until 
they  completed  that  work,  would  you  not? 

Mr.  Troy.  You  will  see,  as  I  proceed,  whether  it  was  required  <>r 
not.  The  statute  provided  that  where  they  wished  to  prevent  the 
public,  if  they  wished  to  exercise  the  power  to  prevent  the  public 
from  having  access  to  it,  they  would  have  to  pass  a  resolution  stating 
why  it  was  confidential.  I  wrote  the  commission,  and  Commissioner 
Prouty  sent  me  a  letter  saying  he  could  not  furnish  me  with  that  in- 
formation, not  even  the  Texas  Midland  valuation. 

I  will  say,  however,  I  wrote  to  the  railroad  presidents'  association 
or  organization  in  Philadelphia,  and  they  sent  me  back  a  printed 
copy  of  the  tentative  valuation.  But  I  made  a  further  effort  to  get 
access  to  this  record  of  the  inventory  of  the  railroads'  property 
through  a  certain  gentleman.  A  letter  was  written  by  the  secretary 
of  the  Interstate  Commerce  Commission,  Mr.  McGinty,  saying  that 
while  in  the  field  they  gave  the  carrier  a  carbon  copy  of  the  inventory ; 
that  as  soon  as  the  inventory  was  placed  in  the  records  of  their  com- 
mission then  they  would  not  allow  anyone  to  see  it,  not  even  the  car- 
rier, but  the  carrier  still  has  the  carbon  copy  and  did  not  need  see 
it  in  the  records.  All  that  did  was  to  prevent  the  public  knowing 
the  inventory,  although  the  railroad  corporations  knew  every  item 
that  was  in  the  inventory.  That  is  the  way  the  Interstate  Commerce 
Commission  conceals  information. 

It  is  the  same  with  this  commission.  Take  the  reports  of  the  Cali- 
fornia commission.  We  are  now  discussing  questions  of  railroading 
and  railroads.  The  railroads  are  asking  for  a  15  per  cent  increase 
in  their  freight  rates,  and  it  was  the  most  difficult  thing  in  the  world 
to  get  information  from  the  railroad  commission.  The  commission 
wants  everyone  to  pay  for  any  report  that  he  may  get  from  the  com- 
mission, and  in  addition  to  that  the  report  for  the  fiscal  year  1914  was 
issued  about  January  1,  1916,  a  year  and  a  half  after  its  date.  That 
is  the  statistical  report  of  the  commission,  and  the  report  for  the 
fiscal  year  1915,  ending  June  30,  1915,  has  not  been  issued  yet.  It  has 
not  been  issued  and  is  nearly  two  years  and  a  half  behindhand,  and 
about  a  year  longer  than  the  previous  report  had  taken,  and  yet  these 
great  questions  are  coming  before  the  people.  The  people  want  to 
discuss  them  and  the  commission  will  not  give  them  the  information 
to  permit  them  to  discuss  them.  It  would  seem  to  me  that  in  one  of 
the  articles  I  wrote  Commissioner — I  forget  his  name,  but  I  think  he 
is  from  Iowa. 

Senator  Cummins.  Commissioner  Clark  ? 

Mr.  Troy.  Yes;  Commissioner  Clark — answered  it  in  one  of  the 
papers  here,  saying  that  the  commission  gave  more  information  and 
was  freer  in  giving  out  information  than  possibly  any  other  public 
body.    But,  gentlemen,  if  they  give  out  any  information  it  is  given 
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out  only  at  Washington,  and  you  have  to  go  3,000  miles  from  San 
Francisco  to  get  the  information.  It  would  seem  to  me  that  Con- 
gress should  compel  the  Interstate  Commerce  Commission  to  make 
a  duplicate  or  triplicate  copy,  if  necessary,  of  all  their  reports  that 
pertain  to  any  railroad  in  any  locality  and  make  the  railroads — the 
Southern  Pacific  Railroad  makes  its  report  to  the  Interstate  Com- 
merce Commission,  and  it  would  cost  but  very  little  more — filed  addi- 
tional reports,  carbon  copies  or  printed  copies — because  they  print 
them  anyway — and  file  them  around  the  country.  In  this  city  is  the 
office  of  the  commission,  where  they  have  their  examiners  going  out 
visiting  the  railroads,  and  their  valuation  office,  and  they  do  not  have 
a  copy  of  the  report  of  the  Southern  Pacific  or  any  other  railroad,  so 
that  it  is  impossible  for  the  citizens  in  San  Francisco  to  secure  any 
information  about  reports  made  to  the  Interstate  Commerce  Com- 
mission for  a  year  and  a  half  or  three  years  after  the  report  is  made, 
except  as  to  the  volume  or  pamphlet  that  is  printed  containing  data 
given  them  by  the  railroads,  but  not  the  full  and  complete  report  of 
the  commission. 

So,  if  your  committee  would  recommend  to  Congress  and  provide 
that  the  Interstate  Commerce  Commission  will  be  compelled  to  file 
in  some  central  location  in  each  district  copies  of  the  reports  of  all 
the  railroads  and  other  corporations  that  report  to  it  from  these  dis- 
tricts, then  you  would  enable  the  public  to  get  some  information. 

The  Vice  Chairmax.  You  mean  furnish  to  the  press  in  the  various 
localities  interested  copies  of  the  report? 

Mr.  Troy.  I  would  not  put  them  to  that  expense,  but  there  ought 
to  be  these  reports  on  file  at  central  offices. 

The  Vice  Chairman.  I  mean  furnish  to  the  press,  not  to  print 
them,  bat  to  make  them  available? 

Mr.  Troy.  Yes,  sir ;  to  anyone  who  wishes  to  see  them. 

I  am  diverging  again  from  the  question  of  taxation.  Now,  the 
railroads,  as  I  say,  have  perverted  the  law  made  by  man,  by  Gov- 
ernment, and  b}'  your  Congress,  and  they  distort  even  the  natural 
law.  They  are  able  to  accomplish  it  through  their  control  of  the 
press.  The  advertising  here  in  San  Francisco,  probably  with  one  ex- 
ception— you  can  not  get  any  newspaper  to  publish  anything  against  a 
railroad,  no  matter  what  a  railroad  may  do,  and,  in  fact,  the  news- 
papers are  aiding  the  railroad  always  to  steal  property  from  the 
public.  Talk  to  any  editor  in  San  Francisco  and  he  will  admit  to 
you  that  these  railroads,  through  their  advertising — yes,  not  only 
that,  but  they  use  the  powers  they  have  to  influence  banks  and  mer- 
chants of  cities,  and  through  the  advertising  powers  of  the  merchants 
they  control  the  press  in  San  Francisco  and  other  large  centers  and 
distort  all  news  that  the  people  should  have  relating  to  these  cor- 
porations, and  considering  that  alone — the  way  the  railroads  can  ac- 
complish those  awfully  dangerous  things  they  do  now — what  could 
be  done  by  a  great,  powerful  corporation  with  fifteen  to  forty  bil- 
lions of  dollars  of  capitalization  and  four  billions  of  dollars  of  in- 
come? Why,  gentlemen,  they  do  anything  they  pleased.  They 
could  destroy  our  Government  overnight. 

Here  in  San  Francisco  I  am  told  that  the  Southern  Pacific  Rail- 
road alone — an  advertising  man  told  me  this — the  •Southern  Pacific 
spends  at  high  as  $125,000  a  year  for  advertising  in  the  newspapers. 
That  is,  to  a  large  degree,  unnecessary,  and  under  governmental 
ownership  you  would  save  that  heavy  expense. 
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While  the  Southern  Pacific  is  subtle  in  the  methods  by  which  it 
exerts  its  influence,  I  am  told  that  the  Santa  Fe  has  actually  de- 
manded protection  from  the  newspapers  for  the  advertising  they  get. 
Yet  I  will  say  that  the  Santa  Fe,  in  many  ways,  gives  better  accom- 
modations to  the  people  than  the  Southern  Pacific  in  the  operation 
of  its  line.  Out  in  the  desert  the  Santa  Fe  has  better  and  more  sta- 
tions than  anything  the  Southern  Pacific  line  has  anywhere  in  Cali- 
fornia. The  Southern  Pacific  gives  the  people  nothing  but  shacks 
for  stations.  It  is  only  through  competition  thai  the  Southern  Pacific 
is  forced  to  improve  its  accommodations,  and  that  is  a  point,  gentle- 
men, that  I  wanted  to  make  about  this  matter,  namely,  that  it  is  a 
dangerous  thing  to  foster  centralization  of  power  under  private  own- 
ership; that  it  is  only  under  governmental  ownership,  when  the 
incentive  for  profit  is  removed,  that  it  is  safe  to  permit  any  centrali- 
zation of  any  great  service  such  as  a  railroad  corporation  gives. 

But,  coming  again  to  the  question  of  taxation — you  will  pardon 
me.  These  thoughts  go  through  my  mind  so  that  they  divert  me  from 
the  main  subject. 

The  Vice  Chairman.  I  infer  from  what  you  say  that  you  fear 
these  powerful  corporations  would  have  influence  enough  to  secure 
exemption  from  taxation? 

Mr.  Troy.  They  do  now.  I  will  show  you  that  right  now.  Every 
economist  agrees — -Adams,  Henry  George,  and  others — and  every 
professor  of  political  economy  agrees  that  the  owner  of  the  land 
can  not  pass  on  to  the  consumer  the  tax  that  may  be  levied  on  that 
land  value.  That  is  accepted  by  every  authority  in  economics.  What 
is  the  effect  of  that,  gentlemen?  I  own  some  land;  that  land  has  a 
certain  value;  the  State  levies  a  tax  upon  that  value.  If  the  land 
value  has  had  a  rate  of  capitalization  of  its  assumed  income  at.  say, 
5  per  cent  and  the  tax  is  1  per  cent,  then  the  Government  has  taken 
from  me  in  taxes  20  per  cent  of  my  land  values,  because  I  can  only 
get  a  price  in  the  market  for  my  land  on  its  net  income ;  that  is,  the 
gross  less  the  taxes. 

But  the  railroads:  what  do  they  do?  They  hav< — we  presume 
under  the  law.  and  that  is  another  point  I  want  to  touch  on  before 
your  committee;  we  will  presume  that  is  so:  it  was  spoken  of  here  as 
unearned  increment  in  terminals — they  have  to  get  a  return  on  the 
full  land  value,  and  then,  in  addition  to  that,  the  Interstate  Com- 
merce Commission  and  the  courts  legally  exempt  and  allow  them  all 
of  the  taxes  they  pay  on  their  land — on  their  operative  land.  You 
can  see  what  that  does,  gentlemen.  It  simply  gives  to  the  railroads 
that  much  more  capital  value,  that  you  would  have  to  pay  them  if 
you  took  over  the  railroads.  I  have  not  in  mind  the  figures  of  rail- 
road taxes,  but  if  I  recollect  correctly,  they  are  about  $300,000,000, 
and  you  capitalize  that  and  see  what  it  amounts  to — probably  $60,- 
000,000,000  more  you  would  have  to  pay  them  for  their  property  than 
the  property  is  actually  worth  on  the  market,  putting  it  on  the  basis 
of  the  market  value  of  other  property  in  the  community.  You  can 
see  the  unfairness  of  the  system  of  taxation  as  applied  to  railroads. 

The  suggestion  has  been  made  that  there  should  be  some  standard 
or  rule  by  which  you  could  measure  the  taxes  of  railroads  differently 
from  other  people.  It  seems  to  me  that  that  idea  comes  from  a  mis- 
understanding or  forgetting  what  the  purpose  of  taxation  is.  The 
purpose  of  taxation  is  not  to  take  any  money  from  the  railroads  at 
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all.  That  is  not  its  purpose,  but  it  is  to  sustain  the  Government. 
It  is  to  sustain  the  Government,  and  for  various  reasons  the  expenses 
of  sustaining  the  Government  here  in  San  Francisco  might  be  more 
than  it  would  be  in  some  other  community,  and  the  railroad  cor- 
porations and  every  other  corporation  should  pay  their  fair  share  of 
sustaining  the  Government  in  that  locality,  as  well  as  they  do  in 
every  other  locality,  and  there  should  not  be  any  measure  of  taxation 
applied  to  them  that  is  different  from  that  applied  to  every  other 
individual  in  the  community. 

I  can  give  you  a  reason  for  that.  Take,  for  example,  the  terminals 
of  the  railroad  corporations.  They  are  here  in  this  terminal  city,  in 
this  location.  If  there  was  a  strike  or  fire  or  for  any  other  cause 
the  municipality  is  required  to  give  them  police  protection  and  fire 
protection  and  all  the  other  services  and  advantages  that  are  given 
to  the  people  in  a  community  by  the  local  government,  and  in  San 
Francisco  to-day  Ave  get  .no  taxes  on  the  operative  property  of  the 
railroads.  The  system  of  taxation  in  California — there  is  a  slight 
exception  to  that — under  the  system  of  taxation  in  California  the 
railroads  pay  a  percentage  of  their  revenue  to  the  State  government 
for  taxes,  but  where  bonds  were  issued  in  any  district  prior  to  1911 
at  the  time  of  adoption  of  this  system  of  taxation,  then  the  State 
government,  out  of  the  revenue  it  receives  from  the  railroads,  returns 
to  the  local  community  the  amount  of  that  bond  tax  whatever  it  may 
be,  but  all  the  railroad  pa}Ts  on  its  operative  property  is  this  per- 
centage of  its  income. 

The  figures  have  not  been  made  public,  but  our  State  tax  com- 
mission has  given  out  figures  showing  the  effect  of  that  upon  rail- 
roads, and  the  chairman  of  the  commission,  Mr.  Seely,  permitted 
me  to  copy  from  their  records  the  data.  It  shows  that  in  three  years 
the  steam  railroads  and  street  railroads  paid  over  $4,000,000  less 
taxes  under  that  system  than  they  would  have  paid  if  they  were 
taxed  locally  in  the  different  communities  where  the  property  is 
located,  under  the  old  system,  and  the  electric  system  paid  about  a 
million  and  a  half  dollars  less.  So  you  can  see,  by  paying  a  per- 
centage of  the  revenue  as  a  tax  it  is  entirely  unfair  and  unjust  to  the 
people  of  the  community.  The  railroad  corporation  does  not  share 
its  fair  percentage  of  taxation,  and  then,  again,  take  a  railroad  going 
through  a  community  where  it  simply  has  its  tracks  and  where  it 
is  sparsely  settled  and  may  have  only  one  or  two  stations.  They  get 
no  police  protection  from  the  community  and  no  fire  protection  and 
no  governmental  service  is  given  them  at  all  in  those  communities; 
and  yet  here,  in  San  Francisco,  we  are  compelled  to  tax  ourselves 
to  give  them  these  protections  and  these  services,  and  they  pay  to  us 
no  taxes  at  all. 

Another  feature  of  that  taxation  that  I  would  like  to  call  to  your 
attention  is  this :  Under  this  statute,  the  railroads,  of  course,  pay  this 
percentage  of  their  revenue  as  a  tax  upon  their  operative  property. 
They  class  their  right  of  way — and  their  right  of  way  has  been  100 
feet,  I  do  not  know  what  it  is  now ;  I  think  it  is  a  little  wider  now — 
and  other  station  grounds  as  operative  property,  and  therefore  they 
pay  no  taxes  upon  it,  but  here  in  the  community  is  some  individual 
or  corporation  which  has  property  outside  of  that  right  of  way.  He 
is  paying  taxes  to  the  local  community  on  that  property,  helping 
to  pay  the  expenses  of  governmental  services  in  that  community. 
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But,  let  a  raisin  packer,  for  example,  as  1  have  noticed  in  the  report, 
or  an  orange  packer,  or  a  hay  dealer,  or  some  other  industry,  come 
along  that  wants  a  location,  and  the  railroad,  by  the  power  it  has 
through  its  transportation  facilities,  forces  thai  individual  to  locale 
upon  its  right  of  way  or  upon  its  station  grounds,  renting  to  him  a 
part  of  that  station  ground,  and  then  they  return  to  the  assessor  sim- 
ply the  area  of  the  station  ground  or  the  right  of  way — if  it  is  50  by 
100  or  200  by  500,  as  in  some  cases — as  being  nonoperative  property, 
when  they  are  getting  income  from  it,  and  then  they  pay  a  tax  upon 
that  small  portion  of  that  station  ground.  So  they  escape  taxation 
entirely  until  they  get  revenue  from  the  property,  and  they  throw  all 
the  burdens  upon  the  other  members  of  the  community,  and  it  is  un- 
fair and  unjust,  and  a  railroad  and  every  other  corporation  and  every 
other  individual  should  pay  whatever  taxes  may  be  laid  upon  tax- 
able property  within  a  community  within  which  its  property  is 
located.  The  value  of  the  terminals  depends  largely  on  the  population 
value  in  a  community.  If  you  take  a  terminal — some  of  the  terminals 
down  the  coast  are  located  on  the  ocean,  where  there  is  no  population 
and  simply  a  wharf,  and  they  are  of  no  value  practically — but  the 
community  makes  the  value,  and  that  brings  me  to  the  point  brought 
out  by  Judge  Sims,  as  to  whether  or  not  it  was  fair  to  levy  taxes  upon 
the  community  value  or  unearned  increment  of  the  terminal, site  of 
a  railroad,  and  whether  that  did  not  lessen  the  value  or  opportunity 
or  resources  of  the  company  to  give  services  to  the  people.  The  answer 
to  that  is  that  the  corporation  gets  that  value.  It  is  added  to  its  prop- 
erty, and  if  it  sells  its  property  it  may  charge  for  it.  It  has  acquired 
that  much  more  wealth,  and  it  is  not  entitled  to  that  wealth  at  all. 

As  a  matter  of  fact — and  I  think  Judge  Farrington  lays  down  that 
principle  to  some  degree  in  one  of  his  Spring  Valley  cases  he  decided 
back  in  1904 — that  as  the  property  was  devoted  to  a  public  use  that 
at  least,  as  the  judge  said,  in  a  rate-making  sense,  the  property  was 
devoted  to  a  public  use,  and  that  the  corporation  was  not  entitled  to 
any  return  on  the  unearned  increment  on  the  community's  value,  but 
he  said — and  the  courts  hold,  I  believe — that  if  the  corporation  sells 
the  property  or  anybody  purchases  the  property,  or  if  the  community 
should  exercise  its  right  of  eminent  domain  and  take  it  away  from  the 
corporation,  it  would  have  to  pay  the  entire  community  value,  and  so 
the  stockholders  of  the  corporation  are  made  that  much  wealthier 
because  of  the  community  value,  and  because  of  that  the  corporation 
should  be  compelled  to  pay  taxes  on  that  community  value. 

It  seems  to  me  that  situation  is  caused  by  the  railroad  corporations 
continually,  through  the  press,  hammering  at  the  people  and  trying 
to  mold — as  has  been  expressed — public  opinion  along  certain  lines. 
They  have  gotten  many  people  to  believe  things  that  are  in  direct 
opposition  to  all  natural  law  and  of  fact,  and  it  is  because  of  that 
men  unconsciously  absorb  these  erroneous  views  given  out  by  the 
railroad  corporations,  as  they  are  printed  and  published  so  widely. 
They  create  a  public  opinion  in  that  way.  and  it  is  one  of  the  most 
dangerous  influences  exercised  on  the  public  mind  by  these  corpora- 
tions. 

I  have  said  more  than  I  intended,  gentlemen.  I  hope  I  may  have 
an  opportunity  to  prepare  something  to  say  to  you  on  (Tovernment 
ownership. 
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Mr.  Thom.  I  have  a  question  which  I  should  be  glad  if  I  could  get 
some  attention  to  by  this  committee  during  its  sessions  here.  It  re- 
lates to  section  10  of  the  Clayton  Act.  Perhaps  it  might  not  be  a 
bad  way  of  managing  the  situation  if  the  committee  would  appoint 
a  subcommittee  before  whom  I  might  bring  that  matter  up. 

The  Vice  Chairman.  Some  time  before  we  disperse  here  I  am 
going  to  ask  the  committee  to  have  an  executive  session  to  dispose 
of  these  matters  and  perhaps  we  can  hear  you  then. 

Mr.  Thom.  The  suggestion  is  this:  Section  10  of  the  Clayton  Act 
has  been  twice  suspended  by  Congress,  but  the  last  suspension  ex- 
pires about  the  8th  of  January.  It  relates  to  the  method  of  making 
railroad  purchases  under  certain  conditions.  We  feel  in  its  present 
shape  it  is  unworkable,  and  we  are  asking  for  an  amendment  to  that 
section,  in  no  way  questioning  the  principle  on  which  it  was  founded. 
I  had  hoped,  as  so  little  time  remained  for  consideration  of  this 
before  Congress  convenes,  that  possibly  this  committee  could  make 
a  recommendation  to  the  Judiciary  Committee  of  the  two  Houses, 
which  have  heretofore  handled  it,  as  to  the  proper  way  to  handle 
that,  whether  by  amendment  or  what  not.  I  am  ready  to  propose  an 
amendment. 

The  Chairman.  Does  not  that  come  within  the  scope  of  resolu- 
tion GO? 

Mr.  Thom.  I  think  so.  I  should  like  to  have  a  special  report  on 
that  before  the  time  limit  expires. 

The  Chairman.  How  much  time  would  you  require? 

Mr.  Thom.  Oh,  not  very  long.  If  you  can  appoint  a  subcom- 
mittee  

The  Chairman.  I  do  not  think  it  is  necessary  to  appoint  a  subcom- 
mittee.   We  can  handle  it  with  the  full  committee. 

(Whereupon,  at  5  o'clock  p.  in.,  an  adjournment  was  taken  until 
Monday,  November  5,  1917,  at  10  a.  m.) 


MONDAY,  NOVEMBER  5,  1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

San  Francisco,  Gal. 
The  joint  committee  met  in  the  Palace  Hotel  at  10  o'clock  a.  m. 
in   pursuance   to   adjournment,   Senator  Frank   G.   Newlands  pre- 
siding. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Troy,  we 
will  hear  from  you  later.  We  desire  to  hear  from  Mr.  Gardiner,  who 
is  from  Nevada,  and  who  is  obliged  to  leave.  I  understand  you 
reside  here  and  can  wait  for  the  action  and  the  convenience  of  the 
committee. 

Mr.  Troy.  Yes,  sir. 

STATEMENT  OF  WILLIAM  M.  GARDINER. 

Mr.  Gardiner.  I  appreciate  the  courtesy  the  committee  has  af- 
forded me  in  granting  me  this  opportunity  to  appear  before  it  and 
express  my  views. 

I  represent,  primarily,  the  Reno  Commercial  Club,  of  which  I  am 
rice  president,  and,  by  special  request,  the  Merchants'  Association 
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of  Lovelock,  and  I  also  think  I  may  take  it  upon  myself  to  say  I 
represent,  the  State  of  Nevada  generally,  because  I  believe  there  is 
a  unified  public  opinion  throughout  the  entire  State  on  the  subject 
which  I  am  about  to  present  and  the  views  1  am  going  to  mention  on 
the  subject. 

The  Railroad  Commission  of  Nevada  has  been  making  the  fight 
of  the  people  of  Nevada,  and  the  railroad  commission  will  be  here 
"later  and  will  present  this  matter  in  an  entirely  different  manner 
and  with  a  great  deal  more  knowledge  of  the  subject  and  more 
ability  than  I  can  command,  but  it  was  thought  desirable  that  there 
should  be  at  least  one  representative  of  the  common  people  of  Ne- 
vada. The  only  distinction  which  I  can  claim,  if  any,  is  that  I  am 
a  Nevadan  by  adoption — I  am  afraid  my  California  friends  when 
they  know  I  am  a  Calif ornian  by  birth  will  think  I  am  a  renegade 
before  listening  to  me  very  long- — I  am  a  Nevadan  by  adoption  and  a 
Democrat  by  inheritance  and,  later  on,  a  Democrat  by  conviction. 

When  I  went  to  Nevada  eight  years  ago  I  found  in  progress  there 
the  fight  of  the  people  of  Nevada  for  better  railroad  rates — for  rail- 
road rates  which  were  not  discriminatory.  I  found  that  that  fight 
had  been  in  existence  for  years,  and  that  same  fight  is  going  on  now. 
What  I  am  saying  to  you  gentlemen  and  am  going  to  say  is  simply 
one  gun  in  that  fight,  and  if  that  gun  does  make  a  great  deal  of  noise, 
remember  that  the  final  battle  is  on  now,  and  that  this  is  only  the 
first  gun  in  a  battle,  and  the  first  gun  in  a  battle  does  not  count  for 
much.  The  fight  is  on,  and  we  are  just  beginning  to  fight.  I  may 
say  we  have  just  begun  to  fight. 

The  railroad  people  started  out,  so  far  as  I  can  see,  in  the  deter- 
mination of  railroad  rates  in  Nevada,  by  charging  all  that  the  traffic 
would  bear.  I  have  been  unable  in  my  study — and  I  am  sure  that 
the  railroad  commission  will  bear  me  out  in  saying  in  their  studies, 
and  say  that  they  also  have  been  unable — to  find  any  other  logical 
basis.  It  is  true  that  there  is  an  excuse — not  a  reason— that  has 
been  given  by  the  railroads,  and  that  excuse  is  water  competition; 
that  the  towns  on  the  seaboard,  by  reason  of  having  communication 
with  the  East  by  water,  are  entitled  to  lower  and  less  remunerative 
rates  to  the  railroads  than  are  the  intermediate  points,  I  might  say, 
than  the  intermountain  country. 

In  the  old  days  the  intermediate  rate  was  made  of  the  terminal 
rate  to  the  coast ;  that  is,  on  shipments  from  the  coast — made  on  the 
terminal  rate  to  the  coast  plus  the  local  back  to  the  intermediate 
point,  and  there  arose  that  famous  back-haul  charge,  which  has  been 
the  subject  of  more  controversy  in  connection  with  railroad  rate  mak- 
ing than  anything  else  that  I  know  anything  about,  and  I  want  to 
say  now,  in  my  opinion,  that  back-haul  charge  is  arbitrary,  vicious, 
unprincipled,  and  indefensible,  and  I  think  an  investigation  of  it 
will  bear  that  out.  It  is  true  that  that  back-haul  charge,  as  such,  has 
been  to  some  extent  eliminated,  and  it  is  true  that  in  a  great  many 
particulars  the  rate  now  in  Nevada  is  somewhat  less  than  the  coast 
trade  plus  the  back  haul  back,  but  still  it  is  high  enough  to  prevent 
our  doing  legitimate  business. 

Some  time  ago  in  Nevada  there  was  a  conversation  between  a  rail- 
road man  and  a  Nevadan  and  the  Nevada  man  was  talking  about 
these  discriminatory  rates  from  which  we  suffer,  and  the  railroad 
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man  began  to  talk  about  water  competition.  It  was  not  long  before 
he  was  driven  into  a  corner  on  that,  as  the  railroads  have  been 
driven  in  a  corner  wherever  they  have  urged  that,  and  even  before 
the  Interstate  Commerce  Commission,  and  then  the  railroad  man 
went  on  to  tell  how  the  railroad  was  a  bridge  from  the  Atlantic  to 
the  Pacific;  it  was  built  for  the  purpose  of  connecting  the  Atlantic 
and  the  Pacific,  and  that  the  Pacific  was  entitled  to  a  better  proposi- 
tion than  the  intermediate  points  along  that  bridge,  and  again  the 
Nevada  man  drove  him  into  a  corner,  and  finally  the  railroad  man 
said:  "What  are  you  going  to  do  about  it?  "  And  that,  gentlemen, 
has  been  the  position  and  defense  of  the  railroad  companies  right 
along  to  the  discriminatory  rates  which  are  charged  Nevada.  In 
addition  to  these  discriminatory  rates  on  shipments  from  the  East 
into  this  intermountain  country,  there  is  also  a  discriminatory  rate 
on  shipments  from  these  terminal  points  eastward  into  our  country. 
The  rates  from  these  terminal  points  arc  so  little  in  excess  of  the 
rates  which  are  charged  for  shipments  out  of  Reno,  for  instance,  or 
out  of  Spokane,  for  instance,  or  some  of  these  other  cities,  that  it 
makes  it  practically  impossible  for  any  business  to  be  done  in  a  dis- 
tributing way  by  any  of  these  intermountain  towns.  I  am  going  to 
give  just  one  instance,  taken  at  random,  which  is  borne  out  by  practi- 
cally all  the  different  commodities  subject  to  railroad  transportation. 
Take  one  concrete  illustration — nails. 

The  rate  on  nails  from  Pittsburgh  to  San  Francisco,  with  an  80,000- 
pound  minimum,  is  75  cents,  and  the  rate  on  nails  from  Pittsburgh 
to  Reno  on  the  same  minimum  is  $1 — 33^  per  cent  higher  than  the 
rate  to  San  Francisco.  The  rate  to  Reno  on  nails,  with  a  40,000- 
pound  minimum — and  that  is  more  like  the  minimum  which  jobbers 
in  that  community,  if  there  were  any  jobbers,  would  be  likely  to 
need — with  a  40,000-pound  minimum  the  rate  is  $1.17. 

Mr.  Sims.  Where  is  that  last  rate  from? 

Mr.  Gardiner.  From  Pittsburgh  to  Reno,  with  a  40,000-pound 
minimum.  I  forget  what  the  rate  from  Pittsburgh  to  San  Francisco 
on  a  40,000-pound  minimum  is.  but  San  Francisco  can  well  take  the 
80,000-pound  minimum.  The  rate  on  the  80,000-pound  minimum 
from  Pittsburgh  to  San  Francisco  is  75  cents. 

That  is  fair  enough,  but  the  rate  from  San  Francisco  to  Winne- 
mucca  or  Elko  on  less-than-carload  lots  of  nails  is  77  cents;  the  rate 
from  San  Francisco  to  Reno  is  69;  the  rate  from  Reno  to  Winne- 
mucca  is  56  cents,  and  from  Reno  to  Elko  is  69  cents.  Without  bear- 
ing those  in  mind  and  simply  taking  the  results,  San  Francisco  on 
that  kind  of  basis  can  put  nails  into  Winnemucca  at  4  cents  less  than 
Reno  can  and  into  Elko  at  17  cents  less.  You  understand  that  Win- 
nemucca and  Elko  are  points  on  the  Southern  Pacific  Railroad  east 
of  Reno.  If  San  Francisco  buys  in  80,000-pound  lots  and  we  in 
40,000-pound  lots,  then  San  Francisco  can  put  goods  into  Winne- 
mucca 21  cents  better  than  we  can,  and  into  Elko  at  34  cents  better. 

Look  at  the  geography  of  the  situation  a  moment.  San  Francisco 
is  244  miles  from  Reno.  On  the  western  haul,  coming  from  Reno, 
there  is  a  summit  of  2,500  feet  to  climb.  On  the  eastern  trip  going  to 
Reno  there  is  a  summit  of  7,000  feet  to  climb.  Going  from  Reno  to 
Elko  there  is  only  a  summit  of  589  feet  to  climb.  Notwithstanding 
that,  the  haul  from  San  Francisco  to  Elko,  going  over  that  7,000-foot 
summit,  is  only  8  cents  more  than  the  rate  charged  from  Reno  to 


INTERSTATE  AND   FOREIGN   TRANSPORTATION.  1505 

Elko.  The  rate  from  San  Francisco  to  Reno,  as  I  said,  is  59  cents. 
Figured  any  way  a  person  can  figure  it.  I  do  aol  see  anything  except 
indefensible  discrimination.  If  the  haul  from  San  Francisco  to 
Elko  is  broken  at  Reno — that  is,  if  a  Reno  man  orders  goods  from 
San  Francisco  and  ships  to  Elko — the  rate  that  nni-t  be  paid  Is  $1.28 
on  that  broken  haul  from  San  Francisco  to  Elko,  [f  the  shipment  is 
made  from  San  Francisco  direct  to  Elko  it  is  77  cents.  Gentlemen, 
if  the  rate  from  Reno  to  Elko  is  fair,  why.  then,  on  the  shipments 
from  San  Francisco  to  Elko  is  San  Francisco  charged  only  8  cents 
for  the  haul  from  San  Francisco  to  Reno  with  the  7,000-foot  summil 
to  cross?  That  is  a  haul  nearly  as  far  as  the  haul  from  Reno  to 
Elko  and  with  a  climb  twelve  times  higher  than  the  climb  from  Reno 
to  Elko.  Gentlemen,  what  is  the  reason  for  that?  What  is  the  rea- 
son for  those  rates?  Do  they  spell  anything  except  discrimination? 
In  my  opinion  there  is  just  one  answer  to  thai  one  answer  to  these 
rates— and  that  is  that  they  are  intentionally  discriminatory  for  the 
purpose  of  favoring  the  coast  jobbers  and  for  the  purpose  of  making 
it  impossible  for  any  point  in  Nevada  to  do  any  kind  of  a  jobbing 
business. 

It  would  not  be  so  bad,  gentlemen,  if  the  transcontinental  rate 
from  the  east  to  Reno  were  higher  than  the  rate  to  San  Francisco,  but 
they  are  not  satisfied  with  that.  They  make  then  a  rate  from  San 
Francisco  to  our  natural  territory,  the  effect  of  which  is  lower  than 
the  rates  from  Reno  out. 

If  we  take  the  transcontinental  rates,  or  the  rate  San  Francisco 
is  given,  we  can  not  do  business.  If  they  charged  San  Francisco  on 
rates  into  our  territory  any  reasonable  sum,  anything  to  give  us  a 
fair  chance,  then  the  situation  wTould  not  be  so  bad,  but,  gentlemen, 
they  take  us  and  grind  us  between  the  upper  and  nether  millstone, 
and  they  make  it  impossible  for  us  to  do  business,  and  that  is  the 
complaint  Ave  have  now.  The  seaboard  rate  and  eastward  rate  are 
combined  simply  for  the  purpose  of  discrimination  and  for  the  pur- 
pose of  making  it  practically  impossible  to  do  business. 

I  have  been  talking  about  Reno.  Reno,  gentlemen,  I  speak  of  be- 
cause I  know  more  about  it.  The  same  situation  exists  all  through 
the  State  of  Nevada  and  exists  through  the  indulgence  of  the  Inter- 
state Commerce  Commission  which  has  not,  up  to  the  present  time, 
seen  fit  to  put  effective  relief  rates  into  operation. 

While  I  am  talking  for  Reno,  I  do  not  mean  you,  gentlemen,  to 
gather  for  a  minute  that  I  want  these  rates  so  rectified  that  Reno 
alone,  in  Nevada,  will  become  a  jobbing  center;  that  Reno  alone  will 
have  to  pay  these  lowTer  rates.  What  I  believe  is  that  that  whole 
scheme  of  a  higher  charge  for  a  short  haul  than  for  a  long  haul  is 
wrong,  and  if  the  rates  are  rectified  and  if  it  makes  it  possible  for 
Elko.  Winnemucca,  Ely,  and  T<  nopah,  and  other  towns  all  to  become 
jobbing  centers  and  work  in  competition  with  Reno,  it  is  all  right. 
We  are  not,  in  Reno,  taking  any  dog-in-the-manger  position.  Our 
position  in  that  commercial  club  is  that  we  are  working,  not  for  the 
upbuilding  of  Reno,  but  for  the  upbuilding  of  the  State  of  Nevada. 
We  will  get  our  part  when  Nevada  is  built  up.  but  we  do  not  hold 
any  dog-in-the-manger  attitude.  We  do  not  ask  that  the  rates  be 
so  "adjusted  that  some  certain  communities  will  be  given  the  oppor- 
tunity to  do  all  the  jobbing  business  through  the  entire  territory. 
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That  is  not  our  position.  It  will  be  the  position  of  some  people  who 
will  talk  to  you  later  on. 

Mr.  Sims.  I  want  to  ask  if  I  got  your  rate  right — the  rate  from 
Pittsburgh  to  San  Francisco 

Mr.  Gardiner.  I  will  answer  that  question,  sir,  but  I  want  to  say 
that  you  will  find  that  illustration  completely  worked  out  in  this 
little  booklet,  of  which  I  have  some  copies  here.  Probably  that 
would  be  the  best  answer  I  could  give.  Would  you  like  to  have  me 
answer  your  question  now,  notwithstanding? 

Mr.  Sims.  No  ;  this  will  be  satisfactory. 

Mr.  Gardiner.  I  want  to  pause  to  make  some  explanations.  In 
speaking  of  these  coast  cities — and  naturally  I  mean  San  Francisco 
more  than  anything  else  when  I  speak  of  these  rates— I  do  not  want 
to  be  unjust  nor  unfair  to  San  Francisco.  I  fought  the  fire  with 
these  San  Franciscans  and  fought  all  the  way  through  it.  I  was 
here  at  that  time.  I  'like  San  Francisco ;  I  rejoice  in  the  way  San 
Francisco  has  risen  from  the  ashes,  but,  gentlemen,  I  do  not  believe 
that  the  attitude  of  the  commercial  bodies  and  big  jobbers  of  San 
Francisco  in  asking  that  these  discriminatory  rates  against  the  inter- 
mountain  communities  be  maintained  is  the  big  western  attitude  or 
the  true  attitude  of  San  Francisco  and  the  people.  I  believe  that  the 
people  of  San  Francisco  are  bigger  and  better  and  fairer  minded  than 
to  ask  that  they  be  so  favored  as  to  be  given  the  entire  Pacific  coast 
business.  That  is  what  you  are  going  to  be  asked  by  the  commercial 
bodies.  They  ask  that  we  be  discriminated  against  so  that  we  can 
not  do  any  business,  in  order  that  they  may  ship  into  our  territory. 

Some  one  may  say  that  it  is  unfair  to  disturb  conditions  which 
have  been  built  up  by  reason  of  these  discriminatory  rates  and  that 
San  Francisco  has  invested  large  capital  in  the  jobbing  business, 
and  that  they  have  their  ramifications  all  through  this  intermoun- 
tain  country,  and  that  if  the  rates  are  changed  they  will  not  be 
able  to  do  business  in  the  same  fashion;  that  the  capital  can  not 
be  utilized  in  the  same  way,  and  because  these  conditions  have  ex- 
isted for  years  and  years  and  years  they  ought  not  to  be  changed. 

Gentlemen,  that  is  the  old  line  of  least  resistance,  "  Leave  well 
enough  alone,  gentlemen;  do  not  disturb  things;  we  have  been 
getting  along  for  years  and  years,  and  then  some  more;  we  have 
had  no  trouble;  you  are  busy  with  the  war.  Let  this  go.  You  are 
busy  with  big  things  and  do  not  bother  yourself  with  little  things 
like  this.  Let  us  alone."  That  is  the  talk  you  will  hear;  but,  gen- 
tlemen, I  want  to  say  one  thing.  It  is  never  too  late  to  right  a 
wrong;  it  is  never  too  late  to  see  that  justice  is  done,  and  any  busi- 
ness which  has  been  built  up,  any  capital  which  has  been  accumulated 
for  the  purpose  of  discrimination  or  of  utilizing  discrimination  for 
the  purpose  of  doing  injustice,  is  not  entitled  to  any  consideration 
at  all.  The  trusts  made  the  same  kind  of  an  argument  as  that. 
They  said,  "We  have  been  getting  along  all  right;  we  are  develop- 
ing the  country ;  we  are  distributing  the  goods ;  leave  us  alone."  But 
the  antitrust  law  was  passed;  and  why?  Because  utilization  of 
lars"e  capital  in  that  particular  fashion  was  held  to  be  inimical  to  the 
public  good ;  and  I  say  that  the  utilization  of  the  capital  of  these 
people,  utilized  by  reason  of  these  discriminatory  rates,  preventing 
the  intermountain  country  from  doing  business,  is  all  wrong,  and 
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that  no  consideration  should  be  shown  to  capita]  which  is  exercised 
and  used  in  that  particular  sort  of  fashion. 

We  control  trusts  because  we  consider  that  they  arc  vicious  and 
undemocratic.  Is  it  not  vicious  and  undemocratic,  gentlemen,  to 
give  certain  particular  towns  a  monopoly  of  the  jobbing  husiness, 
and  to  do  it  through  railroad  rates  continued  in  force  by  (he  Inter- 
state Commerce  Commission,  even  though  it  lias  been  shown  time 
and  time  again  that  they  are  iniquitious  and  unjust  \  What  we  have. 
when  we  come  to  a  final  analysis,  throughout  this  western  country,  i- 
a  jobbing  trust  which  is  maintained  by  permission  of  the  Interstate 
Commerce  Commission:  and  we  say.  gentlemen,  that  it  is  time  for 
Congress  to  dissolve  this  jobbing  trust. 

Gentlemen,  I  also  want  to  explain  that  I  am  not  against  the  rail- 
roads. No  one,  I  think,  can  appreciate  any  more  strongly  than  I 
can  the  truth  of  the  statements  which  Senator  Newlands  has  heen 
making  from  time  to  time  in  public  that  railroad  companies  at  the 
present  time  deserve  consideration.  The  railroad  companies  do 
deserve  consideration.  Whatever  we  have  in  the  West  we  owe  to  the 
railroad  companies,  and  now,  when  the  transportation  facilities  are 
short  and  the  demands  upon  them  by  reason  of  the  war  are  very 
great  indeed,  and  when  they  are  clamoring  for  more  cars  and  loco- 
motives and  need  more  rolling  stock,  the  sympathy  of  the  people 
ought  to  be  with  them;  and  my  sympathy  is  with  the  railroad  com- 
panies, gentlemen,  and  I  say  to  you.  right  now,  that  if  it  should 
be  necessary  in  order  to  help  us  win  this  war — if  it  should  he  neces- 
sary in  order  to  equip  the  railroad  companies  with  new  tracks  and 
new  rolling  stock  and  whatever  else  they  need — if  it  should  be  neces- 
sary to  double  the  transcontinental  rates,  the  intermountain  country, 
as  far  as  I  know,  would  cheerfully  pay  those  double  rates,  provided 
all  discrimination  is  taken  away.  It  is  the  discrimination  that  we  are 
talking  about  and  fighting. 

If  we  are  called  on  to  pay  double  rates  and  San  Francisco  pays 
double  rates,  and  the  rest  of  the  terminal  towns  pay  double  fates, 
Ave  will  pay  them  and  will  not  complain,  but  we  do  complain  about 
paying  greater  rates  than  the  terminal  rates,  when  the  haul  is  so 
much  easier  and  where  the  principle  underlying  them  will  not  bear 
analysis.  We  do  object  to  San  Francisco  being  given  a  lower  rate 
into  Nevada,  which  is  an  infinitely  greater  haul  than  the  haul  from 
Reno  into  the  various  Nevada  points.  We  are  not  antirailroad. 
We  are  in  sympathy  with  them.  A  great  many  of  the  railroad  people 
are  my  friends,  and  I  want  them  to  continue  to  be  my  friends.  I 
am  not  talking  against  the  railroads,  but  I  do  say,  and  I  say  it 
now.  and  without  going  into  details  I  say  it,  that  the  people  of 
Nevada  are  prepared  to  use  every  club  against  the  railroads  which 
they  can  avail  themselves  of  until  these  discriminatory  rates  are  by, 
and  after  the  discriminatory  rates  are  by  we  will  cooperate  with  the 
railroads  in  every  particular  to  build  up  all  the  country,  hut  we  do 
say  that  neither  the  railroads  nor  the  coast  cities  have  any  right  by 
reason  of  discriminatory  rates  to  keep  back  the  people  of  that  inter- 
mountain country. 

We  have  about  a  third  to  25  per  cent  of  the  area  of  the  whole 
United  States  and  everybody  knows  that  that  area  has  been  kept 
back  in  its  growth,  in  its  population,  in  its  commercial  growth,  and 
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everybody  who  wants  to  analyze  it  down  will  find  it  has  been  kept 
back  by  reason  of  a  discriminatory  intention  to  keep  it  back,  par- 
ticipated in  by  the  railroads  and  their  friends  at  these  terminals. 

I  want  further  to  explain,  gentlemen,  as  you  have  probably  gath- 
ered, that  our  only  fight  is  an  ironclad  long-and-short-haul  bill.  We 
are  not  particularly  concerned,  gentlemen,  with  what  other  powers 
you  give  the  Interstate  Commerce  Commission.  We  are  not  particu- 
larly concerned  with  what  changes  you  make  in  its  operations;  what 
centralization  or  anything  else  in  that  line  you  may  do;  but  I  do 
say,  gentlemen,  that  we  have  suffered  long  enough,  and  I  do  say  that 
the  fourth  section  of  the  interstate  commerce  act  should  be  amended 
so  as  to  take  away  from  the  Interstate  Commerce  Commission  all 
discretion  of  any  kind  and  make  it  obligatory  upon  railroads  to 
charge  no  more  for  a  short  haul  than  for  a  long  haul  where  the  short 
haul  is  included  in  the  long  one  and  is  in  the  same  direction  and  over 
the  same  lines.    That  is  the  bill  for  which  we  stand  and  contend. 

When  it  was  up  before  in  Congress,  there  was  some  'doubt  ex- 
pressed as  to  whether  or  not  it  was  constitutional,  and  because  there 
was  some  doubt  expressed  then  there  was  an  amendment  inter- 
jected into  the  bill  by  which  the  Interstate  Commerce  Commission 
was  given  permission,  in  special  cases,  after  a  hearing,  to  allow  a 
greater  charge  by  the  railroad  companies,  and  that  is  the  bill  which 
was  finally  passed.  We  have  had  no  relief  whatever  from  it.  We 
are  willing  to  take  our  chances  on  the  constitutionality  of  an  iron- 
clad long-and-short-haul  clause.  We  have  appealed  to  the  Interstate 
Commerce  Commission  long  enough,  and  now  appeal  to  Congress  for 
something  definite  and  something  final  which  will  forever  destroy 
that  situation. 

Now.  gentlemen,  the  only  excuse  we  have  ever  heard  offered  by 
the  railroad  companies  for  charging  more  for  a  short  haul  than  for 
a  long  haul — an  excuse  and  not  a  reason — has  been  tidewater  com- 
petition. 

An  element  which  properly  enters  into  consideration,  but  has 
never  been  made  public,  is  that  the  railroads  consider  it  is  their 
inalienable  right  to  charge  all  the  traffic  will  bear.  I  believe  that 
has  a  great  deal  to  do  with  it,  but  that  is  kept  sub  rosa — nothing  said 
about  it.  The  real  reason  which  is  given  is  tidewater  competition. 
Gentlemen,  water  competition  against  the  railroads  on  shipments 
from  the  Atlantic  to  the  Pacific  has  always  been  negligible.  The 
Interstate  Commerce  Commission  has  repeatedly  been  forced  to 
find  that  it  was  negligible,  and  in  one  case  found  it  did  not  exist  at 
all,  and  in  one  case  the  railroad  companies  were  even  forced  to 
admit  that  never,  at  any  time,  have  the  water  rates  been  taken  into 
consideration  by  the  railroad  companies  in  fixing  their  transcon- 
tinental rates. 

Therefore,  we  have  a  practically  negligible  proposition,  and  when 
we  come  right  down  to  it,  we  find  that  these  rates  are  merely  the 
granting  of  a  special  privilege  to  a  certain  special  class.  The  days 
of  special  privilege,  gentlemen,  have  passed,  and  if  not  entirely 
passed,  are  rapidly  drawing  to  their  close,  and  we  believe  that  when 
this  long-and-short-haul  bill  has  finally  been  put  through  in  its 
absolute  form,  that  the  days  of  special  privileges  will  be  closed 
entirely. 
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Now,  again,  about  this  water  competition.  At  the  time  when  the 
back-haul  situation  was  at  its  halcyon  days.  I  am  informed-  -and  what 
I  am  about  to  say  I  know  not  of  my  own  knowledge,  but  it  has  been 
told  me  by  a  former  secretary  of  the  Santa  Rosa  Chamber  of  Com- 
merce, and  it  is  substantially  true;  I  may  be  in  error  on  some  fig- 
ures—but  at  the  time  that  Lack  haul  was  in  its  halcyon  days,  at  the 
time  they  were  claiming  the  right  to  charge  the  backhaul  on  account 
of  water  competition,  gentlemen,  there  were  L67  cities  and  towns,  I 
am  informed,  in  the  State  of  California,  all  of  which  were  enjoying 
terminal  rates,  but  not  more  than  a  dozen  of  them  were  on  deep  water, 
by  special  favor  of  some  kind  of  the  Southern  Pacific,  which  had 
granted  those  167  cities  terminal  rates  when  there  was  no  water  com- 
petition at  all  in  competition  with  them. 

Santa  Rosa  was  not  one  of  those  cities  granted  terminal  rates  and 
it  protested,  claiming  San  Francisco  was  discriminated  in  favor  of 
and  against  them,  and  appealed  to  the  Interstate  Commerce  Com- 
mission and  the  Interstate  Commerce  Commission  found  there  was 
discrimination,  and  the  Interstate  Commerce  Commission  said  to  the 
railway  company,  "  You  must  not  discriminate  against  Santa  Rosa. 
Either  you  must  give  Santa  Rosa  terminal  rates  or  take  the  terminal 
rates  away  from  all  the  cities  not  on  deep  water.*'  Naturally,  the 
railroad  company  took  the  terminal  rates  from  all  cities  not  on  deep 
water,  and  they  must  all  pay  now  somewhat  higher  rates.  But  the 
point  of  it  was  when  they  were  taxing  Nevada  that  back  haul  there 
were  167  cities  in  California  in  the  same  situation  getting  terminal 
rates.  Does  not  that  situation  prove  that  from  the  beginning  of  af- 
fairs transcontinental  rates  were  sufficiently  remunerative  to  the 
Southern  Pacific  Co.,  but  by  some  kind  of  a  bling  between  the  South- 
ern Pacific  Co.  and  the  jobbers  of  this  part  of  the  country  those  rates 
into  Nevada  and  other  intermountain  States  had  been  kept  up.  It 
seems  to  me  it  can  spell  nothing  else  in  that  situation.  If  the  trans- 
continental rates  had  been  brought  down  by  water  competition,  for 
what  reason  under  the  sun  were  the  167  other  cities  in  the  State  of 
California  in  the  same  category  as  Reno  given  terminal  rates?  Does 
it  not  prove  that  the  transcontinental  rate  was  reasonable?  Does  it 
not  prove  that  it  gave  the  railroad  companies  adequate  compensation? 

Gentlemen,  if  water  competition,  the  excuse  offered  by  the  rail- 
road companies,  ever  does  arise;  if  there  ever  comes  a  time  when 
water  competition  does  exist  against  the  railroad  companies,  then,  if 
the  principles  which  the  railroad  companies  insist  upon  are  applied 
to  rate  making,  what  will  be  the  result?  The  result  will  be  that  the 
water  rates  will  be  lower  than  the  transcontinental  rates  are  at  the 
present  time,  and  that  the  railroad  companies  will  claim  the  right 
to  make  their  terminal  rates  as  low  or  lower  than  the  water  rates, 
and  to  raise  the  intermountain  rates  correspondingly  higher,  and 
ns  the  water  rates  go  lower  they  will  claim  the  right  to  inn-ease  and 
again  increase  the  intermountain  rates.  That  is  the  principle  of  the 
thing  in  the  last  analysis — tax  the  intermountain  country  to  enable 
the  railroad  companies  to  stifle  water  competition.  That  is  the  re- 
sult of  being  allowed  to  charge  a  greater  rate  for  the  short  haul  than 
for  the  long  haul:  give  the  coast  people  lower  and  continually  lower 
rates  as  water  competition  increases  and  squeeze  the  mountaineers. 
The  poor  mountaineers  in  this  situation  are  like  the  common  people 
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made  famous  in  Homer  Davenport's  cartoons  in  the  press  when  he 
was  cartooning  the  trusts.  Of  course,  raise  railroad  rates  to  the 
mountaineers  and  lower  them  to  the  coast,  and  if  water  competition 
comes  along  it  will  be  necessarj^  to  apply  to  the  Interstate  Commerce 
Commission  to  get  the  right  to  raise  those  rates,  but  if  you  will  read 
the  dealings  of  the  Interstate  Commerce  Commission  with  these  rail- 
roads you  will  see  that  the  railroads  will  not  have  much  trouble  in 
getting  the  right  to  make  further  discriminatory  rates,  if  water 
competition  exists,  because  the  Interstate  Commerce  Commission 
has  taken  up  in  a  very  serious  fashion  this  question  of  water  com- 
petition and  discussed  it  from  one  side  to  another,  but  if  they  come 
out  and  find  the  facts  they  will  find  water  competition  has  never 
been  anything  at  all  that  was  taken  into  consideration  in  the  fixing 
of  rates. 

But,  is  water  competition  a  fair  element  to  take  into  consideration 
even  if  it  should  exist,  as  far  as  the  intermountain  rates  are  con- 
cerned? Why  was  the  canal  built?  "Was  the  canal  built  to  work  a 
hardship  upon  the  people  of  the  intermountain  country ;  was  it  built 
to  worok  a  hardship  upon  any  people  in  this  country?  I  say  most  em- 
phatically, no.  The  Government  must  have  built  that  canal  because, 
aside  from  war  purposes,  it  believed  that  there  were  certain  commodi- 
ties which  could  be  hauled  more  properly  from  the  Atlantic  coast 
to  the  Pacific  coast  by  water  than  rail,  because  it  knew  that  the  rail- 
roads were  congested,  and  because  it  knew  they  had  more  than  they 
could  take  care  of,  and  they  knew  that  if  certain  commodities  were  to 
be  allowed  to  be  shipped  by  water  the  people  of  the  Nation  could  get 
these  commodities  at  a  less  rate  and  that  it  would  undoubtedly  disturb 
the  railroad  companies.  Now,  whenever  that  canal  is  in  shape  and 
whenever  the  shipping  is  in  shape  so  that  it  can  be  utilized  to  go 
through  the  canal,  are  the  railroads  to  be  allowed  to  decrease  their 
continental  rates  so  as  to  stifle  and  shut  off  water  competition?  If 
that  is  the  case,  then  for  heaven's  sake,  gentlemen,  why  was  the  canal 
built?  It  was  built  to  give  lower  rates,  and  if  the  railroads  are  to  be 
allowed  to  give  lower  rates  in  competition  with  it  and  shut  off  the 
water  competition  and  charge  us  in  the  intermountain  country  more 
to  make  up  for  that,  what  kind  of  business  is  the  Government  in? 
It  has  taken  our  money  in  the  intermountain  country  as  well  as 
other  money  to  build  the  canal,  and  the  whole  effect  is  going  to  be, 
ultimately,  to  increase  our  taxes  by  reason  of  increased  charges  in 
freight,  if  the  principle  laid  down  by  the  Interstate  Commerce  Com- 
mission is  something  that  is  to  be  allowed  to  continue  to  exist. 

Gentlemen,  if  you  think  I  have  misquoted  the  Interstate  Commerce 
Commission,  then  read  the  opinion  of  the  Interstate  Commerce  Com- 
mission rendered  on  June  30  on  these  intermountain  questions,  and 
ask  yourself,  is  the  Interstate  Commerce  Commission  going  to  be  per- 
mitted to  frustrate  the  purpose  of  the  Government  in  building  this 
canal  ? 

Mr.  Sims.  What  case  is  that  you  refer  to? 

Mr.  Gardiner.  That  is  the  intermountain  cases. 

Mr.  Sims.  That  decision  was  rendered  June  30  of  this  year? 

Mr.  Gardiner.  Yes,  sir ;  I  have  it  here.  It  is  the  opinion  on  the  re- 
opening of  the  fourth  section,  application  205.  etc..  on  transconti- 
nental rates.     It  is  the  opinion  of  June  30. 

The  Chairman.  Is  that  a  long  opinion  ? 
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Mr.  Gardiner.  It  is  a  rather  long  opinion. 

Mr.  Sims.  Is  it  exhaustive? 

Mr.  Gardiner.  Very  exhaustive. 

Mr.  Sims.  I  suggest  that  it  be  made  a  part  of  your  hearing 

Mr.  Gardiner.  I  shall  be  glad  to  put  it  in  the  hearings 

(The  opinion  referred  to  is  here  printed  in  full,  as  follows-) 


Reopening  of  Fourth  Section  Applications  Xos.  205,  etc.1 
TRANSCONTINENTAL  RATES. 


Submitted  April  5,  1917.     Decided  June  30,  1917. 


1.  Existing  wator  competition  found  to  be  a  negligible  factor  in  affecting  the 

rates  by  rail  between  Atlantic  and  Pacific  coast  terminals. 

2.  Rales  mi  commodities  from  eastern  defined  territories  to  Pacific  coast  termi- 

nals lower  than  the  rates  on  like  traffic  to  intermediate  points  found  not 
justified  under  existing  circumstances. 

3.  Present  effective   rates   on  certain    specified   commodities   from   all   eastern 

defined  territories  to  Pacific  coast  terminals  found  not  unreasonably  low 
and  not  to  have  been  induced  by  water  competition. 

4.  Present  effective  rates  on  other  commodities  in  schedules  B  and  C  found,  as 

a  whole,  unreasonably  low  from  territories  east  of  the  Missouri  River 
to  Pacific  coast  terminals. 

5.  Rates  on  barley,  beans,  canned  goods,  asphaltum,  dried  fruits,  and  wine  from 

Pacific  coasl  ports  via  rail-and-water  routes  through  Galveston  to  the 
Atlantic  seaboard  should  be  revised  to  accord  with  the  requirements  of 
the  long-and-short-haul  clause  of  the  fourth  section. 

H.  A.  Scandrett,  Charles  Donnelly,  F.  V.  Brown,  T.  J.  Norton, 
F.  D.  Burroughs,  John  F.  Finerty,  and  F.  H.  Wood  for  petitioners 
and  respondents. 

F.  A.  Jones  for  Arizona  Corporation  Commission  and  Interior 
Counties  Freight  Bureau  of  Southern  California. 

Frank  Lyon  for  American-Hawaiian  and  Luckenbach  steamship 
companies. 

Clifford  Thome  for  Iowa  State  Board  of  Railway  Commissioners. 

Oscar  L.  Owen  for  New  Mexico  State  Corporation  Commission. 

F.  W.  Dougherty  and  J.  J.  Murphy  for  state  of  South  Dakota  and 
South  Dakota  Railroad  Commission. 

Joseph  N.  Teal  and  William  C.  McCulloch  for  Portland  Traffic  & 
Transportation  Association. 

H.  C.  Barloio  for  Chicago  Association  of  Commerce. 


i  This  report  embraces  also  the  reopening  of  Fourth  Section  Applications  Nos.  342, 
343,  344,  349,  350,  352,  and  10336,  respecting  commodity  rates  from  eastern  denned  ter- 
ritories to  Pacific  coast  terminals  and  intermediate  points  ;  the  reopening  of  Fourth  Sec- 
tion Applications  Nos.  9S13,  10110,  10126,  10155,  10186,  and  10189,  respecting  rates  on 
bailey,  beans,  canned  goods,  asphaltum,  dried  fruits,  and  wine  from  California  ports  and 
intermediate  points  by  rail-and-water  routes  through  Galveston  to  the  Atlantic  seaboard ; 
Docket  No.  9LT,S,  Commercial  Club  of  Kansas  City,  Mo.,  v.  Atchison,  Topeka  &  Santa  Fe 
Railway  Company  et  al.  ;  and  Docket  No.  9278,  Arizona  Corporation  Commission  v. 
Atchison,  Topeka  &  Santa  Fe  Railway  Company  et  al. 
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Seth  Motrin  for  San  Francisco  Chamber  of  Commerce. 

J.  B.  Campbell  for  Spokane  Merchants'  Association  and  Spokane 
Chamber  of  Commerce, 

N.  L.  Moon  for  Alan-Wood  Iron  &  Steel  ( lompany. 

Wilmer  M.  Wood  for  United  States  Cast  Iron  Pipe  X  Foundry 
Company  and  American  Cast  Iron  Pipe  Company. 

C.  H.  Reigart  for  American  Iron  &  Steel  Manufacturing  Com- 
pany. 

Raymond  Marsh  for  American  Washing  Machine  Manufacturers' 
Association. 

Ii.  P.  Smith  for  Automatic  Sprinkler  Company  of  America. 

Herbert  Sheridan  for  Canned  Goods  Exchange  of  Baltimore  and 
National  Canners'  Association. 

John  B.  Backer  for  Baton  Rouge  Chamber  of  Commerce. 

J.  II.  McCummey  for  Boston  Woven  Hose  &  Rubber  Company. 

George  A.  Page  and  Walter  Engels  for  Borden's  Condensed  Milk- 
Company. 

II.  0.  ('nut-ford  for  Cambria  Steel  Company. 

W.  I>.  Em'd  for  T.  A.  Snyder  Preserve  Company. 

Martin  Van  Persyn  for  Wholesale  Grocers'  Exchange  of  Chicago 
and  Sprague,  Warner  &  Company. 

t '.  L.  Lingo  for  Inland  Steel  Company. 

Ward  Wise  for  Mark  Manufacturing  Company. 

Luther  31.  Walter  for  Morris  &  Company  and  Wilson  &  Company. 
Incorporated. 

/.  /.  Bloom  for  Coast  Products  Company. 

E.  E.  Bockstedt  for  Columbian  Rope  Company. 
R.  L.  Hear  on  for  Colorado  Fuel  &  Iron  Company. 

F .  W .  Maxwell  for  Denver  Transportation  Bureau. 

G.  Roy  Hall  for  Commercial  Club  of  Duluth.  Rust-Parker  Com- 
pany, and  Gowan-Lenning-Brown  Company. 

C.  F.  Roive  for  Marshall- Wells  Hardware  Company. 

James  E.  Needham  for  Electric  Hose  &  Rubber  Company. 

C.  C.  Crouse  for  F.  W.  Fitch  Company  and  various  members  of 
the  Iowa  State  Manufacturers'  Association. 

E.  K.  Prichett  for  Macy  Company  and  Office  Equipment  Traffic 
Association. 

Edioard  C.  Rentz  for  Globe-Wernicke  Company  and  Office  Equip- 
ment Traffic  Association. 

W.  F.  Price  for  J.  B.  Williams  Company. 

W.  P.  Tingley  for  Chamber  of  Commerce  of  Huntington.  W.  Va.. 
Hague-Ratclift  Company.  Sehon-Stevenson  Company,  and  other 
companies. 

C.  A.  Rosemond  for  Illinois  Wholesale  Grocers'  Association. 
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F.  A.  Ogden  for  Jones  &  Laughlin  Steel  Company. 

S.  J.  Bolton  for  Chamber  of  Commerce  Traffic  Bureau  of  La 
Crosse,  Wis. 

W.  E.  Howes  for  Lackawanna  Steel  Company. 

II.  L.  Burch  for  Board  of  Commerce  of  Lexington,  Ky. 

W.  A.  Ensten  for  Ludlow  Valve  Manufacturing  Company. 

H.  M.  Zook  for  Lukens  Iron  .&  Steel  Company. 

Bates  Lowry  for  Lunkenheimer  Company. 

0.  C.  Ward  for  Michigan  Wholesale  Grocers'  Association  and 
Indiana  Wholesale  Grocers'  Association. 

Frank  Barry  for  Merchants  &  Manufacturers'  Association  of  Mil- 
waukee. 

T.  M.  Henderson  for  Traffic  Bureau  of  Nashville.  Tenn. 

/.  F.  Townsend  for  National  Tube  Company. 

R.  A.  Van  Kirk  for  National  Varnish  Manufacturers'  Association. 

William  II.  Day  for  New  England  Shoe  &  Leather  Association, 
Essex  County  Associated  Boards  of  Trade,  and  Lynn  Chamber  of 
Commerce. 

J.  II.  Moyle  for  McClintic  &  Marshall  Company. 

./.  M.  Bomgardner  for  John  A.  Roebling's  Sons  Company. 

-/.  P.  Olney  for  National  Canners'  Association,  New  York  Canners' 
Association,  and  Rome  Chamber  of  Commerce. 

Clarence  Watkins  for  Paint  Manufacturers'  Association  of  the 
United  States. 

Charles  Dushkind  for  Tobacco  Merchants'  Association  of  the 
United  States. 

IF.  S.  McCarthy,  S.  II.  Love,  and  //.  W.  Prickett  for  Traffic  Bureau 
of  Utah. 

L.  F.  Berry  for  Reid,  Murdoch  &  Company. 

F.  R.  Levins  for  Rust-Parker  Company. 

S.  J.  Wettrick  for  Transportation  Bureau  of  Seattle  Chamber  of 
Commerce. 

J.  E.  Henry  for  Standard  Sanitary  Manufacturing  Company. 

A.  F.  Versen  for  Business  Men's  League  of  St.  Louis. 

George  F.  Hichborn  for  United  States  Rubber  Company. 

Francis  J.  Rickert  for  Wisconsin  Wholesale  Grocers'  Association. 

-/.  E.  Bryan  for  Wisconsin  Traffic  Association. 

A.  T.  Cobb  for  Yawman  &  Erbe  Manufacturing  Company  and 
Office  Equipment  Traffic  Association. 
'  R.  D.  Songster  for  Commercial  Club  of  Kansas  Citj^. 

E.  H.  Hogueland  for  Topeka  Traffic  Association. 

Charles  S.  Belsterling  for  National  Tube  Company,  American 
Bridge  Company,  American  Sheet  &  Tin  Plate  Company,  and 
Illinois  Steel  Company. 
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W.  H.  Titus  for  Cluett,  Peabody  &  Company. 

F.  T.  Bentley  for  Illinois  Steel  Company  and  Minnesota  Steel 
Company. 

A.  B.  Caswell  for  Milwaukee  Tanners'  Freight  Bureau. 

//.  F.  Iiartine,  J.  F.  Shaughnessy,  Geo.  B.  Thatcher,  and  W.  II. 
Simmons  for  Railroad  Commission  of  Nevada. 

A.  P.  Ramstedt,  Leonard  Way,  and  A.  L.  Freehaver  for  Public 
Utilities  Commission  of  the  State  of  Idaho. 

George  B.  Graff  for  Boise  Commercial  Club. 

('.  T.  Ilelpling  for  Chamber  of  Commerce  of  Long  Beach,  San 
Diego,  San  Pedro,  and  Wilmington,  Cal.,  Santa  Ana  Merchants  & 
Manufacturers'  Association,  and  Savage  Tire  Company. 

W.  II.  Metson,  Malcolm  A.  Coles,  and  Frank  Van  Sant  for  Inde- 
pendent Wine  Shippers  of  California. 

Charles  Clifford  and  Malcolm  A.  Coles  for  Retail  Dry  Goods  As- 
sociation of  California. 

Charles  Clifford  for  C.  C.  Morse  &  Company,  Pacific  Hardware  & 
Steel  Company,  William  Wrigley,  jr.,  Company,  and  other  companies. 

L.  R.  Bishop  and  II.  M.  Wade  for  Buckingham  &  Hecht,  Dolliver 
&  Brothers,  and  others. 

W.  D.  Wall  for  San  Jose  Chamber  of  Commerce. 

G.  J.  Bradley  for  Merchants  &  Manufacturers'  Association  of 
Sacramento. 

Stanley  E.  Semple  for  Stockton  Traffic  Bureau. 

E.  P.  Gregson  for  Associated  Jobbers  of  Los  Angeles  and  Los 
Angeles  Chamber  of  Commerce. 

George  N.  Hoodenpyl  for  city  of  Long  Beach. 

Frank  M.  Hill  for  Fresno  Traffic  Association. 

R.  E.  Allen  for  R,  E.  Allen. 

Jay  W.  McCune  for  Traffic  &  Transportation  Bureau  of  Tacoma 
Commercial  Club  and  Chamber  of  Commerce. 

Edward  M.  Cousin  for  Willamette  Valley  &  Southern  Oregon 
shippers. 

E.  S.  De  Pass  for  Carnation  Milk  Products  Company. 

C.  W.  Fulton  for  port  of  Astoria,  Oreg. 

•/.  H.  Lothrop  for  Portland  Traffic  &  Transportation  Association. 

Report  of  the  Commission. 

By  the  Commission  : 

In  Reopening  Fourth  Section  Applications,  40  I.  C.  C,  35,  we 
found  that  the  existing  competition  by  water  at  the  time  the  report 
was  made,  June  5,  1916,  between  the  Atlantic  and  Pacific  coasts 
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of  the  United  States,  did  not  justify  the  relationship  of  rates 
then  existing.  We  also  found  that  the  maintenance  of  these  low 
rates  on  the  schedule  C  commodities  named  in  Commodity  Bates  to 
Pacific  Coast  Terminals,  32  I.  C.  C,  611,  and  the  maintenance  of 
the  rates  on  barley,  beans,  canned  goods,  asphaltum,  dried  fruits, 
and  wine  from  California  ports,  via  rail  and  water,  through  Gal- 
veston to  the  Atlantic  seaboard,  while  higher  rates  were  maintained 
to  or  from  intermediate  points,  had  the  effect  of  unduly  preferring 
the  coast  points  and  unduly  prejudicing  intermediate  points.  Orders 
were  entered  requiring  the  carriers,  on  or  before  September  1,  1916, 
to  readjust  the  rates  on  the  schedule  C  commodities  in  accordance 
with  the  terms  of  our  order  in  Commodity  Bates  to  Pacific  Coast 
Terminals,  supra,  respecting  schedule  B  commodities.  The  relief 
orders  which  had  been  issued  to  the  carriers  respecting  the  rates  on 
barley,  beans,  canned  goods,  asphaltum,  dried  fruits,  and  wine  from 
California  ports  to  Atlantic  ports  Avere  rescinded,  effective  September 
1,  1916. 

Pursuant  to  these  orders,  new  tariffs  were  filed,  effective  September 
1,  1916,  containing  rates  purporting  to  be  in  accordance  with  the 
requirements  of  the  orders.  The  new  tariffs  contained  many  in- 
creases in  the  rates  to  the  Pacific  coast  on  the  schedule  C  items,  and 
in  the  rates  on  the  California  products  from  California  ports  to 
the  Atlantic  seaboard.  Protests  were  filed  with  the  Commission  on 
behalf  of  a  large  number  of  shippers  and  receivers  of  freight,  repre- 
senting many  localities  in  that  portion  of  the  United  States  lying 
east  of  the  Missouri  River,  and  localities  on  or  near  the  Pacific  coast. 
It  was  strongly  urged  that  the  marked  increases  brought  about  in 
these  rates  would  be  destructive  of  certain  industries,  and  would 
result  in  material  losses  on  account  of  unfilled  contracts,  and  that 
some  of  the  new  rates  were  unjust  and  unreasonable  in  and  of  them- 
selves. The  Commission  thereupon  suspended  the  new  rates  until 
December  30,  1916. 

On  September  9,  1916.  the  Merchants'  Association  of  Spokane, 
Wash.,  filed  a  petition,  alleging  that  there  was  not  at  that  time 
and  had  not  been  since  April  5,  1916,  any  water  competition  what- 
ever between  the  Atlantic  and  the  Pacific  coasts  of  the  United  States, 
and  that  there  existed  no  justification  for  the  maintenance  of  lower 
rates  from  eastern  defined  territories  to  the  Pacific  coast  than  to 
intermediate  points.  The  petition  requested  us  to  reopen  the  fourth 
section  applications  relating  to  rates  from  eastern  defined  territories 
to  the  Pacific  coast  and  intermediate  points,  and  after  hearing  and 
investigation  to  make  such  new  or  amended  order  relating  to  these 
rates  as  the  conditions  shown  might  justify. 
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On  October  17,  1910.  by  appropriate  order,  we  reopened  all  of 
the  fourth  section  application-  relating  to  the  rates  on  commodities 
from  eastern  defined  territories  to  Pacific  coast  ports  and  intermedi- 
ate points,  and  all  of  the  applications  respecting  rates  on  barley, 
beans,  canned  goods,  asphaltum,  dried  fruits,  and  wine  from  Cali- 
fornia ports  to  Atlantic  ports. 

We  also  assigned  for  hearing,  in  connection  with  the  above-de- 
scribed fourth  section  applications,  Docket  NO.  9258,  Commercial 
Club  of  Kansas  City,  Mo.,  v.  Atchison,  Topeka  dk  Santa  Ft  Railway 
(Out />a,n/  et  al.,  and  Docket  No.  927s.  Arizona  Corporation  Com- 
mission v.  Atchison,,  Topeka  «(•  Santa  Ft  Railway  Company  et  al. 
Hearings  have  been  held  at  Chicago,  111.,  Salt  Lake  City,  Utah,  San 
Francisco,  Cal.,  Portland,  Oreg.,  and  Spokane.  Wash. 

The  rates  stated  herein  are  in  cents  per  100  pounds. 

Prior  to  the  hearings  the  carriers  sought  and  obtained  authority 
to  cancel  the  suspended  tariffs  and  to  publish  in  lieu  thereof  new 
tariffs  containing  more  moderate  increases  to  and  from  Pacific  coast 
points.  These  new  tariffs  were  filed  to  become  effective  December 
80,  191G,  on  statutory  notice,  and  had  the  effect  of  increasing  the 
rates  on  all  the  schedule  C  items  from  nearly  all  eastern  defined 
territories  to  the  Pacific  coast  ports  by  10  cents  in  carloads  and  25 
cents  in  less  than  carloads.  No  increases  were  made  in  the  rates  to 
intermediate  points  in  any  instance  in  which  the  resulting  rate  would 
be  higher  than  the  rate  to  the  Pacific  coast  ports.  The  new  tariffs 
also  had  the  effect  of  increasing  by  10  cents  the  carload  rates  on  barley, 
beans,  canned  goods,  asphaltum,  dried  fruits,  and  wine  from  Cali- 
fornia ports  via  rail-and-water  routes  through  Galveston  to  the 
Atlantic  ports,  and  also  of  increasing  the  all-rail  rate  on  canned 
goods  from  California  points  to  eastern  defined  territories  from  62| 
cents  to  724  cents.  The  effective  date  of  some  of  the  eastbound  rates 
was  subsequently  postponed  by  the  carriers  until  March  1.  1(.>17. 

The  complaint  in  No.  9258  puts  in  issue  the  relation  between  the 
rates  on  commodities  to  intermountain  points  from  Kansas  City  as 
compared  with  the  rates  contemporaneously  maintained  on  the  same 
articles  from  points  east  of  the  Missouri  River,  complainants  asserting 
that  the  present  differences,  particularly  on  items  contained  in 
schedule  B.  are  less  than  they  reasonably  should  lie.  and  subject 
Kansas  City  and  its  shippers  to  undue  prejudice  and  disadvantage  in 
attempting  to  supply  the  intermountain  region  with  manufactured 
articles. 

The  complaint  of  the  Arizona  Corporation  Commission.  Xo.  9278, 
puts  in  issue  the  reasonableness  of  the  rates  on  commodities  from 
certain  eastern  territories  to  Arizona  points,  as  compared  with  the 
rates  to  Pacific  coast  cities. 
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THE    SITUATION    AS    TO    WATER    COMPETITION. 

The  following  figures  respecting  the  ships  and  tonnage  moving 
via  the  Panama  Canal  between  the  Atlantic  and  Pacific  coasts  are 
said  to  have  been  taken  from  the  Canal  Eecord : 


Westbound. 

Eastbound. 

Num- 
ber of 
ships. 

Tonnage. 

Num- 
ber of 
ships. 

Tonnage. 

Aug.  14, 1914,  toJune  30,  1915 

172 
52 

8 

951, 044 
227, 103 
26, 223 

163 
41 
10 

895  614 

June  30, 1315,  to  June  30,  1916 

217  285 

June  30, 1916,  to  Nov.  11, 1916 

12  935 

The  evidence  showed  that  two  Pacific  Coast  Steamship  Company 
steamers  sailed  from  San  Francisco  for  Atlantic  ports  during  the 
latter  part  of  August,  1916;  that  two  American-Hawaiian  steamers 
passed  through  the  canal  with  eastbound  cargoes  in  recent  months, 
and  that  two  steamers  sailed  from  New  York  for  the  Pacific  coast 
ir  July  and  one  in  October,  1916.  One  steamer  reached  Charleston, 
S.  C,  in  September,  1916,  carrying  17,000  barrels  of  flour  from  north 
Pacific  coast  points.  There  are  statements  in  the  record  of  other 
sailings  and  expected  sailings,  but  the  table  of  tonnage  moved  from 
June  30  to  November  11,  1916,  shows  that  this  movement  is  slight 
and  the  evidence  indicates  that  the  movement  has  been  irregular  and 
uncertain.  Much  has  been  said  in  the  record  respecting  prospective 
water  competition  between  the  two  coasts.  A  most  significant  thing 
about  the  prospective  water  competition  is  the  enormous  increase  in 
shipbuilding  at  the  various  ports  of  the  United  States. 

A  statement  offered  in  evidence  on  behalf  of  Pacific  coast  cities, 
compiled  from  data  gathered  from  marine  engineering  publica- 
tions, purported  to  show  that  on  October  2,  1916,  there  were  build- 
ing in  the  various  shipbuilding  plants  of  the  United  States  a 
gross  tonnage  of  vessels  of  all  descriptions  approximating  1,600,000 
tons.  Of  this  tonnage,  40  vessels  of  American  ownership,  with  a 
gross  tonnage  of  165,046  tons,  were  being  built  at  shipyards  on  the 
great  lakes,  and  7  vessels,  with  a  gross  tonnage  of  19,000  tons,  for 
which  the  ownership  is  not  shown,  were  also  being  built  at  these  ship- 
yards. Ninety-four  vessels  of  American  ownership,  with  a  gross 
tonnage  of  372,665  tons,  were  under  construction  on  the  two  coasts  of 
the  United  States,  and  29  vessels,  with  a  tonnage  of  123,555  tons, 
were  also  under  construction  in  the  same  shipyards,  but  the  ownership 
of  these  vessels  is  not  shown.  An  extract  offered  in  evidence,  taken 
from  the  consular  and  trade  reports  on  November  18,  1916,  showed 
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steel  merchant  vessels,  building  or  under  contract  in  American  ship- 
yards on  November  1.  1(-»1('».  according  to  shipbuilders'  returns  to  the 
Bureau  of  Navigation,  Department  of  Commerce  of  the  United 
States,  numbering  417  vessels  of  1,479,9*46  gross  tons.  During  Octo- 
ber, L916,  American  shipyards  are  said  to  have  finished  I"  mer- 
chant vessels  of  52,941  gross  tons  and  made  new  contracts  for  17  steel 
merchant  vessels  of  77.S77  gross  tons.  It  is  stated  that  there  were 
under  contract  in  American  shipyards  on  November  1,  1916,  314 
merchant  vessels  of  960,899  gross  tons,  which  the  builders  expected 
to  launch  on  or  before  June  30,  1917.  How  many  of  these  are  of 
American  ownership  or  for  what  service  each  is  designed  it  is  not 
possible  to  determine  from  the  facts  before  us. 

It  is  clear,  however,  that  the  present  service  by  water  between  the 
two  coasts  of  the  United  States  is  infrequent,  sporadic,  and  irregular. 
It  is  inferable  that  the  great  shipbuilding  program  now  being  car- 
ried forward  in  the  shipbuilding  plants  of  the  United  States  will  re- 
sult in  bringing  into  this  coast  to  coast  trade  a  number  of  ships  in 
the  not  distant  future.  Testimony  on  behalf  of  the  merchants  on  the 
Pacific  coast  showed  their  disposition  and  capacity  to  organize  and 
equip  steamship  lines  for  this  business  in  the  event  of  radical  in- 
creases in  the  rail  rates  between  the  two  coasts.  It  was  stated  that 
in  1893  the  North  American  Navigation  Company  was  organized 
under  guaranties  of  the  merchants  of  San  Francisco.  Ships  were 
acquired  and  put  in  operation,  with  the  result  of  bringing  about 
marked  reductions  in  the  then  existing  rail  rates  between  the  two 
coasts. 

The  present  situation,  however,  as  to  the  water  competition  is 
beyond  dispute.  There  is  no  existing  competitive  necessit}7  by  reason 
of  water  service  between  the  two  coasts  which  warrants  the  rail  car- 
riers in  maintaining  under  present  circumstances  lower  rates  to  the 
Pacific  coast  than  are  normal  and  reasonable  or  lower  than  to  inter- 
mediate points. 

ATTITUDE  OF  THE  RAIL  CARRIERS. 

The  rail  carriers  are  before  us  in  this  proceeding  seeking  authority 
to  continue  lower  rates  on  a  large  proportion  of  all  commodities 
to  the  Pacific  coast  than  to  intermediate  points  and  lower  rates  from 
the  Pacific  coast  via  rail-and-water  routes  through  Galveston  on 
a  limited  list  of  commodities  than  are  applied  from  or  to  inter- 
mediate points.  It  is  urged  that  the  ability  of  the  boat  lines  to 
establish  and  maintain  rates  on  certain  of  these  commodities  between 
the  two  coasts  that  are  far  below  the  level  of  normal  rail  rates  on 
the  same  traffic  has  been  amply  demonstrated  by  the  rates  maintained 
during  the  first  year  the  Panama  (anal  was  in  operation,  of  which 
the  following  are  represent  at  ive  examples: 
117000— 19— vol  3 11 
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High- 
est rate 
applied 
by  boat 

lines. 


EASTBOUND. 

Asphaltum 

Barley 

Beans 

Canned  goods 

Dried  fruit  (in  boxes) 

Dried  fruit  (in  sacks) 

Wine: 

In  barrels 

In  glass 

WESTBOUND. 

Calcium  chloride 

Canned  goods 

Green  coffee 

Structural  iron 

Bars,  rods,  etc 

Bolts,  nuts,  washers,  etc 

Chain 

Nails,  spikes 

Wire  fencing,  wire  nails,  and  wire 
plain  or  barbed 


Low- 
est rate 
applied 
by  boat 

lines. 


4.". 

30 

55 

50 

55 

45 

45 

25 

).". 

25 

45 

25 

.,.! 

Id 

45 

25 

60 

40 

westbound— continued. 

Pipe  fittings 

Wrought-iron  pipe 

Plate  and  sheet  No.  11  and  heavier 

Plate  and  sheet  Nos.  12  to  16 

Shoes,  horse,  mule,  or  ox 

Lye,  concentrated 

Oilcloth  and  linoleum 

Paint  in  oil 

Paint,  dry 

Pulpboard  boxes 

Book  paper,  surface  coated 

News  print  paper 

Building  paper 

Potassium  cyanide . . 

Soap 

Bicarbonate  of  soda 

Twine  and  cordage 

Wire  rope  and  cable 

Electric  light  cables 


High- 
est rate 
apphed 
by  boat 

lines. 


Low- 
est rate 
applied 
by  boat 

lines. 


It  is  stated  tluit  it  lias  been  demonstrated  that  the  boat  lines  can 
make  and  have  made  rates  between  the  coasts  very  much  below  any 
scales  of  rates  which  we  could  require  the  rail  carriers  to  maintain, 
and  these  carriers  now  urge  their  right  to  maintain  such  an  adjust- 
ment of  rates  as  will  keep  their  lines  in  an  attitude  of  preparedness 
for  the  boat  competition  which  sooner  or  later  may  be  expected  again 
to  develop.  It  is  earnestly  urged  that  if  the  carriers  under  present 
circumstances  are  required  to  readjust  their  rates  between  the  two 
coasts  to  a  level  not  lower  than  the  rates  to  or  from  intermediate 
points,  the  water  lines,  when  the  boats  return  to  the  service,  will 
establish  rates  at  a  level  that  will  take  the  traffic  away  from  the  rail 
lines.  An  application  on  behalf  of  the  railroads  for  relief  from  the 
provisions  of  the  fourth  section  as  to  these  rates  must  be  supported 
by  competent  proof  as  to  the  then  existing  competition  by  water 
alleged  to  make  necessary  the  relief  sought.  In  the  natural  and 
orderly  course  of  procedure,  several  months  may  elapse  between  the 
time  when  the  water  competition  manifests  itself  and  the  time  when 
the  rail  carriers  can  make  effective  such  rail  rates  as  are  necessary 
to  meet  this  competition. 

It  is  asserted  that  no  sooner  would  these  rates  be  established  than 
the  boat  lines  would  make  a  further  reduction  sufficient  to  secure  the 
traffic,  whereupon  the  rail  lines  would  find  it  necessary  to  make  a 
second  application  involving  further  time  during  which  the  rail 
lines  would  be  deprived  of  the  traffic,  This  process  might  have  to 
be  repeated  several  times  before  the  rates  reached  a  level  as  low 
as  the  boat  lines  cared  to  make  them.  The  objection  to  this  course 
of  procedure  is  that  the  rail  lines  would  be  obliged  to  lose  the  traffic 
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to  the  boats  before  being  able  to  present  convincing  proof  of  the 
necessity  for  reducing  the  rail  rates.  The  situation  is  compared  with 
that  of  a  merchant  who  is  obliged  to  lose  his  business  to  his  com- 
petitor before  being  able  to  take  the  proper  measures  to  meet  thai 
competition.  It  is  urged  that  a  railroad  should  not  be  required  to 
sit  supinely  by  and  see  its  traffic  taken  a\va\  before  being  able  t<> 
take  proper  measures  for  its  retention. 

The  carriers  have  framed  and  urged  the  following  rules  which 
they  assert  should  govern  us  in  granting  relief  from  the  long-and- 
short-haul  rule  of  the  fourth  section : 

Kulc  1.  Carriers  shall  be  required  to  show — 

(a)  That   proposed   rates  to  or  from   the  more  distant  points  arc  oecessi 
t.-iicd  by  conditions  which  have  not  been  created  by  the  applicant  carrier,  are 
less  than  reasonable,  and  are  subnormal. 

(b)  That  such  rates  yield  revenue  in  excess  of  the  actual  cost  of  handling 
the  traffic  upon  which  they  are  to  apply,  thereby  adding  something  to  flic  net 
revenue  and  avoiding  any  increased  burden  upon  intermediate  points. 

Rule  2.  Relief  shall  be  granted  the  carriers  to  meet  not  only  actual  sea  com 
petition,  but  also  potential  competition  which  has  been  previously  manifested 
ami  the  facilities  for  which  are  still  in  existence  although  dormant  at  the  time 
of  the  application  or  the  hearing  thereon. 

Rule  3.  The  actual  movement  of  a  commodity  by  water  shall  determine 
whether  it  is  susceptible  to  sea  competition. 

Rule  4.  Rates  between  Atlantic  or  Gulf  ports  and  Pacific  ports  shall  be 
authorized  which  are  the  practical  equivalent  of  the  rates  by  sea,  taking  into 
account  the  relative  cost  and  disabilities,  i.  e.,  accomplishing  a  lair  equaliza- 
tion of  the  rates.  The  rates  at  intermediate  points  to  be  considered  sepa- 
rately and  without  relation  to  the  terminal  adjustment. 

Rule  5.  Rates  between  interior  points  of  origin  in  eastern  defined  territory 
and  Pacific  coast  terminals  shall  be  whatever  is  determined  necessary  to  enable 
carriers  to  obtain  or  hold  a  fair  proportion  of  the  traffic,  taking  into  con- 
sideration— 

(a)  The  rates  from  principal  points  of  origin  via  sea  routes  to  destination 
ports ; 

(6)  The  additional  charges  incident  to  water  transportation; 

(c)  A  fair  allowance  for  the  intangible  difference,  if  any,  due  to  superior 
service ; 

(d)  Competition  of  carriers  from  other  points  of  origin,  the  rates  ai  inter- 
mediate points  to  be  considered  separately  and  without  relation  to  the  terminal 
adjustment. 

Rule  6.  When  the  carriers  shall  have  fully  supported  their  fourth  section 
applications  as  contemplated  by  the  preceding  rules,  the  Commission  shall 
exercise  the  authority  delegated  by  the  fourth  section  to  authorize  the  carrier 
to  "charge  less  for  longer  than  for  shorter  distances,"  and  "from  time  to 
time  prescribe  the  extent  to  which  such  common  carrier  may  be  relieved."  by 
considering  what  rates  in  fact  are  justified  and  fixing  in  the  determination  of 
all  applications  the  specific  rates  which  shall  be  authorized  to  meet  water 
competition  without  affecting  the  rates  at  intermediate  points,  except  that  the 
earners  shall  not  be  permitted  to  exceed  the  combination  of  the  authorized  rate 
to  the  port  plus  full  local  rate  thence  to  interior  destination. 
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Paragraphs  (a)  and  (b)  of  rule  1  are  in  accord  with  principles 
stated  and  applied  by  us  in  Fourth  Section  Violations  in  the  South- 
east, 30  I.  C.  C,  153. 

Rule  2  is  of  more  doubtful  character  as  a  principle  of  action.  A 
water  service  which  for  one  cause  or  another  has  been  abandoned  may 
have  been  effective  at  some  period  in  the  past  in  reducing  rail  rates 
to  a  level  lower  than  they  otherwise  would  have  been,  but  there  may 
not  be  at  present  any  likelihood  of  the  restoration  of  that  service 
although  some  of  the  facilities  for  the  service  are  still  in  existence. 
The  maintenance  of  lower  rates  under  these  circumstances  to  the 
more  distant  than  to  intermediate  points  may  not  be  justified, 
although  the  lower  rate  when  established  was  necessitated  by  the 
competition  then  existing  and  the  higher  rates  to  intermediate  points 
are  not  unreasonable.  There  are  so  many  varying  circumstances 
which  apply  to  situations  of  this  kind  that  we  are  unable  to  sub- 
scribe to  rule  2  as  a  fixed  rule  of  action.  We  can  see  no  reason  to 
object  to  rule  3  or  to  rule  4  except  in  so  far  as  rule  4  requires  the 
separate  consideration  of  intermediate  and  terminal  rates.  The  busi- 
ness of  a  carrier  can  not  usually  be  so  separated  into  two  parts. 
While  it  is  obviously  unfair  to  adopt  the  rate  made  to  a  competi- 
tive point  reduced  beloAY  a  reasonable  basis  by  necessity  as  the 
standard  by  which  to  measure  rates  to  points  where  such  necessity 
does  not  exist,  it  is  not  unfair  to  regard  both  rates  to  intermediate 
and  depressed  rate  points  together  as  parts  of  one  system  of  rates. 

It  is  argued  by  many  representatives  of  intermediate  points  that 
carriers  and  this  Commission  should  regard  deviations  from  the 
fourth  section  as  unnatural,  only  to  be  permitted  where  the  cir- 
cumstances make  them  necessary  in  order  to  permit  free  competi- 
tion. A  similar  qualification,  to  wit,  that  rates  to  and  from  inter- 
mediate points  may  be  reasonably  adjusted  as  between  these  points 
and  water  competitive  points  should  be  applied  to  paragraph  (d)  of 
rule  5.  and  the  concluding  phrases  of  rule  6;  in  other  words,  we  con- 
strue it  to  be  our  duty  in  acting  under  that  clause  of  the  fourth  sec- 
tion which  permits  us  "  from  time  to  time  to  prescribe  the  extent 
to  which  such  common  carrier  may  be  relieved "  to  weigh  the 
claims  made  as  to  the  necessity  for  the  lower  rate  at  the  more 
distant  point,  and  to  determine  whether  the  rate  so  necessitated  is  in 
fact  substantially  lower  than  is  reasonable  under  the  transportation 
conditions  existing.  The  rates  to  intermediate  points  must  also  be 
scanned  at  the  same  time  to  determine  whether  or  not  they  are  higher 
than  the  rates  on  the  same  or  other  similarly  situated  lines  for  like 
distances.  It  will  not  be  possible  always  to  reach  a  judgment  as  to 
the  exact  measure  of  the  rates  that  should  be  applied  to  intermediate 
points,  but  it  is  possible  to  put  such  reasonable  limitations  upon 
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these  rates  that,  considering  terminal  and  intermediate  rates  together, 
glaring  discrepancies  will  be  avoided  and  all  apparently  undue  dis- 
criminations will  be  prevented.  This  has  been  our  conception  of  our 
power  and  duty  under  the  law,  and  we  have  endeavored  to  act  accord- 
ingly in  our  previous  reports  concerning  these  transcontinental  rates 
in  so  far  as  the  records  furnished  a  basis.  Railroad  CoTmrdssion 
of  Nevada  v.  S.  P.  Co.,  21  I.  C.  C,  329 ;  City  of  Spokane  v.  N.  P.  Co., 
21 1.  C.  C,  400;  Commodity  Rates  to  Pacific  Coast  Term  amis,  supra; 
Rates  on  Asphaltum,  Barley,  Beans,  and  Canned  Goods,  33  I.  C.  C„ 
480. 

The  carriers  have  furnished  an  exhibit  of  carload  and  less-than- 
carload  rates  on  approximately  200  commodities,  contrasting  the 
present  rates  to  Spokane,  Keno,  and  Phoenix  with  what  are  called 
projected  rates  to  these  points.  These  projected  rates  are  obtained 
in  the  following  manner:  In  Commercial  Club,  Salt  Lake  City,  v. 
A.,  T.  &  S.  F.  Ry  Co.,  19  I.  C.  C,  218,  we  prescribed  reasonable 
maximum  class  rates  and  maximum  rates  upon  a  large  number  of 
commodities  from  Chicago,  Mississippi  River,  and  Missouri  River 
territories  to  Salt  Lake  City.  In  Class  and  Commodity  Rates  to 
Salt  Lake  City,  32  I.  C.  C,  551,  we  found  that  the  carriers  had  justi- 
fied certain  increases  in  some  of  these  class  and  commodity  rates. 
In  Railroad  Comrnisswn  of  Nevada  v.  S.  P.  Co.,  19  I.  C.  C,  238, 
and  in  Maricopa  County  Commercial  Club  v.  S.  F.,  P.  &  P.  Ry.  Co., 
19  I.  C.  C,  257,  we  prescribed  reasonable  maximum  class  rates  from 
transcontinental  groups  A-J  to  Nevada  points  and  to  Phoenix, 
Ariz.  In  City  of  Spokane  v.  N.  P.  Ry.  Co.,  19  I.  C.  C,  162,  we  pre- 
scribed reasonable  maximum  class  rates  from  Chicago,  Mississippi 
River,  and  Missouri  River  territories  to  Spokane.  In  Kbulel  v. 
N.  Y.,  N.  H.  &  H.  R.  R.  Co.,  15  I.  C.  C,  555,  and  Colorado  Mfrs. 
Asso.  v.  A.,  T.  &  S.  F.  Ry.  Co.,  28  I.  C.  C,  82,  and  29  I.  C.  C,  544, 
we  prescribe  reasonable  maximum  class  rates  on  the  first  five  classes 
from  Denver  to  the  Mississippi  River  and  to  Chicago  and  from  the 
Missouri  River  to  Denver,  and  commodity  rates  on  83  carload  com- 
modities from  Chicago,  Mississippi  River,  and  Missouri  River  ter- 
ritories to  Denver.  As  the  result  of  these  decisions  there  now  exist 
sets  of  class  rates  from  various  eastern  territories  to  Denver,  Salt 
Lake  City,  Reno,  Phoenix,  and  Spokane  which  have  been  estab- 
lished pursuant  to  our  orders. 

There  are  also  commodity  rates  from  Chicago,  Mississippi  River. 
and  Missouri  River  territories  to  Denver  and  Salt  Lake  City  pre- 
scribed or  authorized  by  us.  The  carriers  have  computed  the  pro- 
jected commodity  rates  to  Reno,  Phoenix,  and  Spokane  in  two 
ways:  First,  they  have  taken  the  commodity  rates  to  Salt  Lake 
City,  approved  by  us  in  Class  and  Commodity  Rates  to  Salt  Lake 
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City,  supra,  and  computed  from  them  commodity  rates  to  Reno, 
Phoenix,  and  Spokane  which  bear  the  same  proportion  to  the  com- 
modity rates  to  Salt  Lake  City  that  the  class  rates  to  the  three  cities 
named  bear  to  the  Salt  Lake  City  class  rates;  and,  second,  compu- 
tation has  been  made  using  the  commodity  rates  to  Denver  as  a 
base  and  computing  the  commodity  rates  to  Reno,  Phoenix,  and 
Spokane  by  multiplying  the  Denver  rates  by  the  percentage  which 
the  class  rates  to  Reno,  Phoenix,  and  Spokane  bear  to  the  class  rates 
to  Denver.  The  results  may  be  illustrated  as  follows:  The  class 
rates  from  Chicago  to  Reno,  Spokane,  and  Phoenix  are  approxi- 
mately 116  J  per  cent  of  the  class  rates  from  Chicago  to  Salt  Lake 
City  and  184  per  cent  of  the  class  rates  from  Chicago  to  Denver. 
The  commodity  rate  on  structural  iron  or  steel  from  Chicago  to 
Salt  Lake  City  is  82  cents,  to  Denver  57^  cents.  Of  82  cents  116* 
per  cent  is  95  cents,  and  184  per  cent  of  57-|  cents  is  $1.06,  while  the 
maximum  rate  authorized  by  Fourth  Section  Order  No.  124  to  these 
three  cities  is  90  cents. 

On  nails  and  wire  the  rate  from  Chicago  to  Salt  Lake  City  is 
70  cents,  to  Denver  61  cents.  One  hundred  and  sixteen  and  one- 
half  per  cent  of  79  cents  is  92  cents,  and  184  per  cent  of  61  cents  is 
$1.12,  while  the  maximum  rate  authorized  to  these  cities  is  90  cents. 
The  rate  on  soap  from  Chicago  to  Salt  Lake  City  is  90  cents,  to 
Denver  67  cents,  and  to  Reno  95  cents.  The  rate  on  building  paper 
from  Chicago  to  Salt  Lake  City  is  80  cents,  to  Denver  53  cents,  to 
Reno  90  cents.  It  will  be  seen  that  in  the  instances  cited  the  rates 
projected  to  Reno,  Phoenix,  and  Spokane  by  using  either  the  com- 
modity rates  established  by  the  Commission  to  Denver,  or  the  rates 
so  established  to  Salt  Lake  City,  as  bases,  result  in  rates  to  Reno, 
Phoenix,  and  Spokane  materially  higher  than  the  rates  now  existing 
at  those  points.  Examination  of  the  rates  on  the  approximately 
200  commodities  shown  in  the  carriers'  exhibit  discloses  that  in 
about  95  per  cent  of  the  rates  shown  were  the  rates  on  commodities 
to  Reno,  Phoenix,  or  Spokane  constructed  by  multiplying  the  com- 
modity rates  to  Salt  Lake  City  by  the  percentage  which  the  class 
rates  to  Reno,  Phoenix,  or  Spokane  bear  to  the  class  rates  to  Salt 
Lake  City,  the  resulting  rates  to  the  three  cities  named  would  be 
materially  higher  than  the  maximum  rates  now  applied  at  these 
points  as  the  result  of  restrictions  prescribed  in  Fourth  Section 
Order  No.  124.  This  exhibit  is  offered  by  the  carriers  for  the  pur- 
pose of  showing  that  the  territory  intermediate  to  the  Pacific  coast 
cities  is  now  enjoying  a  lower  level  of  rates  on  most  of  the  com- 
modities of  eastern  origin  than  they  could  reasonably  hope  to  secure 
upon  the  basis  of  their  geographical  position  with  respect  to  other 
points  to  which  we  have  established  rates  upon  the  basis  of  reason- 
ableness. 
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WESTBOUND  COMMODITY  KATES. 

The  present  commodity  rates  from  eastern  defined  territories  to 
the  Pacific  coast  are  divided  into  three  groups,  which  have  been 
known  under  the  designations  of  schedules  A,  B,  and  C.  Schedule  A 
includes  commodities  which  either  are  not  adapted  to  water  trans- 
portation or  which  originate  in  territory  so  far  removed  from  the 
Atlantic  seaboard  as  to  make  their  transportation  by  water  unlikely. 
This  list  includes  about  100  items,  among  which  are  the  following-: 
Threshing  machines,  agricultural  implements,  vehicles,  many  furni- 
ture items  and  fragile  articles,  and  various  products  of  the  soil, 
wheat,  flour,  etc.  Upon  these  items  the  rates  to  the  Pacific  coast 
points  are  not  lower  than  to  intermediate  points,  and  these  rates  are 
not  the  subject  of  consideration  in  this  report.  Schedule  B  includes 
about  350  items  comprising  articles  which  are  more  or  less  adapted 
to  water  transportation  and  upon  which  the  carriers  have  been 
authorized  to  continue  rates  to  intermediate  points  higher  than  to  the 
Pacific  coast  terminals  by  the  following  percentages :  7  per  cent  from 
points  in  zone  2,  15  per  cent  from  points  in  zone  3,  and  25  per  cent 
from  points  in  zone  4.  The  zones  referred  to  are  those  described  in 
( 'ommodity  Rates  to  Pacific  Coast  Terminals,  supra.  The  list  of  the 
articles  is  quite  general  and  includes  certain  varieties  of  agricultural 
implements,  baking  powder,  bottles,  brass  and  bronze  goods,  candles, 
certain  mixtures  of  canned  goods,  carpets  and  rugs,  clothing,  dried 
fruits  and  vegetables,  certain  furniture  items,  and  many  other  ar- 
ticles. The  range  of  rates  on  the  schedule  B  commodities  varies  to  a 
large  extent  with  the  carload  minimum  applied.  Most  of  the  ar- 
ticles move  on  rates  applicable  to  minima  of  from  20,000  to  40,000 
pounds.  An  examination  of  the  tariffs  containing  the  rates  on  the 
schedule  B  items  to  north  Pacific  coast  points  from  eastern  defined 
territories  shows  the  following : 


Carload 
mini- 
mum. 

Num- 
ber of 

items. 

Carload 
mini- 
mum. 

Num- 
ber of 
items. 

Carload 
mini- 
mum. 

Num- 
ber of 
items. 

10,000 
12,000 
16,000 
17,500 
20,000 

1 
5 
9 
1 
21 

22,000 
24,000 
26,000 
30,000 
36,000 

1 

52 

1 

120 

45 

40,000 
50,000 
60,000 
62,400 

79 
5 
5 
1 

It  will  be  observed  that  the  great  bulk  of  the  articles  move  under 
minima  of  20,000,  24,000,  30,000,  36,000,  and  40,000  pounds.  The  rates 
on  items  which  take  a  carload  minimum  of  20,000  pounds  very  from 
$1.10  to  $2.25  per  100  pounds.  Two-thirds  of  these  items  take  rates  to 
the  Pacific  coast  of  $1.50  or  less.  The  articles  on  which  a  carload 
minimum  of  24,000  pounds  applies  take  rates  varying  from  90  cents  to 
$2.30  per  100  pounds.    More  than  70  per  cent  of  these  rates  do  not 
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exceed  $1.50  per  100  pounds.  The  rates  on  the  articles  moving  under 
a  carload  minimum  of  30,000  pounds  or  more  vary  from  60  cents  to 
$2.50  per  100  pounds.  There  is  but  one  item,  viz,  talc,  on  which  the 
60-cent  rate  applies  from  the  Atlantic  seaboard  to  the  Pacific  coast, 
but  there  are  16  items  which  move  on  rates  as  low  as  75  cents  per 
100  pounds,  and  120  items  which  move  on  rates  of  $1  or  less.  One 
hundred  and  fifteen  items  move  on  rates  varying  from  $1.10  to 
$1.25,  while  98  items  move  on  rates  which  are  higher  than  $1.25. 

Schedule  C  includes  articles  which  originate  in  large  volume  on  or 
near  the  Atlantic  seaboard,  are  particularly  adapted  to  water  trans- 
portation, and  upon  which  the  rates  are  relatively  low.  The  list  in- 
cludes approximately  90  carload  items,  among  which  are  the  follow- 
ing: Certain  mixtures  of  canned  goods,  many  iron  articles,  nails, 
bolts,  nuts,  washers,  bar  iron,  sheet  iron,  structural  iron  and  steel, 
many  paper  articles,  paints,  soap,  wire,  rope,  and  telephone  wire. 
These  articles  move  in  carloads  varying  from  24,000  to  80,000  pounds. 
Forty  per  cent  of  the  items  are  subject  to  a  40,000-pound  minimum, 
and  the  present  rates  range  generally  from  65  to  95  cents.  Thirty 
per  cent  of  the  items  are  subject  to  a  50,000-pound  minimum,  and  the 
rates  range  from  70  cents  to  $1  per  100  pounds.  An  80,000-pound 
minimum  applies  on  7  per  cent  of  the  items,  and  the  rates  on  these 
items  vary  from  65  to  75  cents.  In  the  appendix  to  this  report  are 
shown  lists  of  all  items  upon  which  the  rates  to  the  Pacific  coast  are 
not  in  accord  with  the  fourth  section  with  rates  and  carload  minima 
applicable  in  all  instances. 

ATTITUDE  OF  SHIPPERS  IN  EASTERN  DEFINED  TERRITORIES. 

Evidence  offered  on  behalf  of  shippers  situated  within  eastern 
defined  territories,  in  the  main,  supported  the  contentions  of  the  car- 
riers. These  interests  opposed  any  substantial  increase  in  rates  to 
the  Pacific  coast,  They  urge  that  rates  to  the  Pacific  coast  should 
be  maintained  with  a  certain  degree  of  stability,  that  men  may  be  able 
to  forecast  the  future  of  business  conditions  and  that  the  basis  of  the 
rates  so  maintained  may  rest  upon  the  usual  and  normal  conditions 
affecting  these  rates  and  not  upon  the  present  abnormal  and  extraor- 
dinary conditions  created  by  the  war.  Practically  all  of  the  eastern 
shippers  urge  the  maintenance  of  the  blanket  rates  from  eastern  de- 
fined territories  to  the  Pacific  coast  upon  the  ground  that  the  parity 
of  rates  heretofore  maintained  from  all  the  great  territory  lying 
east  of  the  Missouri  Eiver  to  the  Pacific  coast  has  afforded  manu- 
facturers in  this  territory  equal  opportunities  to  market  their  prod- 
ucts upon  the  Pacific  coast  and  has  also  afforded  the  coast  cities  the 
benefit  of  a  wide  market  and  the  competition  in  price  resulting 
therefrom. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  1527 

i  iiN  IK  N  TIO  N  S   ( )  V   I )  1 :  N  VER. 

Evidence  and  brief  offered  by  the  representative  of  the  Transporta- 
tion Bureau  of  the  Denver  Civic  and  Commercial  Association  sup- 
ports the  contentions  of  the  carriers.  It  is  urged  that  our  fourth 
tion  orders  respecting  westbound  transcontinental  rates,  placing  limi- 
tations upon  the  rates  which  may  be  applied  from  eastern  territory  to 
intermountain  points,  have  had  the  effect  of  reducing  many  of  the 
rates  to  Utah  points  found  reasonable  by  us  in  Commercial  club  of 
Salt  Lake  City  v.  A.,  T.  c5  S.  F.  Ry.  Co.,  swpra.  In  Grand  Junction 
Chamber  of  Commerce  v.  D.  dc  R.  G.  R.  R.  Co.,  23  I.  C.  C,  115,  the 
Denver  &  Rio  Grande  and  Colorado  Midland  railroads  were  denied 
authorit}^  to  continue  lower  rates  from  Chicago,  Mississippi  or  Mis- 
souri River  territories  to  Salt  Lake  City  than  to  intermediate  points 
on  these  lines  as  far  west  as  Grand  Junction,  Colo.  The  result  of 
this  decision  and  of  Fourth  Section  Order  No.  124,  respecting  trans- 
continental rates,  has  been  to  produce  what  may  be  called  a  plateau  of 
rates  from  eastern  territory  to  points  in  Colorado,  Utah,  and  Neveda. 
Denver  lies  near  the  eastern  edge  of  that  plateau,  and  the  rates  from 
eastern  territory  to  that  point  are  in  some  instances  but  little  less  than 
the  rates  to  Salt  Lake  City  or  to  Reno ;  the  former  approximately  600 
miles  and  the  latter  1,000  miles  west  of  Denver.  Denver,  therefore, 
finds  her  jobbing  area  greatly  restricted,  partly  by  reason  of  the 
facts  above  stated,  and  further  by  reason  of  the  fact  that  on  the 
schedule  B  items  Denver's  rates  to  intermountain  territory  are  in 
some  instances  the  same  and  in  other  instances  not  materially  less 
than  the  rates  from  the  Missouri  River,  which  by  reason  of  the  terms 
of  Fourth  Section  Order  No.  124  are  about  7  per  cent  less  than  the 
rates  from  Chicago.  Chicago,  therefore,  has  rates  to  this  intermoun- 
tain territory  in  some  instances  but  7  per  cent  higher  than  the  rates 
from  Denver,  although  the  distance  from  Denver  to  Chicago  is  about 
1,000  miles. 

The  representative  of  Denver  interests  in  this  proceeding  has  not 
asserted  that  the  rates  to  Denver  from  eastern  points  are  higher  than 
reasonable,  but  insists  that  many  of  the  rates  to  points  west  of  Denver 
by  reason  of  the  limitations  prescribed  in  Fourth  Section  Order  No. 
124  and  other  orders  are  less  than  these  points  could  reasonably  hope 
to  secure  on  the  basis  of  their  geographical  location  and  the  traffic 
conditions  of  the  lines  by  which  they  are  served.  This  condition  is 
said  to  result  in  undue  prejudice  to  Denver. 

CLAIMS  OF  THE  PACIFIC  COAST  CITIES. 

The  representatives  of  the  Pacific  coast  cities  supported  the  request 
of  the  carriers  to  allow  the  existing  rates  to  continue  in  effect  to  the 
ports.     Xo  very  serious  opposition  was  manifested  to  the  proposed 
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increases  on  schedule  C  items  of  10  cents  in  carloads  and  25  cents 
in  less  than  carloads.  Certain  witnesses  expressed  opinions  that  some 
of  these  coast  rates  were  reasonable  in  and  of  themselves  and  on  that 
account  should  not  be  increased,  but  little,  if  any,  evidence  was  offered 
by  the  representatives  of  the  coast  cities  in  support  of  these  opinions. 
Much  was  said  on  behalf  of  the  coast  cities  against  the  disturbance  of 
long-standing  conditions  and  the  injury  to  industries  and  enterprises 
on  the  Pacific  coast  that  will  result  from  any  large  increases  in  rates 
to  the  ports.  One  of  the  industries  that  has  assumed  large  propor- 
tions on  the  Pacific  coast  during  the  last  year  is  that  of  shipbuilding. 
Old  shipbuilding  plants  have  been  reopened  and  new  ones  constructed 
and  extensive  contracts  have  been  entered  into  for  the  construction  of 
many  vessels,  some  for  foreign  and  others  for  American  shipowners. 
The  steel  for  these  merchant  vessels  is  drawn  from  the  east,  and  it  was 
testified  that  approximately  3,200  tons  of  structural  steel  is  required 
for  the  construction  of  each  vessel  of  the  usual  type  there  being  built. 
The  present  rate  on  this  commodity,  which  is  one  of  the  schedule  C 
items,  from  Pittsburgh  to  the  Pacific  coast  is  75  cents.  The  maximum 
rate  authorized  from  Pittsburgh  to  intermediate  points  is  $1.  The 
transportation  cost  for  3,200  tons  of  this  steel  under  present  rates  is 
$48,000.  If  the  rates  should  be  increased  to  the  level  of  the  rates  to 
intermediate  points,  this  transportation  cost  would  be  increased  by 
$16,000. 

It  is  urged  that  the  shipbuilding  industry  on  the  Pacific  coast  is 
in  large  part  new.  Its  great  development  within  the  last  year  is  due 
to  extraordinary  conditions  as  the  result  of  which  merchant  ships 
command  a  price  from  three  to  five  times  as  great  as  could  have  been 
secured  for  similar  ships  two  or  three  years  ago.  It  is  urged  that  this 
industry  at  this  time  is  not  able  to  stand  material  increases  in  these 
iron  and  steel  rates.  Other  industries  of  smaller  magnitude  but  of 
importance  and  value  showed  how  their  interests  in  some  instances 
would  be  jeopardized  by  any  substantial  increases  in  these  coast  rates. 

The  assertion  is  made  on  behalf  of  the  coast  interests  that  they 
have  relied  as  protecting  them  from  increases  in  the  coast  rates  on 
that  portion  of  the  amended  fourth  section  of  the  act  which  reads 
as  follows: 

Whenever  a  carrier  by  railroad  shall  in  competition  with  a  water  route  or 
routes  reduce  the  rates  on  the  carriage  of  any  species  of  freight  to  or  from 
competitive  points,  it  shall  not  be  permitted  to  increase  such  rates  unless  after 
hearing  by  the  Interstate  Commerce  Commission  it  shall  be  found  that  such 
proposed  increase  rests  upon  changed  conditions  other  than  the  elimination  of 
water  competition. 

This  statement  has  no  application  to  the  schedule  B  rates,  for 
these  have  not  been  reduced  on  account  of  water  competition  or  for 
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any  other  reason,  except  in  isolated  instances,  subsequent  to  the  ap- 
proval of  the  amended  act.  Upon  about  <>.">  of  the  carload  items  in 
schedule  ('.  rates  have  been  reduced  subsequent  to  the  passage  of  the 
amended  act.  We  do  not  consider  the  water  competition  between  the 
two  coasts  as  having  been  eliminated.  Even  if  the  elimination  of 
competition  by  canal  were  considered  as  complete  for  the  time  being, 
it  is  not  certain  that  the  statutory  provision  prohibiting  the  increase 
of  rates  reduced  to  meet  water  competition,  unless  after  hearing  it  is 
found  that  the  proposed  increase  rests  upon  changed  condition-  other 
than  the  elimination  of  water  competition,  is  applicable.  The  water- 
service  has  suffered  an  interruption,  however,  which  has  already  been 
prolonged  for  more  than  a  year.  Every  present  indication  points  to 
a  continued  scarcity  of  boats  for  this  service  as  long  as  the  war  con- 
tinues. The  canal  and  the  ocean  are  still  available  for  commerce, 
and  the  time  will  come  when  this  service  will  be  reestablished.  It  is 
on  account  of  the  interruption  to  this  service  that  we  have  been  peti- 
tioned to  reopen  these  applications  that  they  may  be  dealt  with  as 
present  circumstances  warrant.  As  to  these  rates  which  have  been 
reduced  subsequent  to  August  18,  1910,  in  Reopening  Fourth  Section 
Applications,  supra,  we  stated : 

To  continue  rates  to  the  wast  points  that  are  lower  than  are  necessitated  by 
the  actual  water  competition  and  higher  rates  to  intermediate  points  and  to 
other  points  over  similar  distanees  under  like  circumstances  is  to  perpetuate  a 
discrimination  that  is  unjust.  The  second  and  third  sections  of  the  act  forbid 
all  unduly  preferential  or  unjustly  discriminatory  rates  and  practices.  The 
portion  of  the  fourth  section  above  quoted  does  not  repeal  or  annul  any  part 
of  the  second  and  third  sections  of  the  act  to  regulate  commerce.  If  a  coasl 
point  is  receiving  a  lower  rate  than  that  to  which  it  is  lawfully  entitled  by  the 
conditions  there  existing,  it  is  a  preference  at  that  point  that  results  in  prejudice 
against  higher  rated  points  whether  intermediate  thereto  or  not.  Furthermore, 
the  primary  purpose  of  this  portion  of  the  fourth  section  being  to  preserve  and 
promote  competition  by  the  water  carriers,  it  must  be  so  construed  as  to  give 
effect  to  that  purpose.  If  the  rail  rates  between  the  two  coasts,  established  in 
the  light  of  conditions  then  existing,  should,  through  such  a  complete  change  of 
condition  as  that  which  has  so  recently  come  about,  be  now  at  a  level  so  low 
as  to  make  the  service  between  the  two  coasts  unattractive  to  the  boat  lines, 
should  they  be  readjusted  to  a  basis  that  will  attract  the  water  carriers  back  to 
the  service  and  the  primary  purpose  of  the  section  be  achieved,  or  slum  Id  they 
be  held  at  the  present  level  and  the  legislative  purpose  t<>  a  certain  extent  be 
defeated? 

The  order  entered  in  that  case  required  the  carriers  to  revise  the 
rates  to  the  Pacific  coast  and  intermediate  points  on  or  before  Sep- 
tember 1, 1916,  in  such  manner  as  to  cure  at  least  in  part  the  discrimi- 
nation then  existing.  All  the  carload  rates  on  schedule  C  commodities 
were  increased  by  10  cents  on  December  30,  1916.  Suit  was  filed  in 
the  United  States  district  court  for  the  district  of  Oregon  by  the 
Skinner  &  Eddy  Corporation  seeking  an  injunction  restraining  the 
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carriers  from  increasing  the  coast  rates  and  restraining  the  commis- 
sion from  enforcing  the  terms  of  its  order.  By  decree  December  29, 
1916,  the  court  denied  the  application  for  an  injunction  and  held 
our  order  to  be  valid  and  the  rates  established  thereunder  to  be  lawful. 
The  representatives  of  the  intermediate  points  in  Washington, 
Idaho,  Utah,  Nevada,  and  Arizona  are  before  us  in  this  proceeding 
urging  that  the  general  level  of  rates  on  these  articles  from  eastern 
defined  territories  to  Pacific  coast  points  is  not  unreasonably  low, 
and  that  such  rates  may  fairly  be  applied  as  maxima  at  intermediate 
points. 

EVIDENCE  ON  BEHALF  OF  ARIZONA. 

The  complaint  in  No.  9278,  Arizona  Corporation  Commission  v. 
A.,  T.<&  S.  F.  Ry.  Co.  et  al.,  alleges  that  the  present  rates  on  commodi- 
ties to  Arizona  points  are  unjust  and  unduly  discriminatory  as  com- 
pared with  rates  on  the  same  commodities  applied  to  the  Pacific 
coast  cities.  The  complaint  was  supported  by  testimony  and  exhibits. 
One  exhibit  contained  a  list  of  about  165  commodities  selected  from 
the  transcontinental  tariffs  showing  the  rates  to  the  coast  and  to 
Phoenix  in  effect  at  the  date  of  the  hearing  from  transcontinental 
groups  A,  B,  D,  and  F  and  the  car-mile  earnings  upon  this  traffic 
upon  the  assumption  that  the  distances  from  New  York,  Pittsburgh, 
Chicago,  and  Kansas  City  are  representative  of  the  distances  from 
the  groups  A,  B,  D,  and  F,  respectively.  A  second  assumption  is 
made  that  there  is  the  same  amount  of  tonnage  moving  under  each 
of  these  items.  The  list  embraces  articles  that  move  to  the  coast  on 
rates  varying  from  65  cents  to  $1.65  and  shows  many  iron  articles 
moving  at  relatively  low  rates  and  in  large  volume  and  certain  articles 
of  high  value,  light  loading,  and  highly  rated.  The  assumption 
made,  therefore,  that  there  is  the  same  amount  of  tonnage  moving  on 
each  item  is  not  correct.  If  it  were  correct,  however,  the  exhibit 
shows  that  the  average  car-mile  earning  on  these  items  on  traffic 
destined  to  the  coast  was  11.6  cents  from  group  A;  13.4  cents  from 
group  B ;  15.4  cents  from  group  D ;  and  20  cents  from  group  F. 

Under  the  same  assumptions,  the  exhibit  purported  to  show  that 
the  average  car-mile  earnings  on  these  commodities  to  Phoenix  were 
18.8  cents  from  group  A,  20.1  cents  from  group  B,  22.5  cents  from 
group  D,  and  27.1  cents  from  group  F.  Even  if  the  assumptions 
made  in  this  exhibit  were  approximately  correct  it  would  be  incon- 
clusive as  proving  that  the  rates  on  these  articles  to  the  coast  from 
points  east  of  group  F  are  reasonable  and  fairly  remunerative,  or 
that  the  rates  to  Phoenix  from  points  east  of  group  F  are  unrea- 
sonably high.     Another  exhibit  contrasts  the  car-mile  earnings  in 
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the  year  1904  on  many  of  the  items  in  a  selected  List  under  the  then 
existing  rates  and  carload  minima  with  the  car-mile  earnings  under 
the  present  rates  and  carload  minima.  This  exhibit  showed  that  the 
carload  minima  are  now  higher  than  in  1904,  and  the  rates  are  in 
some  instances  higher  and  in  other  instances  lower  than  in  1904, 
while  the  car-mile  earnings  are  higher  Hum  in  1904  in  numerous 
instances.  The  average  car-mile  earnings  which  are  shown  in  the 
exhibit  have  been  computed  on  the  same  assumption  as  heretofore 
stated  with  reference  to  the  first  exhibit,  namely,  thai  the  same  ton- 
nage moved  under  eacli  item. 

EVIDENCE  ON  BEHALF  OF  UTAH. 

The  evidence  presented  on  behalf  of  Salt  Lake  City  consisted 
largely  of  carefully  prepared  exhibits.  One  exhibit  showed  carload 
rates  and  minima  to  the  coast  cities  on  about  280  items,  the  corre- 
sponding rates  to  Salt  Lake  City  from  transcontinental  groups 
A  to  F,  and  the  divisions  of  the  rates  to  San  Francisco  accruing 
to  the  lines  both  east  and  west  of  Utah  common  points.  Another 
exhibit  showTed  the  carload  rates  from  eastern  defined  territory  to 
the  coast  cities  on  approximately  130  items  selected  from  schedule 
B,  the  carload  minima  and  earnings  per  car,  and  the  divisions  of 
these  earnings  accruing  to  the  lines  both  east  and  west  of  Salt  Lake 
City.  Since  a  blanket  rate  applies  on  nearly  all  commodities  to 
the  Pacific  coast  from  groups  A  to  F,  inclusive,  the  farther  west 
the  freight  originates  the  larger  the  earnings  per  car  accruing  to 
lines  west  of  Salt  Lake  City.  Thirty  of  these  items  apply  to  articles 
moving  under  a  carload  minimum  of  30,000  pounds  and  on  rates 
varying  from  75  cents  to  $1.75.  The  exhibit  purports  to  show  that 
the  divisions  accruing  to  lines  west  of  Salt  Lake  City  on  a  car  of 
30,000  pounds  moving  to  San  Francisco  under  a  rate  of  $1.25  are 
$105.30  if  the  car  originates  at  New  York ;  $141.96  if  originating  at 
Chicago;  and  $180.60  if  originating  at  Omaha.  Another  exhibit 
shows  56  commodities  selected  from  the  schedule  C  list,  the  rates  to 
the  coast  effective  December  30, 1916,  and  the  carload  earnings  accru- 
ing to  the  lines  both  east  and  west  of  Salt  Lake  City.  Twenty-nine 
of  these  items  move  under  a  carload  minimum  of  40,000  pounds. 

The  exhibit  shows  that  the  per  car  earnings  accruing  to  lines 
west  of  Salt  Lake  City  on  a  car  of  40,000  pounds  moving  to  San 
Francisco  on  a  rate  of  85  cents  is  $94.48  if  the  car  originates  at 
New  York;  $126.72  if  it  originates  at  Chicago;  and  $167.20  if  it 
originates  at  Omaha.  Other  exhibits  showed  examples  of  less-than- 
carload  rates  to  the  coast  on  items  selected  from  schedules  C  and  B, 
the  rates  to  Salt  Lake  City  on  the  same  articles  and  the  amounts  by 
which  these  rates  exceed  the  rates  to  the  coast.  Another  exhibit 
showed  certain  carload  and  less-than-carload  rates  from  Missouri 
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River,  Denver,  and  Salt  Lake  City  to  San  Francisco  on  a  limited  list 
of  articles.  On  a  number  of  these  articles  the  rates  from  Denver 
were  lower  than  from  Salt  Lake  City.  Such  rates  are  in  violation 
of  the  long-and-short-haul  rule  of  the  fourth  section  and  are  not  pro- 
tected by  any  application  filed  with  us.  The  carriers  signified  their 
intention  to  correct  these  departures  from  the  fourth  section  by  pub- 
lishing rates  from  Salt  Lake  City  not  higher  than  the  rates  contem- 
poraneously in  effect  from  Denver. 

Representatives  of  Salt  Lake  City  urge  that  it  is  approximately 
800  miles  east  of  the  Pacific  coast;  that  the  car-mile  earnings  which 
the  carriers  receive  on  this  traffic  from  eastern  defined  territories  to 
the  Pacific  coast,  as  a  whole,  if  not  fairly  remunerative  are  very 
nearly  so;  and  that  it  necessarily  follows  that  when  the  same  rates 
are  applied  to  Salt  Lake  City  for  the  shorter  haul,  the  revenues  are 
fairly  remunerative.  It  is  further  urged  that,  as  the  rates  from  the 
transcontinental  groups  are  divided  by  the  carriers  between  them- 
selves, the  carriers  east  of  Chicago  receive  the  same  revenue  on  a 
car  destined  to  Salt  Lake  City  as  to  San  Francisco,  except  in  the 
few  instances  where  the  rates  from  New  York  or  Pittsburgh  to  the 
Pacific  coast  are  less  than  75  cents.  The  carriers  east  of  Chicago 
perform  the  same  service  on  business  originating  in  territory  east  of 
Chicago  when  the  car  goes  to  Salt  Lake  City  as  when  it  is  destined 
to  San  Francisco,  but  the  carriers  west  of  Chicago  perform  a  less 
service  on  business  destined  to  Salt  Lake  City  and  exact  the  same 
divisions  on  commodities  taking  terminal  rates  to  Salt  Lake  City, 
and  higher  divisions  on  all  commodities  that  take  higher  than  termi- 
nal rates. 

We  are  not  particularly  concerned  in  these  proceedings  with  the 
divisions  which  any  of  the  carriers  secure  out  of  this  traffic.  Our 
concern  is  with  the  following  issues :  Are  the  lower  rates  to  the  coast 
cities  necessitated  under  present  conditions?  Are  they  in  all  in- 
stances necessitated  under  normal  conditions  or  such  conditions  as 
existed  for  the  first  j^ear  after  the  opening  of  the  Panama  Canal? 
Are  they  less  than  normal  or  fairly  reasonable?  Are  the  rates  to 
intermediate  points  unduly  prejudicial?  If  higher  rates  than  are 
applied  to  the  coast  must  be  permitted  at  intermediate  points,  should 
such  rates  be  applied  on  all  articles  listed  under  schedules  B  and  C  ? 
If  higher  rates  are  permitted  to  intermediate  points  than  to  terminals 
on  certain  articles,  should  such  higher  rates  be  permitted  as  far  east 
of  the  coast  cities  as  Salt  Lake  City  ? 

EVIDENCE  OFFERED  BT  NEVADA. 

Evidence  offered  on  behalf  of  the  Nevada  Railroad  Commission 
showed  a  careful  study  of  the  rates  and  car-mile  earnings  on  busi- 
ness moving  to  Reno  and  to  San  Francisco.    An  exhibit  was  intro- 
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duced  showing  that  the  total  freight  received  from  the  east  at  Reno 
during  the  year  1908  amounted  to  22,295,056  pounds.  Of  this 
13,263,576  pounds  consisted  of  schedule  A  commodities,  upon  which 
the  rates  to  Reno  are  not  higher  than  to  the  coast  terminals;  1 .1 70.084 
pounds  consisted  of  schedule  B  commodities,  and  4,852,396  pounds 
consisted  of  schedule  C  commodities.  Of  this  total  tonnage  coming 
to  Reno  from  the  east  during  the  year  named  the  receipts  from 
(he  various  transcontinental  groups  A  to  J  were  as  follows:  From 
group  A.  992,242  pounds:  group  B,  1,075,570  pounds;  group  C, 
2,683,767  pounds;  group  D,  4,834,927  pounds:  group  E,  2.904,422 
pounds;  group  F,  4,403,358  pounds;  group  G,  4,193,380  pounds: 
group  J,  1,208,390  pounds.  Another  exhibit  showed  46  apparently 
representative  commodities  selected  from  the  schedule  C  list.  Upon 
these  commodities  the  car-mile  earnings  on  traflic  to  Reno  and 
San  Francisco  were  computed  upon  the  supposition  that  these  cars 
moved  from  New  York.  Pittsburgh,  Cincinnati,  Chicago,  St.  Louis, 
and  Kansas  City.  In  this  exhibit,  as  in  others,  the  assumption  was 
indulged  that  the  same  number  of  cars  move  under  each  item.  On 
this  assumption  the  following  table  has  been  constructed  from  the 
computations  of  the  witness: 


Results  of  the  computation*  made  as  to  the  rates  and  per  car-male  earnings  mi 
.'16  selected  commodities  taken  from  schedule  C.  Average  rates  and  car-mih 
earnings  are  computed  on  the  assumption  that  there  is  tin  same  amount  o) 
one  commodity  as  of  another. 


From— 

Average 
carload. 

Average 
rate  to 
coast. 

Average 
rate  to 
Reno. 

Average 
car-mile 
earnings 
on  traffic 
to  coast. 

Average 
car-mile 
earning 
on  traffic 
to  Reno 
on  pres- 
ent rates. 

Average 

car-mile 

earning 

lhat 

would 

result  on 

traffic  to 

Reno  if 

terminal 

rates 

were 

applied. 

Pounds. 
47,283 
47,283 
47,283 
47,283 
47,283 
47,283 

Cents. 
89.1 
88.5 
88.5 
85.9 
85.9 
85.9 

Cents. 
115.1 
105.1 
105. 1 

95 

95 

80 

Cents. 
13.08 
15.01 
16 

17.43 
18.02 
20.02 

( i  Ms. 
L8.4 

19.75 
21.19 
22.09 
22.93 
21.71 

Cents. 
14.15 

10.47 

17.67 

19.52 

20.26 

22.83 

There  is  a  slight  error  in  the  average  rate  and  car-mile  earnings 
shown  from  New  York  for  the  reason  that  the  witness  was  ap- 
parently under  the  impression  that  the  increased  rates  to  coast- 
points,  effective  December  30,  1916,  applied  from  all  territories  and 
on  all  items.  There  are  certain  iron  articles  in  the  list  that  formerly 
took  a  rate  of  55  cents  from  Chicago,  65  cents  from  Pittsburgh,  and 
75  cents  from  New  York.  Upon  these  articles  the  rates  were  in- 
creased from  Pittsburgh  and  points  west,  but  were  not  increased 
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from  New  York.  The  effect  of  this  misconception,  however,  would 
be  small  on  the  stated  average  rates  and  car-mile  earnings  from  New 
York  and  has  no  effect  upon  the  rates  and  earnings  from  other  ter- 
ritories. The  witness  contrasts  these  average  car-mile  earnings  with 
the  average  car-mile  earnings  upon  all  carload  traffic  on  the  follow- 
ing-named railroads  for  the  years  indicated : 


Railroad. 


Pennsylvania  R.  R 

Chicago  &  North  Western 

Union  Pacific  Company 

Southern  Pacific  Company 

Southern  Pacific  Company 

Southern  Pacific  Company  in  Nevada 


Year 

ending 

June 

30- 


1914 
1914 
1914 
1914 
1916 
1916 


Earn- 
ings per 
loaded 
car. 


Cents. 
16.25 
15.97 
15.  45 
20.50 
20.08 
16.90 


We  show  below  the  average  car-mile  earnings  of  all  carload  traffic 
and  the  average  carload  of  revenue  freight  on  some  of  the  western 
railroads  for  the  year  ending  June  30,  1916,  as  taken  from  the  annual 
reports  filed  with  this  Commission: 


Name  of  road. 


Average 
revenue 

per 
loaded 
ear  per 
mile. 


Average 
load. 


YEAR  ENDING  JUNE  30,   1916 

Atchison,  Topeka  &  Santa  Fe 

Chicago,  Milwaukee  &  St.  Paul 

Colorado  Midland 

Denver  &  Rio  Grande 

Great  Northern  Ry.  Co 

Oregon  Short  Line  R.  R 

m  R.  R.  &  Xav.  Co 

Northern  Pacific  Ry.  Co 

San  Pedro,  Los  Angeles  &  Salt  Lake  R.  R.  Co 

Southern  Pacific  Co 

Spokane,  Portland  &  Seattle  Ry.  Co 

Union  Pacific  R.  R.  Go 

Western  Pacific  Ry 


Cents. 
16. 52 
13.  58 
23.68 
24.46 
17.62 
20.31 
21.88 
16.52 
22.39 
20.08 
20.76 
15.37 
14.25 


Pounds. 
34, 280 
35, 880 
36,960 
44, 780 
45, 740 
48, 240 
43, 680 
41, 680 
37, 920 
39,640 
39, 840 
35, 760 
41,340 


Examining  the  average  carloads  on  the  Atchison,  Topeka  &  Santa 
Fe,  the  Chicago,  Milwaukee  &  St.  Paul,  Northern  Pacific,  Great 
Northern,  Union  Pacific,  and  Southern  Pacific,  it  will  be  seen  that 
their  average  load  is  approximately  39,000  pounds,  as  compared  with 
the  average  load  of  the  46  commodities  shown  of  47,283  pounds. 
These  carloads  shown  in  the  exhibit  are  evidently  about  20  per  cent 
heavier  than  the  average  carloads  on  these  great  systems.  The  aver- 
age car-mile  revenue  on  the  same  systems  is  very  nearly  16.6  cents  on 
all  traffic.  This  total  traffic  is  made  up  of  a  great  variety  of  articles, 
grouped  under  the  following  five  general  headings:  Products  of 
mines,  products  of  forests,  products  of  agriculture,  products  of  ani- 
mals, manufactures. 
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We  show  below  the  report  of  the  Northern  Pacific  Railway  Com- 
pany for  the  year  ending  June  30.  1916.  showing  the  respective  ton- 
nages hauled  that  year  and  the  articles  coming  under  these  various 
groups : 


Commodity. 


Products  of  agriculture: 

Grain 

Flour 

Other  mill  products 

Hay 

Tobacco 

Cotton 

Fruit  and  vegetables 

Other  products  of  agriculture. 


Tons  (2,000 
pounds 

each)  of 

IT  cllllr 

frciu'bt 
originating 

on  re- 
spondent's 
road. 


Number. 

2,981,287 
392,401 

is:.i;:is 

242, 129 

113 


544.571 
l.ri2,  771 


Total  products  of  agriculture. 

Products  of  animals: 

Live  stock 

Dressed  meats 

Other  packing-house  products-  - 

Poultrv,  game,  and  fish 

Wool..' 

Hides  and  leather 

Other  products  of  animals 


4,500,910 


Tons  (2,000 
pounds 
each)  of 
ri'\  enue 
freight 
received 
from  con- 
necting 
carriers. 


Xii  mli,  r. 
154,195 
12, 12.5 
31,821 
16,883 
667 
29, 371 
109,251 
49, 529 


703, 842 


Total  revenue 
freight  carried. 


Tons  (2,000 1    Per 

pounds       cent  of 
each).        whole. 


Number. 

A.  ::;:,.  182 
tu  I,. Vic 
219,459 
259,012 
780 
29, 371 
653,822 
202, 300 


16.36 
1.93 
1.05 
1.24 


.14 

3.11 

.96 


5.2DI,  752         24.79 


Total  products  of  animals. 


Products  of  mines: 

Anthracite  coal 

Bituminous  coal 

Coke 

Ores 

Stone,  sand,  and  other  like  articles. 

Other  products  of  mines 


Total  products  of  mines . 

Products  of  forests: 

Lumber 

Other  products  of  forests. . 


264,830 
17,262 
7,620 
18,580 

6,956 

5,  468 
24,026 


374,742 


38,545 

in,  168 

9,474 
4,378 
2,  692 
711 
7,450 


73,718 


303,375 

27,  730 
17,094 
52,958 
9,648 
11.179 
31,476 


448,460 


454,688 
2, 252, 220 

113,412 
1,012,720 

811,250 

381,036 


8,783 

906,865 
75.S11 
92,934 

IIS,  115 
77, 904 


163,471 
3,159,085 

189,223 
1,105,654 

929,365 


Total  products  of  forests. 


5,025,326 


5,054,485 
293, 107 


190,  ins 
176,189 


6,305,738 


5,544,673 

469, 296 


Manufactures: 

Petroleum  and  other  oils 

Sugar 

Xa\  al  stores — 

Iron,  pig  and  bloom 

Iron  and  steel  rails 

Other  castings  and  machinery.. 

Bar  and  sheet  metal 

Cement ,  brick,  and  li  me 

Agricultural  implements 

Wagons,  carriages,  tools,  etc 

Wines,  liquors,  and  beers 

Household  goods  and  furniture. 
Other  manufactures 


5,347.592 


112,852 

31,372 

9, 555 

43,554 

1,358 

61,130 

8,340 

338,265 

28, 649 

2,660 

33, 262 

18,129 

202, 709 


666,377  j    6,013,969 


Total  manufactures . 


Miscellaneous  commodities  not  specified  above  (carload 

rates) 

L.  c.  1.  goods  not  distributed  above 


Grand  total,  all  commodities. 


891,835 


263, 883 
746, 731 


17,151,019 


81 ,  547 
23, 814 
848 
20,583 
35,  isi 
121,278 

44.5NS 

150.856 

28, 351 

45, 327 
25,824 

is,  li;,;, 
25S,  16.S 


194,399 
55, 186 
10, 403 
64,137 
36,839 

182,408 
52,928 

489, 121 
57,000 
17,987 
59,086 
36,184 

460, 877 


854,720 


115,960 
1  19,645 


3. sit. ii7l 


1,746,555 


379, 843 
896,376 


20,995,693 


1.41 
.13 
.08 
.25 
.05 
.03 
.15 


2.13 


2.21 
15. 05 
.90 
5.27 
4.42 
2.18 


30.03 


26.41 
2.23 


28.64 


.93 

.26 

.31 
.18 
.87 

.25 
2.  33 
.27 
.23 
.28 
.17 
2.20 


8.33 


1.81 
4.27 


100.00 


It  will  be  noted  that  28.64  per  cent  of  the  tonnage  hauled  was  forest 
products,  consisting  mainly  of  lumber;  30.03  per  cent  consisted  of 
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coal,  coke,  stone,  sand,  and  other  like  articles;  24.79  per  cent  were 
products  of  agriculture,  mainly  grain;  and  8.33  per  cent  was  traffic 
in  manufactured  articles.  The  46  articles  shown  in  the  Nevada 
exhibit  are  the  following:  Bags  and  bagging;  calcium,  carbide  of; 
calcium,  chloride  of;  green  coffee;  cotton  factory  sweepings;  cotton 
piece  goods;  insulators,  terra  cotta,  etc.;  telegraph,  telephone,  and 
electric  pole  material;  lawn  mowers,  hand;  sledges,  wedges,  and 
mauls;  hemp,  sisal,  etc.;  structural  iron;  bar  iron;  shafting,  etc.; 
billets,  blooms,  etc.;  butts  and  hinges;  castings,  n.  o.  s. ;  cylinders, 
wrought ;  lathing ;  woven  wire,  etc. ;  nails,  horseshoe ;  pipe  fittings 
and  connections ;  pipe,  cast  iron ;  pipe,  wrought  iron ;  wine ;  oils, 
petroleum;  oil,  linseed;  oil  cloth,  linoleum,  etc.;  paper,  adding  ma- 
chine, etc.;  paper,  bags  and  barrel  lining;  paper,  wall;  paper,  wrap- 
ping, not  printed;  potassium  and  sodium,  cyanide  of;  roofing,  pre- 
pared; sadirons;  soda,  bicarbonate  of;  starch  and  dextrine;  radia- 
tors; stove  pipe,  iron;  tacks,  iron,  etc.;  tile,  marble,  or  slate;  tin  and 
terne  plate;  twine  and  cordage;  wire  fencing;  wire  rods;  wire  tele- 
phone or  electric  light  cables ;  and  zinc  spelter.  These  are  practically 
all  manufactured  articles,  higher  valued  and  almost  uniformly  the 
country  over  higher  rated  than  are  tlie  products  of  the  mines,  forest-. 
or  agriculture. 

We  are  placing  in  parallel  columns  the  average  loads,  average  car- 
mile  earnings,  average  hauls,  and  the  character  of  traffic  on  these 
systems  as  a  whole,  and  similar  quantities  respecting  these  46  com- 
modities when  hauled  to  San  Francisco  or  to  Reno.  From  these  com- 
parisons we  are  asked  to  conclude  that  the  rates  and  car-mile  earnings 
to  San  Francisco  on  these  commodities  are  not  unreasonably  low;  and 
to  conclude  also  that  the  rates  and  car-mile  earnings  to  Reno  are 
unreasonably  high : 


Average  for  systems  of  western 
roads.    Atchison,     Topeka    & 
Santa  Fe;  Chicago,  Milwaukee 
&   St.   Paul;    Great   Northern; 
Northern  Pacific;  Southern  Pa- 
cific; Union  Pacific. 

Average  to  San  Francisco,  Cal. 

Average  to  Reno,  Nev. 

Average  haul,  262  to  524  miles. 

Average  haul  from —           Miles. 
New  York 3,180 

Average  haul  from—             Miles. 
New  York 2,937 

Pittsburgh 2,739 

Cincinnati 2,570 

Chicago 2,270 

St.  Louis 2,195 

KansasCity 1,976 

Pittsburgh 2,496 

Chicago 2, 027 

St.  Louis .     1,953 

KansasCity 1,733 

Averare  carload,   approximately 

39,000  pounds. 
Average  freight  revenue  per  loaded 

car  per  mi.e,  approximately  16.6 

Average  carload. pounds.-  47,283 

Average      per      car-mile 
from—                              Cents. 
New  York . .               .13. 08 

Average  carload .  .pounds. .  47, 283 

Average      per      car-mile 
from—                               Cents. 
New  York 18.40 

Pittsburgh 15.01 

Cincinnati 16.00 

Chicago 17.43 

St.  Louis 18.02 

Kansas  City 20. 02 

Pittsburgh 19.75 

Cincinnati 21.19 

Chicago 22.09 

St.  Louis 22.93 

Kansas  C  it v 21.71 

Character  of  traffic:  All  carload 
freight  traffic. 

Character  of  traffic:  46  commodi- 
ties classed  as  manufactures. 

Character  of  traffic:  46  commodi- 
ties classed  as  manufactures. 
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The  evidence  also  shows  that  for  the  year  I'M  1  four  systems,  iln- 
Pennsylvania,  Chicago  &  North  Western,  Union  Pacific,  and  South 
ern  Pacific,  had  an  average  earning  per  freight-train  mile  of  $4.01 
and  an  average  load  per  train  of  542.35  tons.  If  an  average  train  load 
were  made  up  of  these  46  commodities  and  hauled  to  lien..  under 
present  rates  the  revenue  per  .train-mile  would  be  from  New  York. 
$4.26;  from  Pittsburgh,  $4.57;  from  Cincinnati.  $4.90;  from  Chicago, 
$5.08;  from  St.  Louis,  $5.28;  from  Kansas  City.  $5.01.  We  air  asked 
to  conclude  that  these  train-mile  earnings  are  unreasonably  high. 
If  hauled  to  San  Francisco  under  present  rates  the  train-mile  earn- 
ing would  be  as  follows:  From  New  York,  $3.04;  from  Pittsburgh, 
$3.50;  from  Cincinnati,  $3.74;  from  Chicago,  $4.10;  from  St.  Louis. 
$4.24;  and  from  Kansas  City,  $4.71.  We  are  asked  to  conclude  that 
these  train-mile  earnings  are  not  unreasonably  low.  If  present  ter- 
minal rates  were  applied  at  Eeno  the  train-mile  earnings  would  be 
on  a  train  of  average  size  of  these  46  commodities: 
From — 

New   York $3.  29 

Pittsburgh 3.85 

Cincinnati . 4.  12 

Chicago 4.  60 

St.  Louis . 4.77 

Kansas  City 5.  37 

We  are  asked  to  conclude  that  these  train-mile  earnings  arc  rea- 
sonable. 

The  brief  for  the  Railroad  Commission  of  Nevada  also  calls  at  ten 
tion  to  exhibits  filed  in  1908  in  Railroad  Com  mission  of  Nevada  v. 
S.  P.  Co.,  supra,  purporting  to  show  that  the  portion  of  the  haul  on 
transcontinental  traffic  from  Reno  to  San  Francisco,  being  in  part 
mountainous,  is  proportionately  more  expensive  than  other  portions 
of  the  haul  east  of  Reno,  and  that  the  earnings  on  transcontinental 
traffic  destined  to  Nevada  points  would,  if  terminal  rates  were  effec- 
tive at  such  points,  produce  reasonable  returns  to  the  carriers  on  the 
portion  of  their  property  assignable  to  that  traffic. 

SPOKANE  EVIDENCE. 

The  evidence  on  behalf  of  the  city  of  Spokane  included  a  list 
of  31  commodities  selected  from  schedule  C  showing  the  rates  to 
the  coast  and  Spokane  prior  and  subsequent  to  the  effective  date 
of  our  order  with  respect  to  these  commodities.  It  appears  that 
although  the  rates  on  these  commodities  to  the  coast  and  to  Spokane 
were  at  that  time  materially  reduced,  the  disparity  between  the 
rates  to  the  coast  and  to  Spokane  was  increased  in  the  instances 
shown.  One  exhibit  contains  an  analysis  of  the  schedule  C  rates, 
showing  the  rate  on  each  item  from  the  various  transcontinental 
groups  to   Spokane   and   to  the  coast,   the   carload   minimum   and 
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through  revenue  per  car  accruing  to  lines  east  of  Chicago,  to  the 
lines  between  Chicago  and  St.  Paul,  and  to  lines  west  of  St.  Paul, 
and  show  also  the  car-mile  and  ton-mile  revenues  received  by  the 
lines  west  of  St.  Paul  on  these  commodties  moving  to  the  coast  or 
to  Spokane.  Here,  as  in  the  exhibits  offered  by  the  Arizona  and 
Nevada  representatives  for  the  purpose  of  determining  the  average 
car-mile  and  ton-mile  earnings  on  this  traffic,  the  assumption  is  made 
that  the  same  number  of  carloads  move  of  each  item.  Upon  this  as- 
sumption the  average  car-mile  earning  received  by  the  lines  west  of 
St.  Paul  on  the  schedule  C  commodities  moving  to  Spokane  is  26.5 
cents  and  the  average  ton-mile  earnings  11.3  mills.  The  average 
car-mile  earnings  to  the  coast  are  computed  to  be  15.7  cents  and  the 
average  ton-mile  earnings  6.7  mills.  Another  exhibit  was  constructed 
to  show  the  same  quantities,  namely,  rates,  through  revenue  per 
car  to  lines  east  of  Chicago,  revenue  per  car  to  lines  between  Chi- 
cago and  St.  Paul  and  to  lines  west  of  St.  Poul.  and  the  ton-mile 
and  car-mile  earnings  on  lines  west  of  St.  Paul,  upon  the  assumption 
that  the  present  coast  rate  should  be  applied  at  Spokane.  The  ex- 
hibit purported  to  show  that  the  lines  west  of  St.  Paul  now  secure 
on  traffic  to  the  coast  a  revenue  of  17.4  cents  per  car-mile  and  7.6 
mills  per  ton-mile  and  would  secure  on  Spokane  traffic  an  average 
revenue  of  21.8  cents  per  car-mile  and  0.1  mills  per  ton-mile  on  these 
commodities,  if  the  coast  rates  were  applied  to  Spokane.  Another 
exhibit  presented  a  similar  analysis  of  the  schedule  B  carload  items 
purporting  to  show  that  the  present  average  car-mile  and  ton-mile 
earnings  accruing  to  lines  west  of  St.  Paul  on  this  traffic  to  Spokane 
average  23  cents  per  car-mile  and  15.1  mills  per  ton-mile;  average  to 
the  coast,  per  car-mile.  16  cents;  per  ton-mile,  10.4  mills.  Other  ex- 
hibits were  introduced  to  show  the  importance  of  Spokane  and  ad- 
jacent territory  as  a  distributing  and  consuming  center  and  the  dis- 
tance to  which  Spokane  is  now  distributing  certain  articles  in  com- 
petition with  the  coast. 

EVIDENCE  OF  THE  IDAHO  PUBLIC  UTILITIES  COMMISSION. 

The  evidence  on  behalf  of  the  Idaho  Public  Utilities  Commission 
shows  that  for  the  year  ending  June  30,  1915,  there  originated  on  the 
railroads  in  Idaho  6,080,076  tons  of  freight,  divided  as  follows: 

Products  of — 

Agriculture 1, 190, 199 

Animals 281.  565 

Mines 1 1,  661,  984 

Forests 2,  226,  320 

Manufactures 395.007 

Miscellaneous 103,300 

L.  c.  1 221,701 

Total 6,  680,  076 
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The  tonnage  hauled  by  the  railroads  in  Idaho  during  that  year 
was  12,880,350  tons,  of  which,  as  stated,  a  little  more  than  6,000,000 
tons  originated  in  the  State.  The  exhibits  filed  showed  the  basis 
for  the  construction  of  the  rates  to  points  in  Idaho,  on  direct  lines 
to  the  Pacific  coast  and  on  branch  lines.  It  appears  that  the  rates 
on  both  schedule  B  and  ('  commodities  to  points  in  Idaho  that 
are  intermediate  to  Pacific  coast  terminals  are  in  most  instances  the 
maximum  rates  authorized  by  us  in  our  Fourth  Section  Order 
No.  124,  while  the  rates  to  branch-line  points  or  to  points  not  inter- 
mediate to  coast  terminals  are  often  made  arbitraries  or  locals  higher 
than  the  rates  to  junctions.  It  is  shown  also  that  while  the  maximum 
rates  authorized  to  intermediate  points  have  in  some  instances  been 
reduced  at  Spokane  and  at  La  Grande,  Oreg.,  by  combinations  on  the 
Coast,  such  combinations  have  not  affected  the  rates  to   Idaho  points. 

carriers'  rebuttal. 

An  exhibit  introduced  by  the  carriers  in  rebuttal  show-  as  to  11 
representative  schedule  B  items  and  14  schedule  C  items,  that  if 
the  present  coast  rates  were  applied  to  intermediate  points  thereon  the 
rates  from  the  various  transcontinental  groups  would  he  reduced 
to  all  intermediate  points  west  of  certain  named  stations  on  the  arti- 
cles named.  We  give  below  the  rates  to  the  coast  in  effect  prior  to 
December  30.  1916,  from  eastern  defined  territories  on  L6  of  these, 
commodities  and  the  most  easterly  points  in  Minnesota.  North  Da- 
kota, or  Montana  at  which  the  coast  rate  from  Xew  York  and  Chicago 
was  exceeded. 

The  reduction  of  rates  to  intermediate  territory  to  the  level  of  the 
coast  rates  in  effect  prior  to  December  30,  1916.  show-: 


Kates  from  Xew  York  reduced  to 
all  stations  west  of— 


Kates  from  Chicago  reduced  to 
all  stations  west  of — 


Commodity. 


Fridley.  Minn  . . ..  Mapleton,  X.  Dak. ..  Carpeting 

Randall,  Minn Crystal  Springs,  N.  Dak Clothing 

Curlew,  X.  Dak Billing,  Mont Furniture 

Rovalton.  Mont Sims,  X.  Dak Liquors 

Wibaux,  Mont Billings,  Mont Hand  pumps 

Custer,  Mont Lothrop,  Mont Stoves 

Magnolia,  N'.  Dak Sully  Springs,  X.  Dak Canned  goods . . 

Kast  of  St.  Paul Darling,  Mont Dry  goods 

Oriska,  X.  Dak Mandan,  X.  Dak Structural  iron. 

Do do Bar  iron 

Do do Nails  and  wire. 

Sunny.  X.  Dak Terry.  Mont Petroleum  oils. 

Bertram,  Minn Bismarck,  X.  Dak Oilcloth 

Sweet  Brier,  X.  Dak Butte,  Mont. Building  paper. 

Magnolia,  X.  Dak Sully  Springs,  \.  Dak Paint 

Kldredge.  X.  Dak Soap 


Carload 
rate  to 
coast. 


SI.  25 
1.50 
1.10 
1.25 

1.10 
i.:i0 
.75 
.90 
.7.', 
.75 
.75 
.9C 
.75 
.11 
.76 
-8C 


For  the  months  of  January,  April,  July,  and  October,  L916,  the 
tonnage  originating  on  and  east  of  the  west  boundary  of  transcon- 
tinental group  F,  as  described  for  traffic  to  California  terminals,  in 
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Commodity  Rates  to  Pacific  Coast  Terminals,  supra,  and  moving  to 
Pacific  coast  ports  and  intermediate  territory  was  as  follows:  To 
Pacific  ports,  domestic  506,730  tons,  export  240,191  tons.  To  points 
in  the  States  of  New  Mexico,  Colorado,  Utah,  Arizona,  Nevada,  Mon- 
tana. Idaho,  Wyoming,  and  to  nonterminal  points  in  California, 
Oregon,  and  Washington,  998,104  tons.  This  shows  that  the  ton- 
nage originating  in  transcontinental  groups  A  to  F  and  moving  to 
the  higher  rated  intermediate  territory  of  these  Western  States  is 
approximately  double  the  domestic  tonnage  moving  to  the  Pacific 
coast  ports. 

It  is  evident  that  if  it  should  be  concluded  that  the  present  rates 
to  the  Pacific  coast  terminals  on  all  these  commodities  are  suffi- 
ciently remunerative  and  should  be  applied  as  maxima  at  interme- 
diate points,  the  result  would  be  far-reaching.  The  rates  from  the 
Missouri  River  on  18  items  covering  many  iron  articles  would  be 
reduced  from  75  to  65  cents  to  a  large  part  of  the  intermediate 
territory.  The  rates  from  Chicago  and  points  east  thereof  on  all 
the  articles  in  both  schedules  B  and  C  would  be  reduced  to  a  large 
part  of  the  territory  in  the  States  of  Washington,  Oregon.  Idaho, 
Montana,  Utah.  Nevada.  Colorado,  New  Mexico,  Arizona,  and  Cali- 
fornia by  amounts  which  on  the  schedule  C  list  vary  from  15  to 
45  cents  and  on  the  schedule  B  items  from  5  to  74  cents.  The 
proof  submitted  by  the  carriers  of  rates  on  these  commodities  to 
Spokane,  Reno,  and  Phoenix,  constructed  in  proportion  to  the  rates 
found  reasonable  by  us  at  Salt  Lake  City  and  Denver,  shows  that 
the  present  level  of  rates  on  many  commodities  to  the  coast  is 
materially  lower,  distance  considered,  than  the  rates  established 
by  us  to  the  points  above  named.  The  proof  submitted  by  the 
Arizona  commission  as  to  the  165  selected  commodities  purport- 
ing to  show  that  the  average  car-mile  earnings  on  these  commodities 
when  moving  to  the  coast  under  the  rates  in  effect  prior  to  De- 
cember 30,  1916,  were  11.6  cents  if  the  freight  originated  at  New 
York,  13.4  cents  if  originating  at  Pittsburgh,  15.4  cents  if  origi- 
nating at  Chicago,  and  20  cents  if  originating  at  Kansas  City,  tends 
to  prove  that  the  rates  then  existing  from  the  territory  east  of  Kansas 
City  were  in  fact  unreasonably  low  because  they  yielded  a  lower 
car-mile  revenue  on  these  manufactured  articles  than  the  average 
carload  earnings  of  these  railroads  from  all  freight.  It  should  be 
remembered,  however,  that  the  increases  in  the  schedule  C  carload 
rates,  effective  December  30,  1916,  would,  if  carried  into  the  com- 
putations, have  materially  increased  all  of  the  average  car-mile 
earnings  shown. 

The  proof  offered  by  the  Nevada  commission  with  respect  to  the 
average  car-mile  earnings  on  46  selected  commodities  taken  from  the 
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schedule  C  list  purporting  to  show  that  these  average  car-mile  earn- 
ings under  the  present  rates  on  business  destined  to  the  coasl  are 
from  New  York,  13.08  cents;  from  Pittsburgh,  15.01  cents:  IV,,,,, 
Cincinnati,  16  cents;  from  Chicago,  17.43  cents:  from  St.  Louis. 
18.02  cents;  from  Kansas  City,  20.02  cents:  also  supports  the  con- 
tention of  the  carriers  that  these  schedule  C  rates  from  territories  at 
least  as  far  west  as  Chicago  are  unreasonably  low.  In  the  proof 
offered  by  the  intermediate  territory,  represented  by  Salt  Lake  City, 
the  city  of  Spokane,  and  the  railroad  commissions  of  the  States  of 
Arizona,  Idaho,  and  Nevada,  to  the  end  of  showing  that  the  rates  to 
the  coast  cities  were  not  unreasonably  low,  no  set  of  rates  taken  from 
any  other  great  system  of  rates  was  offered  for  comparison.  Ex- 
amples  of  rates  to  Fort  Worth,  Tex.,  Denver,  and  Salt  Lake  City, 
from  all  defined  territories  were  offered  by  the  carriers  for  the  pur- 
pose of  showing  that,  distance  considered,  the  rates  to  the  Pacific 
coast  cities  are  less  than  normal  and  that  the  rates  to  intermediate 
points  are  in  many  instances  less  than  they  reasonably  might  be. 
While  we  are  convinced  that  considering  all  of  these  rates  together 
from  the  defined  territories  east  of  the  Missouri  River  to  the  Pacific 
coast,  they  may  be  fairly  considered  as  subnormal,  we  are  impressed 
with  the  fact  that  some  of  them  are  not  so  low  as  to  necessitate  any 
fourth  section  relief  and  that  other  articles  do  not  originate  in  large 
volume  at  points  on  or  near  the  Atlantic  seaboard  and  have  not  been 
seriously  affected  by  water  competition. 

In  our  former  reports  respecting  these  transcontinental  rates  we 
proceeded  upon  the  information  then  of  record  to  make  such  disposal 
of  the  issues  involved  as  the  existing  circumstances  appeared  to  war- 
rant. The  applications  sought  relief  as  to  all  commodities,  and  the 
evidence  offered  in  1911  in  support  thereof  made  no  attempt  to  segre- 
gate the  commodities  moving  from  eastern  territory  to  the  Pacific 
coast  into  two  classes.  The  evidence  was  very  general,  and  we 
dealt  with  the  rates  involved  as  a  whole.  The  order  issued  re- 
specting the  schedule  B  commodities  therefore  permitted  the  car- 
riers to  maintain  higher  rates  to  the  interior  than  to  the  Pacific  coast 
on  all  commodities  originating  east  of  the  Missouri  River,  irrespective 
of  their  character,  adaptability  to  conveyance  by  water,  particular 
points  of  origin,  or  the  rates  applied.  It  followed  as  a  natural  conse- 
quence that  on  some  of  these  commodities  relief  from  the  fourth  sec- 
tion was  authorized  where  none  was  necessary.  It  also  probably 
followed  that  a  less  degree  of  relief  was  afforded  on  some  commodi- 
ties than  the  actual  circumstances  surrounding  that  particular  traffic 
justified. 

In  the  evidence  offered  in  1914,  after  the  opening  of  the  Panama 
Canal,  the  carriers  undertook  to  show  as  to  each  article  concerning 
which  relief  was  sought  that  it  was  adapted  to  water  transportation ; 
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that  it  originated  in  large  volume  on  the  Atlantic  seaboard;  that 
the  rate  sought  to  be  established  was  necessary  to  meet  the  actual 
competition  existing ;  and  that  the  rate  so  necessitated  was  relatively 
low  considering  the  character  of  the  traffic  and  the  length  of  haul 
involved.  Subsequently  applications  were  made  for  special  relief 
as  to  the  rates  on  a  large  number  of  other  commodities.  The  relief 
sought  by  these  applications  was  opposed  by  the  representatives  of 
the  American-Hawaiian  and  Luckenbach  steamship  companies.  At 
hearings  concerning  these  applications  in  which  representatives  of 
the  steamship  lines  participated,  evidence  was  taken  concerning  the 
commodities  involved,  their  points  of  origin,  adaptability  to  con- 
veyance by  water,  and  the  rates  applied  by  the  water  lines.  The  evi- 
dence taken  at  all  these  hearings,  b}^  stipulation  of  counsel,  has  been 
made  available  for  use  in  the  disposal  of  the  issues  here.  It  seems 
clear  that  we  should  now  seek  to  outline  the  main  features  of  an 
adjustment  of  rates  on  these  commodities  from  eastern  defined  ter- 
ritories to  this  western  section  of  the  United  States  that  will  in  our 
view  be  justified  under  present  conditions  and  that  may  in  large  part 
be  undisturbed  by  any  conditions  that  may  again  exist  when  the  ships 
return  to  the  coast  to  coast  traffic. 

The  carriers  call  attention  to  our  conclusions  in  Fourth  Section 
Violation*  in  the  Southeast,  supra,  with  respect  to  the  applications 
of  the  Illinois  Central  Railroad  and  other  carriers  for  authority 
to  continue  lower  rates  from  the  Ohio  River  crossings  to  New 
Orleans  and  other  Mississippi  River  cities  than  to  intermediate 
points.  Although,  as  stated  in  the  report,  there  were  no  regular 
lines  of  steamboats  plying  between  New  Orleans  and  the  Ohio 
River  crossings,  we  authorized  the  carriers  to  continue  the  rates 
then  current  to  Xew  Orleans  and  higher  rates  to  intermediate 
points.  The  situation  then  and  there  existing  was  unlike  the  one 
with  which  we  arc  here  and  now  confronted.  The  rates  from 
the  Ohio  River  cities  and  from  St.  Louis  to  New  Orleans  had  been 
in  effect  for  many  years,  and  as  against  these  rates  the  water  lines 
had  continued  to  compete  for  business  with  the  rail  lines  for  more 
than  10  years,  and  only  ceased  to  operate  regular  service  when  a 
large  portion  of  the  fleet  engaged  in  the  business  was  destroyed 
by  storm.  Boats  were  in  operation  at  the  time  of  making  the  order 
in  that  case,  and,  so  far  as  we  are  advised,  are  in  operation  still,  be- 
tween New  Orleans  and  Vicksburg,  between  Vicksburg  and  Memphis, 
between  Memphis  and  St.  Louis,  and  between  the  Ohio  River  cities 
and  St.  Louis.  A  barge  line  had  just  been  organized  to  carry  cement 
from  Missouri  River  points  to  New  Orleans.  Each  year  at  high 
water  in  the  Ohio  River  a  great  fleet  of  barges  is  sent  down  the 
river  from  the  vicinity  of  Pittsburgh  to  New  Orleans  loaded  with 


INTERSTATE    AND   FOREIGN   TRANSPORTATION.  1543 

coal,  iron  articles,  and  other  commodities  which  are  warehoused  in 
cities  along  the  river  and  distributed  as  demand  arises.  The  amount 
of  tonnage  so  moved  yearly  was  estimated  to  be  in  the  neighborhood 
of  a  million  tons.  There  was  then  no  great  outside  demand  for  boats 
and  no  reason  was  shown  for  believing  that  the  regular  service  on 
the  Mississippi  River  might  not  he  resumed  at  almost  any  time. 
Furthermore,  no  intermediate  interest  intervened  and  showed  or 
sought  to  show  that  it  had  been  or  would  he  adversely  affected  by  the 
ulation  of  rates  then  existing.  Purchasing  boats  for  river  use  and 
organizing  the  service  on  the  Mississippi  River  is  a  matter  far  more 
simple  and  inexpensive  than  organizing  a  regular  service  between  the 
coasts  of  the  United  States  capable  of  exercising  a  material  influence 
upon  the  rail  rates.  The  evidence  given  with  respect  to  the  fourth 
section  applications  of  the  Southern  Pacific  Company  seeking  au- 
thority to  establish  low  rates  on  iron  articles  from  Atlantic  seaboard 
points  via  Galveston  to  the  Pacific  coast  showed  clearly  that  during 
the  first  year  of  operation  of  the  Panama  Canal  an  increasingly  large 
proportion  of  the  business  of  the  water  lines  was  done  by  the  strongly 
organized  steamship  companies,  the  American-Hawaiian  Steamship 
Company,  Luckenbach  Steamship  Company,  and  Grace  &  Company. 
It  was  to  meet  this  highly  organized,  financed,  and  well-equipped 
steamship  service  that  the  applications  were  made.  What  is  the 
present  situation?  While  these  steamship  companies  are  in  existence 
their  fleets  are  in  large  part  occupied  with  carrying  freight  between 
the  east  coast  of  the  United  States  and  foreign  countries,  and  at  rates 
which  are  so  much  higher  than  can  be  secured  between  the  two  coasts 
(;i  the  United  States  as  to  make  that  service  unattractive.  The  enor- 
mous amount  of  shipping  that  has  been  destroyed  and  the  great 
demand  for  ships  on  account  of  the  internment  of  some  and  the  use  of 
many  others  for  purposes  connected  with  the  prosecution  of  the  war 
have  created  an  actual  present  world  shortage  of  ocean-going  -team- 
ships.  The  situation  therefore  now  existing  with  respect  to  this  coast 
to  coast  business  is  utterly  unlike  that  which  existed  on  the  Mississippi 
Eiver  in  the  years  1913  and  1914.  when  the  report  in  Fourth  Section 
Violations  hi  the  Southeast  was  under  consideration. 

The  arguments  advanced  by  the  representative  of  the  steamship 
lines  and  by  some,  but  by  no  means  all,  of  the  representatives  of  the 
intermediate  territory,  urge  that  the  policy  of  the  Commission 
hitherto  consistently  followed  of  allowing  the  rail  carriers  to  reduce 
their  rates  to  water  competitive  points  to  a  level  loAver  than  to  inter- 
mediate points  in  order  to  permit  the  rail  carriers  to  compete  for  the 
traffic  with  water  carriers  is  against  the  public  interest,  because  it 
tends  to  reduce  the  profits  of  the  water  carriers  and  the  number  of 
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ships  which  would  otherwise  engage  in  the  traffic.  This  argument 
is  not  new.  In  Commodity  Rates  to  Pacific  Coast  Terminals,  32 
I.  C.  C,  611,  we  stated : 

It  has  been  suggested  that  the  construction  of  the  Panama  Canal  by  the 
Government  of  the  United  States  is  indicative  of  a  governmental  policy  to 
secure  all  of  this  coast  to  coast  business  for  the  water  lines,  and  that  no  adjust- 
ment of  rates  by  the  rail  lines  should  be  permitted  which  will  take  away  traffic 
from  the  ocean  carriers  which  normally  might  be  carried  by  them.  This  sug- 
gestion, however,  loses  force  under  the  consideration  that  the  Panama  Canal 
is  but  one  of  the  agencies  of  transportation  that  the  Government  of  the  United 
States  has  fostered  between  the  Atlantic  coast  and  the  Pacific.  The  Govern- 
ment has  from  the  beginning  of  railroad  construction  in  the  United  States 
encouraged  their  construction  and  operation  by  private  capital  and  enterprise. 
Some  of  these  transcontinental  lines  would  not  have  been  built  had  it  not  been 
for  the  liberality  the  Government  extended  to  them  at  the  time  of  their  con- 
struction. As  we  view  it,  the  Panama  Canal  is  to  be  one  of  the  agencies  of 
transportation  between  the  East  and  the  West,  but  not  necessarily  the  sole 
carrier  of  the  coast  to  coast  business.  If  the  railroads  are  able  to  make  such 
rates  from  the  Atlantic  seaboard  to  the  Pacific  coast  as  will  hold  to  their  lines 
some  portion  of  this  traffic  with  profit  to  themselves,  they  should  be  permitted 
so  to  do.  The  acceptance  of  this  traffic  will  add  something  to  their  net  reve- 
nues, and  to  that  extent  decrease,  and  not  increase,  the  burden  that  must  be 
borne  by  other  traffic.  It  will  also  give  the  shippers  at  the  coast  points  the 
benefits  of  an  additional  and  a  competitive  service. 

The  argument  advanced  by  the  water  lines,  if  carried  to  its  logical 
conclusion,  means  in  effect  that  all  traffic  which  may  be  hauled  by 
water  carriers  should  be  reserved  for  their  exclusive  handling. 
The  rail  carriers  can  not  maintain,  under  ordinary  circumstances, 
a  level  of  rates  between  the  Atlantic  and  Pacific  coasts,  between  the 
north  Atlantic  ports  and  ports  on  the  south  Atlantic  or  Gulf  coast 
or  between  points  on  the  Pacific  coast  that  will  be  successful  in  secur- 
ing any  considerable  amount  of  traffic  in  competition  with  water 
carriers  without  fourth  section  relief.  We  are  of  the  opinion  that 
the  best  interests  of  the  public,  of  the  transcontinental  carriers,  and 
of  these  intermountain  cities  in  particular,  will  be  served  by  a  policy 
that  permits  the  transcontinental  carriers  to  share  with  the  water 
lines  in  the  traffic  to  and  from  the  Pacific  coast  ports.  The  lower 
rates  to  the  ports,  however,  when  necessary,  must  not  be  lower  than 
the  competition  of  the  boats  makes  necessary,  and  must  be  high 
enough  to  cover,  and  that  by  a  safe  margin,  actual  out  of  pocket 
costs  of  securing  and  handling  the  traffic.  The  shippers  at  the  coast 
are  thereby  given  the  benefit  of  competing  routes  and  competing 
markets  of  supply.  The  railroads  are  enabled  to  fill  up  their  trains 
with  traffic  which,  although  not  highly  profitable,  yields  a  revenue 
materially  greater  than  the  out  of  pocket  costs  of  securing  and  han- 
dling the  traffic,  thereby  adding  to  the  net  revenues  of  the  carriers 
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and  to  that  extent  lightening  the  transportation  burden  borne  by 

other  localities. 

These  transcontinental  railroads  can  fairly  expect  such  considera- 
tion as  will  permit  them  to  continue  to  earn  a  reasonable  return  upon 
their  property  devoted  to  public  use.  If  governmental  control  is  so 
exercised  as  to  prevent  them  from  securing  any  considerable  share 
of  the  business  to  and  from  the  terminals  and  the  largest  possible 
return  therefrom,  such  return  must  be  derived  from  the  other  com 
munities  along  their  lines.  It  is  perfectly  clear  that  the  Pacific  coasl 
cines  have  always  paid  lower  transportation  rates  than  they  would 
have  paid  were  it  not  for  the  facilities  they  have  enjoyed  for  bring- 
ing manufactured  articles  from  the  eastern  manufacturing  districts 
and  for  sending  east  the  products  of  the  coast  states  by  water.  It  is 
also  clear  that  the  intermountain  section  of  the  country  has  paid  and 
now  pays  rates  for  the  transportation  of  these  manufactured  articles 
which  are  higher  proportionately  than  is  paid  by  the  coast  cities 
and  probably  higher  than  it  would  be  necessary  to  maintain  if  the 
rates  to  the  coast  cities  could  be  maintained  at  a  level  more  nearly 
proportionate  to  the  service  given. 

The  situation,  however,  is  one  which  these  carriers  can  not  con- 
trol. The  advantage  enjoyed  by  these  Pacific  coast  cities  is  in  the 
long  run  a  permanent  advantage.  A  war  of  unparalleled  extent, 
drawing  into  its  service  a  great  part  of  the  shipping  of  the  world, 
has  for  the  time  being  deprived  these  cities  of  the  advantage  of  any 
substantial  degree  of  water  service.  The  present  conditions  admit- 
tedly are  not  normal.  It  is  very  earnestly  urged  that  these  abnormal 
conditions,  however,  are  temporary  and  that  the  long  standing  com- 
mercial conditions  should  not  now  be  disturbed  by  any  material  in- 
crease in  the  coast  rates.  The  present  conditions  may  be  temporary 
as  measured  by  the  period  of  years  during  which  these  transconti- 
nental railways  have  been  built,  but  it  is  not  apparent  that  the  condi- 
tions are  temporary  in  that  within  any  known  period  of  time  they 
will  have  passed  away.  Under  the  present  circumstances  the  mainte- 
nance of  these  lower  rates  to  coast  points  and  higher  rates  to  inter- 
mediate points  is  unduly  preferential  to  the  coast  points  and  unduly 
prejudicial  to  intermediate  points. 

We  are  of  opinion  that  all  these  rates  in  schedules  B  and  C  to  the 
Pacific  coast  should  be  now  realigned  to  accord  with  the  long-and- 
short-haul  rule  of  the  fourth  section.  In  this  realignment  reganl 
should  be  had  for  the  conditions  now  existing,  but  the  conditions  that 
have  existed  and  may  again  exist  should  not  be  forgotten.  The  rates 
to  all  the  interior  States  of  Arizona,  New  Mexico,  Nevada,  Utah. 
Wyoming,  Idaho,  Colorado,  and  Montana,  as  well  as  to  the  Pacific 
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coast  States  of  California,  Oregon,  and  Weshington,  should  be  ad- 
justed at  this  time  as  fully  as  now  can  be  determined,  with  especial 
reference  to  meeting  all  the  requirements  of  sections  1,  Z,  and  1  of  the 
act.    The  facts  before  us  do  not  admit  of  such  a  finding  as  is  sought 
by  the  carriers,  the  coast  cities,  and  the  eastern  shippers,  namely,  that 
present  conditions  justify  lower  rates  to  the  coast  cities  than  to  inter- 
mediate points.     Neither  do  the   facts  alogether  admit  of  such  a 
finding  as  is  sought  by  the  representatives  of  the  intermountain 
States,  namely,  that  all  of  these  rates  to  the  Pacific  coast  cities  are 
in  and  of  themselves  reasonable  and  fully  remunerative.     Some  of 
these  rates  from  eastern  territories  to  Pacific  coast  terminals  are  un- 
reasonably  low,  judged  by   the   standards  of  car-mile   or  ton-mile 
earnings  that  have  been  offered  for  comparison  or  the  rates  which  we 
have  established  on  like  commodities  on  these  and  other  lines  in 
many  cases.     Some  of  the  rates  are  not  unreasonable  low,  and  no 
relief  should  be  granted  as  to  the  rates  on  such  commodities  even 
under  conditions  similar  to  those  which  existed  the  year  follow- 
ing the  opening  of  the  canal.      There  are,  as  stated,  other  com- 
modities upon  which   the  rates  as  a   whole  are  unreasonably  low 
from  some  of  the  eastern  territory,  particularly  from  transconti- 
nental groups  A,  B,  C,  and  D,  as  evidenced  by  the  car-mile  and 
ton-mile    earnings   and   other   comparisons   offered.     The   rates   on 
many  of  these   commodities  to  the  coast   cities   in  the   past  have 
been  influenced   by   the   rates   afforded  by   the  water  lines.     These 
water  rates  have  been  variable.     Under  these  circumstances  some 
of  the  rail  rates  to  the  coast  points  are  in  the  nature  of  things  sub- 
ject to  variation.    The  essential  justification  for  lower  rates  to  a 
more  distant  point  than  to  an  intermediate  point  is  the  existence 
at  the  more   distant   point   of  depressed   rates,   which  the   carrier 
is  powerless  to  affect,  and  failure  to  meet  which  would  prevent  the 
carrier  from  participating  in  the  traffic  to  the  more  distant  point. 
That  necessity  as  to  some  of  these  rates  has  existed  in  the  past 
and   may   again  exist.     While  there  is  good  reason   for  a  certain 
variation  in  the  rates  to  the  coast  points  there  is  no  necessity  or 
justification  for  such  variation  in  rates  to  the  points  so  far  inland 
that  they  are  not  affected  by  combination  on  the  coast.     The  rates 
to  the  greater  part  of  this  intermediate  territory  should  not  now  be 
made  to  depend  upon  or  vary  with  the  coast  rates.     In  Railroad 
Commission  of  Nevada  v.  >S'.  P.  Co.,  and  City  of  /Spokane  v.  N.  P.  Co., 
supra,  we  proceeded  in  the  light  of  the  evidence  then  before  us 
relating  to  the  water  competition  to  authorize  the  carriers  to  estab- 
lish rates  from  Chicago,  Pittsburgh,  and  New  York  to  intermediate 
territory  7,  15,  and  25  per  cent,  respectively,  higher  than  the  rates 
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contemporaneously  applied  to  the  coast.  The  evidence  then  offered 
afforded  no  basis  for  concluding  that  it  would  ever  be  necessary  for 
the  rail  carriers  to  establish  such  a  low  level  of  rales  between  the  two 
coasts  as  they  have  sought  authority  to  establish  on  many  articles 
since  the  opening  of  the  Panama  Canal.  The  total  tonnage  of  the 
schedule  C  articles  that  originated  in  transcontinental  groups  A  and 
B  and  moved  thence  via  rail  or  water  to  Pacific  coast  terminals  in  the 
calendar  year  1913  was  961,768  tons.  During  the  year  following 
the  opening  of  the  Panama  Canal  the  westbound  tonnage  secured  by 
the  water  lines  was  951,011  tons.  The  range  of  rates  applied  by 
the  water  lines  shown  in  the  preceding  pages  of  this  report,  the  ap- 
plications and  proof  offered  in  their  support  by  the  rail  lines  during 
1915  for  authority  to  meet  these  rates,  and  the  volume  of  tonnage 
secured  by  the  water  lines  evidence  the  compelling  nature  of  the 
competition  with  which  the  railroads  have  been  and  may  be  again 
confronted  as  to  many  of  the  articles  that  originate  in  territory 
contiguous  to  the  Atlantic  seaboard.  It  is  apparent  from  the  farts 
at  hand  that  this  entire  list  of  commodities,  particularly  those  em- 
braced within  schedule  B,  should  be  scrutinized  with  care,  and  that 
all  articles  upon  which  the  rates  that  can  be  secured  from  the  eastern 
defined  territories  to  the  Pacific  coast  are  not  unreasonably  low  should 
be  eliminated  from  schedule  B  and  conform  hereafter  to  the  fourth 
section.  All  articles  which  do  not  originate  on  or  near  the  Atlantic 
seaboard  and  upon  which  rates  have  not  been  particularly  affected 
by  water  competition  should  also  be  eliminated  from  schedule  B. 
All  of  the  products  of  the  soil,  as  well  as  canned  goods  from  Califor- 
nia. Washington,  and  Oregon,  move  to  eastern  territory  via  all-rail 
routes  on  rates  that  accord  with  the  fourth  section.  The  products 
of  the  soil  of  the  central  and  eastern  states,  grain,  vegetables,  seeds, 
roots,  and  fruits,  and  canned  goods,  should  also  be  transported  to 
markets  on  the  Pacific  coast  under  rates  that  are  in  accord  with  the 
fourth  section. 

As  heretofore  stated,  there  are  now  in  the  transcontinental  tariffs 
a  considerable  number  of  items  on  which  the  rates  from  groups  A 
to  F,  inclusive,  to  Pacific  coast  ports  and  intermediate  points  are  in 
accord  with  the  long-and-short-haul  rule.  These  items  we  have 
referred  to  as  schedule  A  items.  The  following  items,  shown  in 
the  tariff  of  R.  H.  Countiss,  agent,  I.  C.  C.  Xo.  1019,  cover  articles 
that  either  do  not  originate  in  large  volume  on  the  Atlantic  sea- 
board, or  if  so,  the  rates  on  such  articles  do  not  appear  to  have 
beeri  materially  affected  by  water  competition,  and  these  rates  should 
be  realigned  to  conform  for  the  future  to  the  long-and-short-haul 
rule. 
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Item 
No. 


300 

320 

354-B 

364-B 

372 

398-A 

400-B 

420-B 

422 

426-A 

434 

440 

456-A 

466-A 

467-A 

472-A 

502 

529 

552 

564 

572-A 

576 

578 

588 

592 

596-B 

604 

606 

620 

626 

642 

690 

702 

706-B 

708 

710 

754 

763-A 

818 

828 

836 

838 

840 

858 

864 

866-A 

868-A 

874 

875-B 

878 
880 
882 
884 
894 
898 
902 
910 
914 
916 
926 
940 
948-  A 
952 
976 
980 
994 
996 
1006 
1008 
1012-A 
1016 
1018 
1020 
1034 
1038 
1044 
1064 
1080 

1082 


Carload 
mini- 
mum. 


Rate  to 
coast 


36,000 
24,000 
60,000 
10,000 
24,000 
36,000 
30,000 
40,000 
24,000 
24,000 
30,000 
40,000 
50,000 

60,000 

40,000 
24,000 
40,000 
24,000 
30, 000 
30,000 
16,000 
30,000 
12,000 
16,000 
40,000 
24,000 
30,000 
24,000 
:;o,n:ii) 
24,000 
30,000 
30,000 
Rule  11. 
20,000 
12,000 
20,000 
30,000 
30,000 
30,000 
24,000 
30,000 
30,000 
40,000 
30,000 
30, 000 
30,000 

40,000 

60,000 
30,000 
30,000 
30,000 
30,000 
30,000 
40,000 
36,000 
24,000 
30,000 
30,000 
12,000 
30,000 

Rule  11. 
30,000 
30,000 
24,000 

Rule  11. 
60,000 
30, 000 
40,000 
30,000 
40,000 
40,000 
40,000 
36,000 
30,000 
24,000 
40.000 
40,000 

40,000 


$1.00 

1.50 

.50 

2.50 

1.50 

1.00 

1.50 

1.10 

1.50 

2.20 

2.50 

.60 

.80 

.58 

.67 

2.00 

1.60 

.85 

1.50 

1.60 

1.50 

2.00 

1.50 

2.95 

2.00 

.60 

1.50 

1.50 

1.50 

1.50 

1.70 

1.50 

.85 

.75 

1.7.") 

2.20 

2.25 

.85 

1.75 

1.50 

1.50 

1.85 

1.7.-) 

1.10 

1.50 

1.10 

1.25 

.70 

.80 

.65 

1.50 

1.40 

1.50 

1.50 

1.50 

1.25 

1.00 

1.60 

1.50 

1.40 

2.00 

1.50 


1.50 

1.40 

1.65 

.60 

.55 

2.00 

1.30 

1.60 

1.25 

1.25 

1.25 

.75 

1.35 

1.50 

1.50 

.55 

.60 

.65 


Rate  applies  from  eastern 
defined  territories  west  of 
the  points  named  below. 


Chicago 

All' 

Chicago 

A1U 

do.i 

Chicago , 

AlU 

do 

do 

do 

do 

Chicago 

All  cast  of  Chicago . 

^Chicago 

All  east  of  Chicago. 

All' 

Chicago 

All' 

do 

do 

do 

do 

do 

do 

Chicago 

All' 

do.' 

do 


do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

Chicago. 

All' 

do... 

do... 

do... 

do... 

do... 

do... 

do... 

do... 


^....do... 

Chicago . 

All' 

do... 

do... 

do... 

do... 

do... 

do... 


do 

do 

do 

do 

do 

do 

do 

do 

do 

Chicago . . . 
do 

All' 

do 

do 

do 

do 

do 

do 

do 

do 

do 

Chi  ago... 

}....do 


Commodity. 


Acetone. 

Feed  and  ensilage  cutters. 

Barytes. 

Bicycles. 

Blower  drills,  forges. 

Boxes  or  crates. 

Brass,  bronze,  or  copper  goods. 

Canned  goods. 

Carbon,  black. 

Cards,  sample. 

Cash  registers. 

Cement. 

Buckwheat  and  buckwheat  flour. 

Wheat. 

Cheese. 

Oilskin  clothing. 
Depilatory. 
Dry  goods. 
Electrical  goods. 

Do. 

Do. 

Do. 
Feathers  and  feather  pillows. 
Files  or  boxes,  letter. 
Food,  poultry,  or  stock. 
Ice-cream  freezers. 
Fruits,  dried  or  evaporated. 
Furnaces  or  flues. 
Brass  bedsteads. 
Iron  theater  chairs. 
Olass,  plate,  etc. 
Glue. 

Glycerine  in  tank  cat  s. 
Gocarts,  sulkies,  etc. 
Gocarts,  baby  carriages,  etc. 
Harness  and  horse  collars. 
Hoops,  wooden. 
Safes,  vault  fronts,  and  facings. 
Stable  fittings. 
Tanks,  etc. 
Vault  boxes. 
Vault  and  prison  work. 
Lime  phosphate. 
Liquors,  viz,  champagne. 
Grape  juice. 
Liquors,  n.  o.  s. 

Lumber,  n.  o.  s. 

Lumber,  ash,  basswood. 

Creamery  and  cheese  factory  machinery. 

Engines,  internal  combustion. 

Lawn  mowers,  power. 

Machinery  and  machines. 

Paw,  etc. 

Malted  milk. 

Marble,  granite,  etc. 

Meters  and  regulators. 

Mills,  back,  bone,  etc. 

Mining  and  dump  cars. 

Musical  instruments. 

Nuts,  edible,  except  peanuts. 

Oil,  creosote,  in  tank  eras. 

Oil-well  outfits. 

Books,  periodicals,  etc. 

Boxes,  paper  or  fiber  board. 

Pine  tar,  in  tank  cars. 

Pitch  and  tar. 

Photographic  dry  plates. 

Cement  and  concrete  bathtubs. 

Iron  or  steel  bathtubs. 

Iron  or  steel  fountains. 

Iron  or  steel  sinks. 

Laundry  tubs,  ranges,  etc. 

Pulp  wood. 

Pumps,  etc. 

Pumps,  spraying. 

Railway  supplies. 

Resin. 

Rice. 


1  Eastern  defined  territories,  groups  A  to  F,  inclusiv 
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Item 
No. 


1084 

in«a 

1098 

1102-R 
uns 

1114-A 
1115 
1132 

1146-A 
1168 
1170 
1174 
1176 
1188 

1191-A 
11 '.is 

1204 -A 
1206 
1208 
1210 
1217 
1225 
1228 
1244 
1254 
1250 
1258 
1262 

1306-A 

1310- A 
1312 
1314 
1324 
1340 
1342 
1352 

1366-D 


Carload 
mini- 
mum. 


40, ono 

30,000 
2),  000 
16.000 
21,000 
60,000 
SO,  000 
30,000 
36,000 
24,000 
30,000 
24,000 
2 1 , ooo 
36,000 
60, 000 

Rule  11. 
24,000 
40,000 
12,000 

Rule  11. 
40,000 
30,000 
30.000 
40,000 
30,000 
12,000 
40, 000 

Rule  11. 
17, 500 
36,000 
30,000 
30,000 
30,000 
32,000 
20,000 
40,000 
60,000 


Rate  to 
coast. 


SO.  85 
1.50 
1.75 
2.20 
1.60 
.50 
.40 
.85 
1.50 
1.50 
1.50 
1 .  50 
1.50 
1.00 
1.00 
.80 
1.75 
1.25 
2.00 
1.15 
1.25 
2.25 
2.00 
1.25 
1.40 
2.60 
.85 
1.25 
2.50 
1.75 
2.00 
2.50 
1.50 
1.50 
2.25 
1.25 
.85 


tmlies  from  eastern 
defined  territories  west  of 
the  points  named  bolero  . 


All' 

....do.. 
....do.i. 
....do.. 
....do.. 
Chicago . 
....do-. 

All 

....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
. . .  .do . . 
....do.. 
....do.. 
Chicago . 
All  i ... . 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 
....do.. 


Commodity. 


Riee  flour. 

r  road-grading  implements 
Rubber  clothing. 
RuH'it  pneumatic  tires. 
Sadirons. 
Sand,  etc. 
Sand,  sili'-a. 
Sheep  dip. 

Soda-fountain  supplies. 
Cool  in"  cabinets,  tireless  cookers. 
Furnaces. 

lies. 

Over  .  baki  rs\ 

Sirur. 

Sult'liur. 

I   lii""-<'  and  molasses  in  tank  ears. 

Tali  in?  machines. 

Tallow. 

Tanl  s,  oil. 

Tanning  extract  in  tank  cars. 

Tea. 

Tin-foil. 

Tobacco,  eigarej  te 

Sinn1  ill",  plug. 
Trucks,  store. 

Trunks. 

Trunk  slut-. 

Turpentine,  in  tank  cars. 

Motorcycles. 

Front  axles. 

Wooden  wheels. 

Wind  shields,  etc. 

Wire  aluminum. 

Wool  in  grease. 

Wool  scoured . 

Zinc  plate,  slab  and  sheet. 

Canned  goods. 


1  Eastern  defined  territories,  groups  A  to  F,  inclusive. 

The  issues  in  this  case  and  the  evidence  offered  do  not  afford 
a  foundation  upon  which  we  could  properly  make  a  finding  as  to 
the  reasonableness  of  each  of  the  rates  which  should  be  established 
on  the  items  named  above  either  to  the  coast  or  to  the  intermediate 
points.  This  must  be  done  in  the  first  instance  by  the  carriers  with 
due  regard  for  all  of  the  commercial,  transportation,  and  competi- 
tive conditions  affecting  this  triffic.  In  those  instances  in  which  the 
rates  that  can  be  secured  to  the  coast  points  are  of  sufficient  volume 
to  admit  of  their  grading  to  intermediate  points  the  commodity 
rates  to  intermediate  points  should  be  graded  or  grouped  in  such 
manner  as  the  varying  conditions  in  the  territory  served  appear  to 
warrant.  The  commodities  not  named  above  upon  ,which  the  rates 
to  coast  points  are  lower  than  to  intermediate  points  constitute  a 
very  important  list  of  articles  upon  which,  under  ordinary  conditions, 
some  fourth  section  relief  should  be  granted.  We  think  now  that 
these  rates  to  coast  and  interior  should  be  realigned  to  conform  with 
the  long-and-short-haul  rule.  The  realignment  on  these  articles 
probably  can  not  be  maintained  permanently.  While  there  are 
many  reasons  to  believe  that  ultimately  some  plan  of  grading  the 
rates  on  these  articles  from  eastern  defined  territories  to  the  inter- 


1550  INTERSTATE   AND   FOREIGN    TRANSPORTATION. 

mediate  points  should  be  effectuated,  the  issues  in  this  case  are  not 
such  as  to  permit  us,  if  we  desired  to  do  so,  to  prescribe  such  a  plan 
of  grading.  Furthermore,  the  time  is  not  opportune.  Nothing  in 
this  report  must  be  construed  as  authorizing  the  carriers  to  increase 
any  rates  to  intermediate  points  except  points  to  which  rates  arc 
now  constructed  by  the  addition  of  arbitraries  or  locals  to  the  coast 
rates. 

LESS-THAN-CARLOAD    COMMODITY    RATES    WESTBOUND. 

There  are  117  items  of  less-than-carload  commodity  rates  in  the 
schedule  B  list  upon  which  the  rates  vary  from  $1.60  to  $5.  There 
are  90  of  these  items  to  which  rates  apply  varying  from  $1.60  to  $2.50. 
Sixty  of  them  take  a  rate  of  $2  and  14  a  rate  of  $2.20.  Fifty-four  of 
these  74  items  are  articles  which  are  classified  as  first  class  in  western 
clasification  upon  which  the  class  rates  to  the  Pacific  coast  are  $3 
from  the  Missouri  River  and  $3.70  from  New  York.  The  commodity 
rate  applied  to  the  coast  is  from  54  to  73  per  cent  of  the  class  rate 
on  the  same  articles.  Fourteen  of  the  74  items  are  classified  as  second 
class  and  the  class  rates  to  the  coast  are  $2.60  from  the  Missouri  River 
and  $3.20  from  New  York.  The  commodity  rates  on  these  articles 
to  the  coast  are,  therefore,  from  62^  to  84  per  cent  of  the  class  rates. 

There  are  90  items  in  the  schedule  C  list  now  moving  on  com- 
modity rates  of  from  $1.50  to  $2.  Two  of  these  are  classified  as  first 
class,  33  as  second  class,  29  as  third  class,  and  26  as  fourth  class.  The 
commodity  rates  are  approximately  80  per  cent  of  the  class  rates 
from  the  Missouri  River  to  the  Pacific  coast.  There  are  19  second- 
class  items  in  this  schedule  C  taking  a  rate  of  $1.75  to  the  Pacific- 
coast.  Where  a  rate  can  be  secured  which  is  higher  than  $2.50  it 
would  appear  unlikely  that  such  rates  have  been  affected  in  any  ma- 
terial degree  by  water  competition  and  such  articles  should  move 
either  on  class  rates  or  on  rates  which  accord  with  the  long-and-short- 
haul  rule.  It  is  our  opinion  that  relief  should  not  be  afforded  on  any 
article  taking  a  commodity  rate  higher  than  $2.50  even  under  normal 
conditions  or  such  conditions  as  existed  during  the  year  following 
the  opening  of  the  Panama  Canal. 

We  are  of  the  opinion  that  the  rates  upon  the  other  less-than- 
carload  items  in  these  lists  are  unreasonably  Ioav  and  have  been  de- 
pressed by  reason  of  water  competition.  The  rates  on  these  articles 
should  for  the  present  be  realigned  to  accord  with  the  long-and-short 
haul  rule.  If  the  carriers  desire  to  continue  commodity  rates  on 
these  articles  to  the  Pacific  coast  which  are  less  than  the  class  rates 
applicable  thereto,  the  rates  to  intermediate  points  on  the  same 
articles  should  be  constructed  in  such  manner  that  they  bear  to  the 
class  rates  to  the  intermediate  points  the  same  proportion  as  the 
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readjusted  commodity  rates  to  the  Pacific  coast  hear  to  the  class  rates 
to  the  coast.  That  is  to  say,  if  the  commodity  rate  on  any  article 
from  the  Missouri  River  to  the  Pacific  coast  is  readjusted  and  made, 
for  example,  80  per  cent  of  the  class  rate  from  the  Missouri  River  to 
the  Pacific  coast,  commodity  rates  should  also  be  established  from  the 
Missouri  River  to  intermediate  points  which  are  approximately  80 
per  cent  of  the  class  rates  on  the  same  articles  from  the  Missouri 
River  to  these  points. 

EASTBOUND  COMMODITY  RATES. 

By  Fourth  Section  Applications  9813,  10110,  10126,  10155,  10186, 
and  10189  the  Southern  Pacific  Company-Atlantic  Steamship  lines 
and  the  Atchison,  Topeka  &  Santa  Fe  Railway  Company  in  con- 
nection with  the  Mallory  Steamship  Company,  sought  and  obtained 
authority  from  the  Commission  to  reduce  the  rates  on  barley,  beans, 
canned  goods,  asphaltum,  wine,  and  dried  fruits  from  California 
ports,  via  rail-and- water  lines  through  Galveston,  Tex.,  to  Atlantic 
seaboard  ports,  while  maintaining  higher  rates  from,  to,  and  be- 
tween intermediate  points.     These  applications  were  made  early  in 
the  year  1915,  when  the  boat  lines  operating  via  the  Panama  Canal 
were  actively  engaged  in  building  up  business  via  their  route-  and 
were  in  fact  transporting  a  very  large  percentage  of  the  tonnage  of 
these  commodities  at  rates  from  10  to  10  cents  lower  than  the  rates 
which  the  rail-and-water  lines  then  sought  to  establish.     The  order 
issued  in  Reopening  Fourth  Section  Applications,  supra,  rescinded, 
effective  September  1,  1916,  the  fourth  section  orders  issued  respon- 
sive to  the  fourth  section  applications  above  named.     As  before 
stated,  the  schedules  filed  with  the  Commission  effective  September  1. 
naming  increased  rates  on  these  commodities,  were  suspended  until 
December  30,  1916,  and  subsequently  canceled.    The  schedules  which 
became  effective  March  1,  1917,  had  the  effect  of  increasing  the  rates 
on  these  commodities  by  10  cents  per  100  pounds.     Although  it  is 
clearly  apparent  that  there  is  no  necessity  on  account  of  existing  com- 
petition by  water  for  the  maintenance  of  lower  rates  from  the  porti- 
on these  commodities  than  the  rates  from  and  to  intermediate  point-, 
the  carriers  seek  authority  to  continue  these  rates  that  they  may 
be  prepared  for  the  water  competition  when  it  returns.     Dealers 
in  these  commodities,  both  on  the  Pacific  coast  and  in  the  eastern 
territory,  support  the  application  of  the  carriers.     There  was  very 
little  offered  in  evidence  by  carriers  or  interveners  respecting  the  level 
of  rates  which  might  reasonably  be  applied  on  these  commodities. 
Some  testimony  was  offered  by  certain  interveners  as  to  the  rate 
applied  on  dried  fruit  in  bags,  as  compared  to  the  rate  applied  on 
117900— 19— vol  3 13 
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the  same  commodity  in  boxes,  tending  to  show  that  the  transporta- 
tion conditions  did  not  justify  a  difference  of  20  cents  in  the  two 
rates.  As  to  this  matter  we  express  no  opinion.  Testimony  was 
offered  on  behalf  of  certain  wine  shippers  in  California,  urging  that 
the  shippers  of  wine  in  barrels  were  at  a  disadvantage  as  compared 
with  the  shippers  of  wine  in  tank  cars.  In  Lachman  &  Co.  v.  S.  P. 
i  o.,  42  I.  C.  C,  440,  we  found  that  the  existing  relation  in  these  rates 
did  not  result  in  unlawful  discrimination  against  the  shippers  of 
wine  in  barrels.  We  can  see  now  no  justification  for  the  continued 
maintenance  of  lower  rates  on  any  of  these  commodities  from  the 
Pacific  ports  to  the  Atlantic  seaboard  than  are  applied  from  to,  or 
between  intermediate  points.  As  heretofore  stated,  it  is  funda- 
mental that  if  relief  from  the  fourth  section  is  to  be  granted  as  to 
any  traffic  there  must  exist  at  the  competitive  point  an  actual  neces- 
sity for  the  maintenance  of  the  lower  rate  at  that  point.  This 
necessity  should  be  so  controlling  as  to  prevent  the  carrier  from  se- 
curing the  traffic  at  higher  rates.  This  necessity  as  to  this  traffic  in 
(  'alifornia  products  does  not  now  exist,  and  the  maintenance  of  lower 
rates  from  the  coast  points  than  from  intermediate  points  under 
existing  circumstances  is  clearly  unwarranted. 

We  have  considered  carefully  all  of  the  facts  urged  by  the  carriers 
in  support  of  their  applications  for  authority  to  continue  lower  rates 
to  the  coast  than  to  intermediate  points,  the  statements  made  by 
represenatives  of  shippers  and  receivers  of  freight,  at  the  coast  cities 
in  the  eastern  shipping  territory,  and  in  the  intermountain  section. 
We  have  stated  that  the  rates,  both  eastbound  and  westbound,  should 
be  revised  at  this  time  in  such  manner  as  to  bring  them  into  accord 
with  the  long-and-short-haul  rule.  When  the  water  competition  will 
return  in  force  and  in  controlling  amount  between  the  two  coasts  is 
uncertain.  We  are  of  opinion  that  the  carload  rates  on  all  of  the  com- 
modities in  schedules  B  and  C  shown  in  the  present  transcontinental 
tariffs,  with  the  exception  of  those  we  have  above  enumerated  by 
item  number  and  caption,  have  been  affected  by  water  competition  to 
such  extent  as  to  justify  some  fourth  section  relief  under  normal  con- 
ditions. We  are  of  opinion  that  the  less-than-carload  commodity 
rates  which  are  less  than  $2.50  per  100  pounds  have  been  brought 
about  as  the  effect  of  water  competition  and  that  some  fourth  section 
relief  is  justified  on  these  commodities  under  normal  conditions. 
When  the  water  competition  again  becomes  sufficiently  controlling  in 
the  judgment  of  the  carriers  to  necessitate  the  reduction  of  the  rates 
to  the  coast  cities  to  a  lower  level  than  can  reasonably  be  applied  at 
intermediate  points,  the  carriers  may  bring  the  matter  to  our  atten- 
tion for  such  relief  as  the  circumstances  may  justify.     Competent 
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proof  must  be  submitted  in  connection  with  such  applications  of  a 
fairly  regular  water  service  between  the  two  coasts;  the  adaptability 
of  the  traffic  to  water  competition;  principal  points  of  origin  of  the 
traffic ;  range  of  rates  afforded  by  the  water  lines ;  principal  points  of 
consumption;  and  the  ports  upon  the  two  seaboards  at  which  the 
water  carriers  receive  and  deliver  freight. 

We  are  not  unmindful  of  the  claims  of  the  carriers  concerning  the 
disadvantage  under  which  they  labor  in  being  unable  to  reduce  their 
rates  promptly  when  necessitated  by  the  competition  of  the  water 
carriers.  One  of  the  primary  purposes  of  the  act  to  regulate  com- 
merce was  to  preserve  competition  between  carriers.  Competition 
involves  a  striving  between  or  among  two  or  more  persons  or  organi- 
zations for  the  same  object.  There  can  exist  no  even-handed  striving 
between  two  persons  when  one  is  bound  and  the  other  is  free,  and 
the  maximum  of  real  and  effective  competition  can  not  exist  between 
these  boat  lines  and  rail  lines  when  one  side  is  free  promptly  to  make 
any  rate  it  desires,  while  the  other  is  so  restricted  by  statutory 
requirement  as  to  be  unable  to  take  the  necessary  steps  for  the  prompt 
protection  of  its  business.  We  are,  however,  also  mindful  that  one 
of  the  primary  purposes  of  building  the  Panama  Canal  was  to  assist 
in  the  development  and  maintenance  of  an  active,  efficient,  and  profit- 
able water  service  between  the  two  coasts.  It  is  not  our  purpose  to 
put  upon  these  carriers  any  undue  hardship  in  their  attempt  to  meet 
such  competition  as  the  future  holds  for  them.  Such  fourth-section 
applications  as  they  may  find  it  necessary  to  make  with  reference  to 
this  traffic  will  be  disposed  of  with  such  celerity  as  the  circumstances 
may  permit.  Neither  is  it  our  purpose  to  permit  the  maintenance  of 
rates  to  or  from  Pacific  coast  points  at  a  level  that  will  render  this 
service  unattractive  to  the  boat  lines. 

An  order  will  be  entered  denying  the  authority  sought  by  these 
applications  to  continue  lower  rates  on  commodities  to  more  distant 
than  to  intermediate  points  and  rescinding  all  previous  orders  en- 
tered in  regard  thereto. 

The  complaint  in  No.  9278  apparently  will  be  satisfied  by  the  deci- 
sion above  announced. 

The  evidence  in  No.  9258  is  not  sufficient  to  enable  us  to  prescribe 
the  relation  between  the  rates  from  Kansas  City  and  points  farther 
east  to  intermountain  points,  and  the  case  will  be  dismissed. 

We  append  two  maps  showing  the  boundaries  of  the  transconti- 
nental groups  A  to  F,  inclusive,  in  one  case  on  traffic  destined  to  Cali- 
fornia terminals,  and  in  the  other  case  on  traffic  destined  to  north 
coast  terminals. 
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Harlan,  Commissioner,  dissenting: 

That  the  intermountain  territory  in  the  past  has  labored  under 
unnecessary  rate  disadvantages  sufficiently  appears  from  the  Com- 
mission's reports  in  various  proceedings  in  which  those  rates  were 
under  consideration;  and  in  so  far  as  the  findings  of  the  majority 
in  this  proceeding  require  the  correction  of  any  unlawful  inequalities 
against  that  territory  in  the  present  rate  adjustments  of  the  defend- 
ant carriers,  I  fully  concur.  The  Pacific  coast  cities  are  entitled  to 
such  advantages  as  properly  flow  from  the  competition  of  carriers 
both  by  rail  and  by  water  for  their  traffic;  but  the  all-water  route 
through  the  Panama  Canal  must  not  be  used  by  the  carriers  or 
accepted  by  the  Commission  as  a  basis  for  giving  to  those  ports  all- 
rail  rates  that  are  lower  than  the  influences  of  the  water  routes 
require  and  which  therefore  would  be  unduly  prejudicial  of  the  inter- 
mountain territory.  The  rate  relationship  of  the  two  territories 
ought  to  rest  only  on  such  influences  as  are  substantial  and  con- 
trolling: and  at  any  cost  in  time  and  labor  the  Commission  should 
see  that  the  intermountain  territory  lias  a  rate  structure  and  a  rate 
relationship  that  are  reasonable  and  fair  in  the  light  of  all  the  con- 
ditions surrounding  the  transportation  of  traffic  to  and  from  that 
section  of  the  country. 

In  the  carefully  prepared  report  of  the  majority  an  effort  has  been 
made  to  clear  the  schedules  before  us  of  any  remaining  maladjust- 
ments by  ascertaining  what  commodities  have  not  customarily  moved 
to  and  from  the  Pacific  coast  by  water  and  yet  have  been  accorded 
for  the  all-rail  service  rates  that  are  lower  than  the  rates  to  the  less 
distant  intermountain  markets.  A  no  less  careful  examination  has 
been  made  to  ascertain  what  commodities  there  are  that  may  and  do 
move  by  water  between  the  Atlantic  and  Pacific  coasts  but  have  taken 
rates  for  the  all-rail  service  across  the  continent  that  are  lower  than 
the  influence  of  the  water  competition  has  justified.  A  number  of 
rates  of  both  kinds  are  referred  to  in  the  report,  and  I  am  in  hearty 
accord  with  the  rinding  that  they  are  unduly  prejudicial  of  the  inter- 
mountain territory  and  must  be  promptly  revised. 

The  feature  of  the  majority  report  in  which  I  am  unable  to 
acquiesce  and  which  did  not  seem  sound  to  me  when  first  announced 
in  Reopening  Fourth  Section  Applications,  40  I.  C.  C,  35,  is  the 
ruling  that  as  the  water  competition  between  the  coasts  "has  suf- 
fered an  interruption  "  growing  out  of  the  war,  the  rail  carriers, 
until  the  pre-war  conditions  are  restored,  may  not  lawfully  continue 
the  so-called  terminal  rates  at  the  Pacific  coast  ports.  The  majority, 
as  will  be  noted,  "  do  not  consider  the  water  competition  between  the 
two  coasts  as  having  been  eliminated."  Nevertheless,  as  vessels 
formerly  in  the  coast  to  coast  service  and  vessels  of  companies 
specially   incorporated   for  that   service  have   been   drawn  tempo- 


INTERSTATE   AND   FOREIGN    TRANSPORTATION.  1555 

rarily  into  the  European  service,  the  report,  until  their  return,  re- 
quires the  abandonment,  with  all  the  commercial  disturbances  that 

may  follow,  of  a  relationship  in  the  carrier-'  all-rail  rates,  as  bet  ween 
the  Pacific  coast  ports  and  the  intermountain  territory,  that  has 
been  in  effect  to  a  greater  or  less  extent  for  30  or  H>  years.  Even  so 
far  back  as  the  days  of  the  clipper  sailing  vessels,  the  water  route 
around  the  horn  is  shown  by  the  record  to  have  had  a  direct  influence 
upon  the  rates  of  the  all-rail  lines  to  the  Pacific  coast.  Later  the 
ocean-and-rail  route  by  way  of  the  Tehauntepec  Isthmus  exerted  an 
even  more  definite  influence  on  the  all-rail  rates  from  coast  to  coast. 
The  ocean-and-rail  routes  through  the  Gulf  ports  have  also  had  some 
effect  in  fixing  the  level  of  the  all-rail  rates  across  the  continent. 
Finally,  the  Panama  Canal  was  constructed  at  great  public  cost  and 
largely  for  the  purpose  of  tying  the  two  coasts  together  by  an  all- 
water  route  that  will  endure,  supposedly  at  least,  for  all  time  to 
come;  and  the  new  merchant  marine  now  under  construction  gives 
us  assurance  that  this  great  national  all-water  highway  must  neces- 
sarily be  a  permanently  vital  factor  in  the  coast-to-coast  commerce. 

In  the  development  of  transportation  nothing  has  37et  appeared 
to  suggest  that  commerce  will  ever  move  by  land  so  cheaply  as  by  the 
natural  water  routes.  So  far,  therefore,  as  may  now  be  anticipated 
the  all-water  route  through  the  canal  must  control  and  for  the 
generations  to  come  be  the  basis,  in  a  large  degree,  of  the  trade 
and  commercial  relations  between  the  intermountain  cities  and  the 
competing  communities  that  are  favored  by  being  ports  on  the 
Pacific  Ocean.  And  unless  the  economic  advantage  of  being  ter- 
minals for  an  all-water  route  from  coast  to  coast  be  taken  away  from 
the  Pacific  coast  cities  by  some  upheaval  of  nature  or  by  legislation, 
they  apparently  will  have  in  the  future  what  they  always  have  had 
in  the  past,  namely,  lower  all-rail  rates,  on  commerce  that  can  and 
does  move  freely  by  water,  than  the  less  distant  intermountain  cities 
in  the  nature  of  things  may  expect  to  have.  In  all  countries  impor- 
tant cities  are  to  be  found,  the  prosperity  and  commanding  position 
of  which  grow  largely  out  of  the  fact  that  they  are  on  the  water  and 
therefore  have  the  benefit  of  that  cheaper  mode  of  transporting  their 
commerce;  and  in  many  reported  cases  we  have  said  that  such  com- 
munities may  not  lawfully  be  deprived  of  the  benefits  of  their  loca- 
tion on  navigable  waters  by  compelling  the  rail  carriers  that  serve 
them  to  maintain  rate  adjustments  that  ignore  that  natural  ad- 
vantage. 

Although  it  "has  suffered  an  interruption."  the  majority  report 
reassuringly  predicts  that  "this  service"  through  the  canal  "will  be 
reestablished"  in  time.  It  points  out  also  that  "the  canal  and  the 
oceans  are  still  available  for  commerce"  at  this  time.    Nevertheless, 
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so  far  as  its  present  influence  on  the  coast-to-coast  commerce  is  con- 
cerned, the  majority  look  upon  the  Panama  Canal  as  a  negligible 
quantity.  To  this  view  of  the  present  relation  of  that  great  national 
enterprise  to  the  commerce  of  the  country  I  am  unable  to  give  my 
assent.  Case  after  case  may  be  cited  from  the  reported  decisions  of 
the  Commission  where  actual  water  competition  had  altogether  ceased 
and  the  continuance  of  such  rate  relationships  was  nevertheless  sanc- 
tioned and  approved  because  of  the  potential  competition  growing  out 
of  the  availability  of  an  open  water  route.  This  principle  is  here  set 
aside,  as  I  read  the  majority  report,  with  the  result  that  the  estab- 
lished trade  and  commercial  relationships  of  the  coast  cities,  in  the 
commodities  and  merchandise  affected  by  the  rate  readjustments  re- 
quired under  the  report,  may  be  torn  up  by  the  roots.  I  do  not  find 
any  provision  in  the  act  to  regulate  commerce  as  amended  that  either 
requires  or  justifies  any  such  consequences.  While  that  act  embodies 
some  rigorous  and  inflexible  principles  the  strict  enforcement  of 
which  is  vitally  necessary  in  the  common  interest,  it  is  nevertheless 
remedial  in  its  general  nature  and  in  many  particulars  vests  in  the 
Commission  a  liberal  discretion,  in  the  exercise  of  which  a  practical 
rather  than  a  technical  view  should  be  taken,  especially  of  such 
questions  as  are  here  under  consideration. 

Values  change  with  the  point  of  view.  If  the  important  thing  to 
tlie.se  I  wo  competing  territories  is  a  fluctuating  system  of  rates  that 
will  respond  to  abnormal  and  temporary  changes  of  conditions,  then 
the  majority  report  is  not  without  force  in  the  disposition  it  makes 
of  (lie  questions  presented  by  the  record.  But  in  that  event  it  does 
not  go  far  enough.  If  the  canal  is  blocked  for  a  few  weeks  by  a 
slide — and  as  I  understand  the  record,  the  reopening  of  this  case  was 
primarily  based  upon  such  an  incident — the  all-rail  rates  to  the 
Pacific  coast  should  at  once,  yet  only  for  the  period  of  such  tem- 
porary interruption,  be  put  on  the  normal  all-rail  basis  and  be  freed 
from  the  depressing  influences  of  water  competition;  and  this  also 
should  be  the  result  if  a  shipment  is  offered  to  the  rail  lines  on  Mon- 
day and  it  is  found  that  no  vessel  sails  until  Saturday.  On  the  other 
hand,  if  enduring  and  fundamental  conditions  ought  to  control,  and 
if  stability  in  rates  and  in  the  conditions  under  which  the  trade  and 
commercial  relations  of  these  two  territories  must  be  conducted  from 
day  to  day  through  the  years  to  come  is  more  conducive  to  their  real 
welfare  and  to  their  sound  future  development,  as  I  take  to  be  the 
case,  then  the  conclusions  of  the  majority,  in  my  judgment,  are 
without  justification. 

The  readjustment  now  required  by  the  majority  is  to  continue,  as 
their  report  indicates,  only  during  the  remainder  of  the  war  and  until 
commerce  again  moves  through  the  canal.    If  the  resumption  of  the 
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water  traffic  may  reasonably  be  anticipated  in  the  near  I'ut  are,  the  dis- 
ruption, coming  nearly  three  years  after  the  war  commenced,  of  tin- 
present  relations  between  the  Pacific  coast  and  the  intermountain  ter- 
ritory would  seem  to  be  highly  unnecessary  and  undesirable.  But 
even  if  the  war  conditions  should  continue  and  the  resumption  of 
commerce  through  the  canal  should  not  take  place  for  two  or  three 
years  longer,  that  would  be  but  a  moment  of  time  compared  with  the 
period  during  which  the  present  rate  relationship  has  existed,  and 
compared  with  the  indefinite  future  during  which,  so  far  as  we  may 
now  see,  that  general  relationship  must  continue,  because  of  the  fixed 
and  lasting  character  of  the  controlling  natural  conditions  that  we 
have  been  considering.  The  temporary  interruption  of  the  present 
relationship  either  for  a  few  months  or  for  several  years,  if  the  war 
conditions  continue  so  long,  can  contribute  nothing  of  substantial 
or  continuing  value  to  the  prosperity  of  the  intermountain  territory. 
Its  only  effect  will  be  to  put  the  two  territories  temporarily  out  of 
line  with  what  must  necessarily  be  the  course  of  their  future  relation- 
ship. During  the  period  of  the  interruption  the  merchants  of  the 
intermountain  cities  may  have  a  larger  business  than  they  otherwise 
would,  while  the  merchants  of  the  coast  cities  may  have  to  pay 
materially  higher  rates  on  their  traffic.  The  business  of  the  inter- 
mountain jobbers  will  be  speeded  up  while  the  business  of  the  coast 
jobbers  will  be  slowed  down.  These  advantages,  however,  will  be 
but  temporary;  they  will  not  be  constructively  helpful  to  the  inter- 
mountain territory  or  be  of  real  aid  in  its  future  upbuilding;  and  in 
the  meanwhile  the  merchants  of  both  the  competing  territories  will 
be  left  in  perturbation  and  doubt  respecting  the  contracts  and  com- 
mercial engagements  that  they  may  safely  make  while  the  purely 
provisional  rate  adjustment  required  under  the  majority  report  is 
in  effect. 

In  my  judgment,  rates  and  trade  relations,  based  on  conditions  so 
permanent  and  enduring  as  the  coast  to  coast  water  route  through 
the  Panama  Canal,  ought  to  be  stable  and  secure  against  needless 
fluctuations,  and  I  see  no  warrant  either  in  the  law  or  upon  the 
record  for  now  throwing  both  into  sudden  and  violent  confusion 
because  of  purely  abnormal  and  temporary  conditions. 
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Eastern  defined  territories  A  to  F  on  traffic  to  California  terminals. 


East  Boundary  of  Zone  1 

as  described  in  f~S.  Order  124 
of  April  30JS15. 


Eastern  defined  territories  A  to  F  on  traffic  to  north  coast  terminals. 
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statement  shoimng  commodity  rates  to  points  taking  "terminal  rates"  named 
in  I.  C.  c  No.  1019,  of  R.  II.  Countiss,  agent 


[Rates  in  cents  per  100  pounds,  except  as  noted.) 


Commodity. 

Item  No. 

Mini- 
mum 
('.  !.. 
weight 

From  groups— 

A 

B 

C 

D 

E 

F 

300 

304 

306 

308-A... 

310 

312 

314 

316 

320 

326 
328 

330 

332 

336 

340 

342 

344 

350 

352 

354-B . . . 

356 

358 

362-B . . . 
363 

364-A . . . 

366 

370 

372 

380 

386-A . . . 

388 

390 

392-C . .  . 

396 

398-A . . . 

400-B . . . 

402 

404 

406 

407 

414 

418 

420-B . . . 

422 

426-A . . . 

428-A . . . 

434 

435 

440 
456-A . . . 

/466-B . . . 
\467-B... 

468 

472-A . . . 

474 

469 

486 

492 

494 

496-C .  . . 

502 

504 

510 

512 

516.     ... 

522-F... 

522J-A . . 

36,000 

24,000 
24,000 
24,000 
24,000 
24,000 
24,000 
24,000 
24,000 

24,000 
40, 000 

20,000 

30,000 

40,000 

40, 000 

40,000 
24, 000 
30, 000 
36,000 
60,000 

40,000 
36,000 

30,000 
40,000 
10,000 
24,000 
30,  000 
24,  000 
40,  000 
30, 000 
30, 000 
30,000 
30,000 
30, 000 
36, 000 
30, 000 
16,000 
40,000 
40,000 
40, 000 
30,000 
40,000 
40, 000 
24,000 
24, 000 
30,000 
30,000 
40,000 
40, 000 
50, 000 

j-60, 000 

24,000 
40,000 
40, 000 
40,000 
40,000 
36,(«ll) 
30,000 
20,000 
24,000 
20,000 
30,000 
30, 000 
24,000 
20, 000 
20,000 

125 

125 
125 
1 25 
125 
125 
150 

1  15 
ion 

165 

100 
100 

100 
85 
100 
125 
100 
50 

85 
100 
ion 

90 
250 
145 
125 
150 
100 
125 

85 

75 
125 
130 
100 
150 
165 
115 
1110 
100 

85 
100 
110 
150 
220 
125 
250 
100 

60 

100 

125 
125 
125 

l?:, 
1 25 
125 
125 
150 

135 

100 

100 
100 

1(111 

85 
100 
125 
100 

50 

V   i 

100 
100 

90 
250 
145 
L25 
150 
100 
125 

85 

75 
125 
130 
100 
150 
165 
115 
100 
100 

85 
100 
110 
150 
■s.v 
125 
250 
mi) 

60 

Agricultural  implements: 

125 
125 
125 

125 
125 
125 
125 
150 

135 
100 

165 

100 
100 

100 
85 
100 
125 
100 

I  25 
125 
125 
125 
125 
1 25 
125 
150 

135 

100 

165 

ioo 

100 

100 

85 

100 

125 

100 

125 

1  15 

125 
125 
125 

1 25 
150 

135 

100 

165 

100 
100 

100 
85 
100 
125 
100 
i  Hi';. 

85 

100 

100 

90 

250 

145 

125 

150 

100 

125 

85 

75 

125 

130 

Hay  presses 

1  lay  forks  and  carriers,  etc . 

Plows,  harrows,  etc 

Feed  and  ensilage  cutters, 
etc. 

Hand  implements 

Parts  for  agricultural  im- 
plements. 
Aluminum    and    aluminum 
articles. 

Ammunition  and  gun  imple- 
ments. 

ing. 
Beans,  lentils,  and  peas 

85 
100 
100 

90 
250 
145 
125 
150 
100 
125 

85 

75 
125 
130 

85 
100 
100 

90 
250 
145 
125 
150 
100 
125 

85 

75 
125 
130 

Billiard  tables 

Blowers,  drills,  and  forges 

Boards,  straw  or  chip 

Bottle,  can,  or  fruit  jar  caps. . 

Do 

Do 

Bowling  allev  material 

Brass,  bronze,  or  copper  goods 
Do 

150 
165 
115 
100 
100 
85 
100 
110 
150 
220 
125 
250 
100 

150 
165 
115 
100 
100 
85 
100 
110 
150 
220 
125 
250 
100 

150 
165 
115 
100 
100 
85 
100 
110 
150 
220 
125 
250 
100 

Tubing, iron, brass  covered. . . 
Brick,  earth,  and  cement 
Butchers'  blocks 

Carbon  black 

Cards,  sample 

Carpeting,  rugs,  and  mats 

Cement,  liquid 

Cement, building  or  paving... 
Buckwheat  and  buckwheat 
flour. 

Wheat  (except  buckwheat) . . . 

Breakfast  foods,  etc 

80 

80 

80 

67 
90 

62J 

90 

58 

90 
200 

90 
100 

75 
100 
100 
160 
160 
150 
125 
110 
135 

95 

85 

90 
200 

90 
100 

75 
100 
100 
150 
160 
150 
125 
110 
135 

95 

85 

90 
200 

90 
100 

75 
100 
100 
150 
160 
150 
125 
110 
1  15 

95 

85 

90 

100 
75 
100 
100 
150 
160 
150 
125 
110 
135 
95 
85 

90 
100 

75 
100 
100 
150 
160 
150 
125 
110 
135 

95 

85 

Chains,  automobile  tire 

Terra  cotta 

Clothing 

Oilskin  clothing 

Clothing,  underwear,  etc 

Coffee 

Cooling  room  material 

Cotton  or  cotton  linters 

Do 

1  Applies  only  from  Nicholasville,  Ky. 
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Statement  showing  commodity  rates  to  points  taking  "  terminal  rates  "  named 
in  I.  C.  C.  No.  1019,  of  R.  H.  Countiss,  agent — Continued. 

[Rates  in  cents  per  100  pounds,  except  as  noted.] 


Commodity. 


Item  No. 


Mini- 
mum 
C.L. 
weight. 


From  groups — 


D 

E 

115 

115 

125 

125 

85 

85 

110 

110 

120 

120 

110 

110 

150 

150 

115 

115 

160 

160 

125 

125 

125 

125 

150 

150 

125 

125 

200 

200 

150 

150 

295 

295 

200 

200 

120 

120 

60 

60 

110 

110 

85 

85 

150 

150 

150 

150 

150 

150 

150 

150 

110 

110 

125 

125 

110 

110 

100 

100 

170 

170 

170 

170 

110 

110 

125 

125 

115 

115 

75 

75 

150 

150 

110 

110 

150 

150 

125 

125 

110 

110 

90 

90 

85 

85 

70 

70 

75 

75 

175 

175 

220 

220 

100 

100 

90 

90 

80 

80 

100 

100 

100 

100 

125 

125 

85 

85 

I  10 

110 

110 

110 

110 

110 

110 

110 

125 

125 

125 

125 

100 

100 

225 

225 

120 

120 

85 

85 

125 

125 

135 

135 

100 

100 

130 

130 

100 

100 

135 

135 

120 

120 

Cream  separators 

Doors,  rolling 

Depilatory 

Dressing  or  blacking 

Drugs,  medicines,  and  chem- 
icals. 

Drys  goods,  batts,etc 

Dry  goods,  spool  thread,  etc. . 
Earthenware  and  stoneware. . 
Electrical  goods 

Do 

Do 

Do 

Do 

Do 

Do 

Feal  hers  and  feather  pillows. . 

Files  or  boxes,  letter,  etc 

Fish,  dried  or  smoked,  etc 

Food,  poultry  or  stock 

Foods  (animal),  dog  biscuit, 
etc. 

Foundry  facings,  etc 

Freezers,  ice  cream 

Fruits,  dried  or  evaporated... 

Furnaces  or  flues 

Bedsteads,  brass 

Bedsteads,  iron 

Bedsteads,  iron,  etc 

Camp  furniture 

Wooden  stock  for  furniture... 

Iron  theater  chairs 

Church  pews 


Mat  tresses,  springs,  etc. 
Ta>  iles  and  stands 


Table  slides 

Beverages 

Glass  and  glassware 

Glass  deck  plates,  etc ... . 

Glass,  plate,  etc 

Glass,  rough  rolled 

Glassware,  n.  o.  s 

Glass,  window,  common  . . 

Glue 

Glycerin,  in  packages 

Glycerin,  in  tank  cars 

Gocarts,  sulkies,  etc 

(iocarts,  baby  buggies,  etc. . . 

Graphite  articles 

Grease,  axle 

Grindstones  and  frames 

Gums,  copal,  etc 

Hames,  harness,  wooden 

Handles,  wooden 

Handles,  broom  and  mop 
Hardware  and  tools, hangers, 
etc. 

Pulleys,  hinges,  etc 

Sandpapers,  etc 

Hardware  and  tools,  wheels, 
grinding,  etc. 

Pea  vies,  cant  hooks,  etc . . 

Picks,  axes,  etc 

Anvils,  vises,  etc 

Harness  and  horse  collars 
Hollow  ware,  cast  iron,  etc.. . 

Hoops,  wooden,  coiled 

Hose,  etc 

Incubators  and  brooders,  etc. . 

Ink,  mucilage,  etc 

Iron  and  steel,  articles  of: 

Architectural,  etc 

Axles,,  etc.,  for  vehicles. . 

Barrels  drums,  and  kegs... 

Do 


528 

530 

529 

534 

536-A . . 


548 

552 

558-A... 

564 

566 

568 

572-A  . . . 
574 


576.... 
578. . . . 
588.... 
592.... 
594.... 
596-B. 
598.... 


600- A  . 
604.... 
606.... 
620.... 
626.... 
628.... 
630. . . . 
634.... 
640.... 
642.... 
644.... 
658.... 
66.S-A  . 
670.... 
6s  t  A. 
686.... 


690. . . . 
692.... 
696. . . . 
698.... 
702.... 
704-C. 
706-B. 
70S.... 
710.... 
712.... 
714.... 
716.... 
720. . . . 
728. . . . 
730.... 
732.... 
736.... 


738 

740-B . . 
744 


748-A . . 

750 

752 , 

754 

762 

763-A . . 
766 


778- A . . 


782 

784 

786-A . . 
786- A . . 


36,000 
30,000 
40,000 
30.000 
24,000 

30,000 
24,000 
24, 000 
30,000 
30,000 
30,000 
30.000 
36,000 
16,000 
30,000 
12,000 
16,000 
36,000 
40.000 
30,000 

60,000 
24,000 
30.000 
24.000 
30,000 
30,000 
30.000 
30,000 
30,000 
24,000 
20.000 
20,000 
30,000 

46.(1011 

30.000 
16,000 
40,000 
KO.nno 
36,000 
30,000 
50,000 
30,000 
40.000 
Rule  11 
20,000 
12.000 
30,000 
40, 000 
36.000 
30.000 
30,000 
36,000 
40,000 
36,000 

36.000 
36,000 
30,000 

36,000 
36.000 
40,000 
20,000 
30,000 
30,000 
30,000 
24,000 
30,000 

30,000 
40,000 
16.000 
22,000 


115 
125 


115 
125 


115 
125 


110 
120 

110 

150 
115 
160 
125 
125 
150 
125 
200 
150 
295 
200 
120 


110 

85 
150 
150 
150 

150 
110 
125 
110 
100 
170 
170 
110 
125 
115 
75 
150 
110 
150 
125 
110 
90 
85 
75 
75 
175 
220 
100 
90 
80 
100 
100 
125 
85 
110 

110 
110 
110 

125 
125 
100 
225 

120 


125 
135 
100 

130 
100 
135 
120 


110 
120 

110 
150 
115 
160 
125 
125 
150 
125 
200 
150 
295 
200 
120 


110 

85 

150 

150 

150 

150 

110 

125 

110 

100 

170 

170 

110 

125 

115 

75 

150 

110 

150 

125 

110 

90 

85 

75 

75 

175 

220 

100 

90 

80 

100 

100 

125 

85 

110 

110 

110 
110 

125 
125 
100 
225 
120 


125 
135 
100 

130 
100 
135 
120 


110 
120 

110 

150 
115 
160 
125 
125 
150 
125 
200 
150 
295 
200 
120 
160 
110 

85 
150 
150 
150 
150 
110 
125 
110 
100 
170 
170 
110 
125 
115 
75 
150 
110 
150 
125 
110 
90 
85 
75 
75 
175 
220 
100 


100 
100 
125 
85 
110 

110 
110 

no 

125 
125 
100 
225 
120 
90 
125 
135 
100 

130 
100 
135 
120 


1  Applies  only  from  Bayou  La  Batre,  Ala. 
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Statement  showing  commodity  rates  to  points  taking  "terminal  rates"  named 
in  I.  ('.  c.  No.  t019,  of  R.  If.  Countiss,  agent    Continued. 


Commodity. 


Iron  and  steel,  articles  of— 
Continued. 

Barrels  steel,  k.  d 

Brick  siding,  etc 

Castings  etc 

Coils  and  headers 

Conductor  pipe,  etc 

Fence,  k.  d.  etc 

Fire  plugs,  hydrants,  etc 

Forms  or  molds 

Jackscrews,  etc 

Pipe, etc 

Range  boilers 

Rolls,    saw    and  rolling 
mill 

Safes,   vault  fronts  and 
facings. 

Sheet  iron,  sheet  st  eel  ,el  c . 

Sheet,  Hat,  rolled  or  cor- 
rugated. 

Shutters  and  doors,  etc. . 

Siphons,    for    sewer    or 
water  main. 

Stable  fittings,  etc 

Stands,  for  street  lamps. 
etc. 

Stove— pipe.  iron.  etc. . . 

Street  car  fenders 

Tanks,  etc 

Vault  boxes,  etc 

Vault  and  prison  work.. 

Jelly  preparations 

Kilns,  lumber  drying 

Lamps  and  fixtures 

Leather  and  leather  articles. . 

Do 

Lime,  phosphate  of 

Liquors,  viz: 

Cham  pagne 

Crape  juice 

Liquors,  n.  o.  s 

Lubricating  compounds 

Lumber 

Lumbe    ash,  basswood.  etc. 

Macaroni  .etc 

Machinery  and  machines: 

Creamery  and  cheese  fac- 
tory machinery. 

Engines     internal   com- 
bustion. 

I. awn  mowers,  power. . . 

Machinery  and  machines 

Washing  machines,  etc. . 

Rock  and  ore  crushers, 
etc. 

Sawd  etc 

Malic  !  milk 

Marble,  granite  etc 

Mat '.'lies 

Matting,  mats  and  rugs,  pa- 
per, etc. 

Meters,  cast  iron 

Meters  and  regulators 

Mills,  bark,  bone  etc 

Mining  cars  and  dump  cars.. 

Mining  car  wheels 

Molding,  mirror  or  picture 
frame. 

Moss 

Musical  instruments 

Nursery  and  florists'  stock.  . 
Nuts  eiible  except  peanuts, 
not  shelled. 

Peanuts 

Oars 

Oil,  creosote,  in  tank  cars 

Oil,  creosote,  in  packages 


Item  No. 


792. 

Till. 


70S  A  . 

802 

804 

805  A.. 

806 

810-A.. 
812 


36,000 

40,  OIK) 
30,000 
la, nno 
20,000 
36,000 
36,000 
in, una 
40,000 
30,000 
30,000 

30,000 

30,0011 

36,000 
40,000 

3(1,000 
30, 000 

30,000 
40,000 


822 40,000 

834 ;  30,000 


814. 

818. 


820. 
S22. 


824. 

826. 


S2S. 
S30. 


Mini- 
mum 
i'.  I.. 
weight 


836. 

^3S. 
S40. 
S42. 
846. 
X4s. 
850. 
852. 
858. 


864 

866- A . . 
868- A . . 

872 

874- B . . 
S75-B... 
876 


878. 
880. 


24,000 
30,000 
30,000 
30,000 
30,000 

20.000 

24,000 
24,000 

40,000 

30,000 

3').  000 
30,  Olll) 

30,000 

40.000 
60,000 
30, 000 

30,000 

30,000 

30,000 
30,000 

20, 000 

to. 000 

30,000 
40,000 
36,000 
24,000 
30,000 

40,000 
24,000 
30, 000 
30,000 
40, 000 
30.000 

20,000 
12,000 
20,000 
30,000 


942 21,000 

944 30,000 

948-A...  Role  11. 
950- A... |  40,000 


882 

884 

886- A . . 
888-A . . 


VI. 
vis. 
902. 
904. 
906. 

90S. 
910. 
914. 
916. 
918. 
920. 

922. 
926. 
938. 
940. 


From  groups— 


100 

no 

115 
100 
120 

loo 
100 
100 

100 

100 

125 

110 
175 

100 
100 


100 
110 

115 

loo 
120 
100 
loo 
100 
100 
100 
125 

110 
175 

100 

100 


100 

100 

100 

100 

150 

150 

100 

100 

100 

100 

100 

ioo 

150 

150 

185 

185 

175 

175 

125 

125 

100 

110 

125 

125 

125 

125 

140 

140 

110 

110 

150 

150 

110 

110 

125 

125 

110 

110 

80 

80 

100 

100 

150 

150 

140 

140 

150 

150 

150 

150 

150 

150 

110 

110 

150 

150 

125 

125 

100 

100 

110 

110 

115 

115 

100 

100 

160 

160 

150 

150 

140 

140 

100 

100 

100 

100 

150 

150 

21  III 

200 

125 

125 

150 

150 

130 

130 

120 

120 

75 

100 

111) 

115 

100 
120 

100 
100 

100 

ioo 

125 

110 

175 

100 
100 

100 
ioo 

150 
100 

100 
100 
150 
185 

175 
125 
110 
125 
125 
140 
110 

150 
110 
125 
110 
75 
65 
100 

150 

140 

150 
150 
150 

110 

150 
125 
100 
111) 
115 

100 
160 

15a 
140 
100 

mo 

150 
200 

125 
150 

130 

120 


110 
115 



120 
Kin 
IOO 
L00 
lna 
I 'ii  i 

125 

110 
175 

100 

mn 
ioo 

100 

150 
100 

ioo 

ion 
150 
1*5 
175 
125 
110 
125 
125 
140 
110 

15(1 
110 

125 

110 
70 
60 

Kin 


150 
150 
150 
110 

150 
125 
inn 
110 
115 

100 
160 

150 
140 
100 
100 

150 
200 
125 
150 

130 
120 
75 
75 


100 
110 

115 
100 
120 

inn 
100 

Kin 
inn 
inn 
1 25 

100 

175 

100 
100 

100 
100 

150 
100 

100 
100 

150 
185 
175 

125 
110 
125 
125 

110 

110 

150 
110 
125 
111) 
70 
SO 
100 


150 
150 
1511 
111) 

150 
125 
100 
lin 
115 

100 
160 

150 
140 
100 
100 

150 
200 
125 

150 

130 
120 
75 

75 
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Statement  showing  commodity  rates  to  points  taking  "terminal  rates"  named 
in  I.  C.  C.  No.  1019,  of  R.  H.  Countiss,  agent — Continued. 


Commodity. 


Item  No. 


Mini- 
mum 
C.  L. 
weight 


From  groups- 


Oil  well  outfits  and  supplies. 
Lard  and  lard  substitutes. . . 
Paper  and  articles  of  paper: 

Books,  periodicals,  etc. . . 

Basins,  cups,  dishes,  etc.. 

Boxes,    paper    or    fiber 
board. 

Boxes,  strawboard 

Toilet  paper,  etc 

Pickles,  etc 

Pine  tar,  in  tank  cars 

Pitch  and  tar 

Pipe  casing,  etc 

Plaster  work,  etc 

Photographic  dry  plates,  etc  . 
Plumbers'  goods,  viz: 

Cement,  concrete   bath- 
tubs, etc. 

China    or    earthenware 
tubs,  etc. 

Iron  or  steel  tubs 

Do 

Iron  or  steel  fountains, 
etc. 

Iron  or  steel  sinks,  etc 

Laundry    tubs,    ranges, 
etc. 

Cocks,  service,  etc 

Wooden  or  fiber 

Potash,  chlorate  of 

Potash,  nitrate  of 

Powder  keg  material 

Pulp  wood 

Pumps,  etc 

Do 

Pumps,  spraying,  etc 

Railway  supplies 

Railway  supplies 

Brake  shoes 

Car  wheels,  etc 

Tie  plugs,  etc 

Refrigerators 

Refuse  burner  material 

Resin 

Rice,  etc 

Rice  flour,  rice  meal,  etc 

Road  making  and  grading  im- 
plements. 

Roofing,  metal 

Root  beer  sirup 

Rubber,  crude,  etc 

Rubber  boots  and  shoes 

Rubber  clothing 

Rubber  rings,  fruit  jar 

Rubber  pneumatic  tires,  etc. . 
Rubber  tires  not  pneumatic, 
etc. 

Sadirons 

Sand,  etc 

Sand,  silica 

Scales  and  scale  beams 

Screens,  door  and  window 

Seed,  beet 

Sewing  machines  and  parts . . 

Sheep  dip 

Shot,  iron  or  steel 

Signs,  advertising 

Slate,  roofing 

Soda  fountain  supplies 

Springs,  auto,  carriages,  etc. . 

Springs,  wire 

Stacker  ladders,  etc 

Stamped  ware  and  tinware... 
Stearic  acid,  etc 


952. 
962. 


976 

978-A . . 
980 


982 

9S6-B... 
992 


996.. 
998.. 
1004. 
1006. 

1008. 

1010. 


101 2- A . . 
1014-A . . 
1016 


1018. 

1020. 


1024... 
1026. . . , 
102S. . . . 
1029. . . . 
1052. . . . 
1034.... 
1038. . . . 
1040. . . . 
1044..., 
1064.... 
1068-A . 
1070- A . 
1072-A . 
1074.... 
1076.... 
1078.... 
1080. . . . 
1082.... 
1084.... 
1086. . . . 


1090.... 
1092. . . . 
1094.... 
1096.... 
1098.... 
1100.... 
1102-B. 
1104-A . 


1108 

1114-A.. 

1115 

1120 

1122-A.. 

1126 

1128 

1132 

1140 

1141-B . . 

1144 

1146-A.. 

1152 

1154 

1156 

1158-A . . 
1164 


30,000 
30, 000 

30,000 
24,000 
24,000 

24, 000 
26,000 
40,000 
Rule  11 
60,000 
30,000 
24,000 
30,000 

40,000 

36,000 

30,000 
30,000 
40,000 

40,000 
40,000 

36,000 
36,000 
36,000 
80,000 
36, 000 
36,000 
30,000 
36,000 
24,000 
40,000 
40,000 
50,000 
40,000 
36,000 
18,000 
40,000 
40,000 
40,000 
40,000 
30,000 

30, 000 
40,000 
30,000 
30,000 
24,000 
30,000 
16,000 
30,000 

24,000 
60, 000 
SO,  000 
30,000 
24,000 
30,000 
20,000 
30, 000 
40,000 
22,000 
40,000 
36, 000 
40,000 
24,000 
40,000 
22,000 
40, 000 


150 

125 

140 
125 

165 

135 

110 

inn 


100 
100 
200 

130 

125 

160 
125 
125 

125 
125 

100 
125 
100 
75 
90 
75 
135 
110 
150 
150 
100 
70 
80 
100 
135 
95 


85 
150 

100 
85 
125 
125 
175 
100 
220 
125 

160 


120 
120 
100 
150 

85 
100 
120 

80 
150 
100 
110 

80 
120 
100 


150 

125 

140 

12:, 
165 

135 

110 

inn 


inn 
ion 
2i  in 


125 

160 
125 
125 

125 
125 

100 
125 
100 
75 
90 
75 
135 
110 
150 
150 
100 
70 
80 
100 
135 
95 


85 
150 

100 
85 
125 
125 
175 
100 
220 
125 

160 


120 
120 
100 
150 

85 
100 
120 

80 
150 
100 
110 

80 
120 
100 


150 
125 

140 
125 
165 

135 
110 
100 


100 
100 
200 

130 

125 

160 
125 
125 

125 
125 

100 

125 

100 

75 

90 

75 

135 

110 

150 

150 

100 

70 

80 

100 

135 

95 

160 


85 
150 

100 
85 
125 
125 
175 
100 
220 
125 


120 
120 
100 
150 

85 
100 
120 

80 
150 
100 
110 

80 
120 
100 


150 
125 

140 

12.", 
165 

135 
110 

100 
60 
55 
100 
100 
200 


125 

160 
125 
125 

125 
125 

100 
125 
100 
75 
90 
75 
135 
110 
150 
150 
100 
70 
80 
100 
135 
95 
55 
65 
85 
150 

100 
85 
125 
125 
175 
100 
220 
125 

160 
50 
40 
120 
120 
100 
150 
85 
100 
120 
80 
150 
100 
110 
80 
120 
100 


150 
125 

140 
125 
165 

135 

110 
100 
60 
55 
100 
100 
200 


125 

160 
125 
125 

125 
125 

100 
125 
100 
75 
90 
75 
135 
110 
150 
150 
100 
70 
80 
100 
135 
95 
55 
60 
85 
150 

100 
85 
125 
125 
175 
100 
220 
125 

160 
50 
40 
120 
120 
100 
150 
85 
100 
120 
80 
150 
100 
110 
80 
120 
100 


1  Applies  only  from  Mobile,  Ala. 
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Statement  shoiomg  commodity  rates  to  points  taking  "terminal  rates"  named 
in  I.  C.  C.  No.  1019,  of  R.  H.  Covntiss,  agent — Continued. 


Commodity, 


and 


Stoves: 

Cooking     cabinets 

tireless  cookers 

Furnaces,  etc 

Furnaces,  cast  iron,  etc.. 

Gas  grates,  etc 

Ovens,  bakers 

Cooking  or  heating  stoves, 
etc. 
Do 

Gas,  gasoline,  or  oil  stoves, 
etc. 

Radiators  and  coils 

Water  heaters 

Stove  boards 

Sugar 

Sulphur 

Sweat  and  collar  pads 

Sirups,  molasses,  etc 

Glucose  in  barrels 

Glucose  and  molasses  in  tank 
cars. 

Talc 

Talking  machines,  etc 

Tallow 

Tanks,  oil 

Tanning  extract  in  tank  cars. 

Tanning  materials 

Tapioca,  etc 

Targets,  clay  or  pitch 

Tea 

Tent  pins,  wooden 

Tin  and  articles  of  tin: 

Tin  can  stock 

Tin  ridge  caps,  etc 

Tin  strips 

Tin,  pig 

Tin  foil 

Tobacco,  viz: 

Cigarettes,  etc 

Domestic 

Smoking,  plug,  etc 

Tow 

Toys 

Tree  nails 

Trucks,  store,  etc 

Trunks,  etc 

Trunk  slats 

Turpentine,  etc 

Turpentine,  etc.,  in  tank  cars. 
Vehicle  material,  viz: 

Club  spokes 

Hub  blocks 

Rims,  bows,  etc 

Sawed  felloes,  etc 

Rims,  shafts,  etc 

Singletrees,  etc 

Spokes  and  hubs 

Wheels,  wooden 

Wagons,  farm,  etc 

Motorcycles,  etc 

Vehicle  parts,  self-propelling: 

Front  axles,  etc 

Wheels,  wooden 

Wind  shields  and  frames . 

Wheels,  motor  truck 

Washboards 

Water  coolers,  etc 

Wheelbarrows,  etc 

Window   shades,   materials, 

etc. 
Wire,  and  wire  goods,  viz: 

Wire  aluminum,  etc 

Wire  cloth  and  netting. . . 

Wire  mattress,  woven! . . . 


Item  No. 


1168 

1170 

1172- A.. 

1174 

1176 

1178 


1180. 
1182. 


1183.... 
1184.... 
1185-A. 
1188.... 
1191- A. 
1192.... 
1194-B. 
1196.... 
1198.... 


Mini- 
mum 
('.  1.. 
weight. 


24,000 
24,000 
40,000 
24, 000 
24,000 
24,000 

20,000 
24,000 

40, 000 
20, 000 
30, 000 
36,000 
60, 000 
20, 000 
36,000 
30,000 
Rule  11 

60,000 
24, 000 
40,000 
12,000 
Rule  11 
40, 000 
40, 000 
30, 000 
40, 000 
40,000 

40, 000 
30, 000 
30,000 
80, 000 
30, 000 

30, 000 
20,000 
40, 000 
24,000 
20,000 
40, 000 
30,000 
12,000 
40,000 
30,000 
Rule  11 

36, 000 
36, 000 
30,000 
36, 000 
30, 000 
30, 000 
30, 000 
24,000 
24, 000 
1306-A..    17,500 


From  groups- 


1202... 

1204-A 

1206... 

1208... 

1210... 

1212... 

1215- A.. 

1216.. 

1217.. 

1217.. 


1220. 
1222. 
1224. 
1223. 
1225. 


1228..., 
1232.... 
1244.... 
1248.... 
1250-C  . 
1251.... 
1254.... 
1256.... 
1258.... 
1260-A . 
1262.... 


1278. 
1280. 
1282. 
1284. 
1286. 
1288. 
1290. 
1292. 
1300. 


1310- A . 
1312.... 
1314.... 
1313-A . 
1316.... 
1318.... 
1320.... 
1322.... 


1324. 
1326. 
1332. 


36, 000 
30, 000 
30, 000 
30, 000 
24, 000 
22, 000 
24, 000 
30,000 


30, 000 

36,  lldO 
20,000 


150 
150 
110 
150 
150 
130 

150 
130 

100 
170 
100 
100 
100 
125 
75 
75 
80 

75 
175 
125 
200 
115 
110 
100 
110 
125 


85 
110 

75 
100 
225 

200 
150 
125 
110 
150 
100 
140 
260 


125 
125 

95 
85 
115 
90 
115 
115 
115 
125 
125 
250 

175 
200 
250 
125 
100 
120 
100 
110 


150 
120 
120 


150 
150 
110 
150 
150 
130 

150 
130 

100 
170 
100 
100 
100 
125 
75 
75 
80 

75 
175 
125 
200 
115 
110 
100 
110 
125 

80 

85 
110 

75 
100 
225 

200 
150 
125 
110 
150 
100 
140 
260 


125 
125 

95 
85 
115 
90 
115 
115 
115 
125 
125 
250 

175 
200 
250 
125 
100 
120 
100 
110 


150 
120 
120 


150 
150 
110 
150 
150 
130 

150 
130 

100 
170 
100 
100 
100 
125 
75 
75 
80 

75 
175 
125 
200 
115 
110 
100 
110 
125 


85 
190 

75 
100 
225 

200 
150 
125 
110 
150 
100 
140 
260 


125 
125 

95 
85 
115 
90 
115 
115 
115 
125 
125 
250 

175 
200 
250 
125 
100 
120 
100 
110 


150 
120 
120 


150 
150 
110 
150 
150 
130 

150 
130 

100 
170 
100 
100 
100 
125 
75 
75 
80 

75 
175 
125 
200 
115 
110 
100 
110 
125 


85 
110 

75 
100 
225 

200 
150 
125 
110 
150 
100 
140 
260 
85 
125 
125 

95 
85 
115 
90 
115 
115 
115 
125 
125 
250 

175 
200 
250 
125 
100 
120 
100 
111) 


150 
120 
120 


150 
150 
IK) 
150 
150 
130 

150 
130 

100 
170 
100 
100 
LOO 
125 
75 
75 
80 

75 
175 
125 
200 
115 
110 
100 
110 
125 

80 

85 
110 

75 
100 
225 

200 

15(1 

125 

llii 
150 
L00 
lln 
260 
85 
1 25 
125 


95 
85 
115 
90 
115 
115 
115 
125 
125 
250 

175 
200 
250 
125 
100 
120 
100 
lln 


150 
120 

120 


1564 


INTERSTATE   AND   FOREIGN    TRANSPORTATION. 


Statement  shotomg  commodity  rates  to  points  taking  "  terminal  rates  "  named 
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Commodity. 


Item  No. 


Mini- 
mum 
C.  L. 
weight. 


From  groups— 


D 

E 

150 

150 

125 

125 

115 

115 

165 

165 

150 

150 

225 

225 

150 

150 

100 

100 

125 

125 

90 

90 

95 

95 

95 

95 

65 

65 

85 

85 

85 

85 

90 

90 

85 

85 

105 

105 

100 

100 

90 

90 

85 

85 

105 

105 

95 

95 

85 

85 

95 

95 

85 

85 

90 

90 

75 

75 

65 

65 

90 

90 

65 

65 

65 

65 

65 

65 

85 

85 

85 

85 

85 

85 

85 

85 

100 

100 

85 

85 

100 

100 

65 

65 

85 

85 

80 

80 

75 

75 

65 

65 

75 

75 

75 

75 

65 

65 

85 

85 

6-5 

65 

90 

90 

75 

75 

65 

65 

65 

65 

85 

85 

85 

85 

85 

85 

75 

75 

100 

100 

85 

85 

100 

100 

90 

90 

90 

90 

90 

90 

85 

85 

85 

85 

90 

90 

90 

90 

85 

85 

85 

85 

Woodenware  or  flberware  — 
Wooden  veneer  dishes  or 
plates. 

Bungs  and  plugs 

Woodenware,  woven 

Wool  in  grease 

Wool,  scoured 

Wool  combings,  etc 

Zinc,  chloride  of,  etc 

Zinc,  plate,  slab,  and  sheet . . . 

Anchors,  iron,  etc 

Bags  and  bagging 

Calcium,  carbide  of 

Calcium,  chloride  of,  in  drums. 

Canned  goods 

Cocoa  beans 

Coffee,  green 

Compound,  boiler,  etc 

Cotton  factory  sweepings,  etc 

Dry  goods 

Electrical  goods 

Electric  pole  line  material,  etc. 
Hardware  and  tools: 

Lawn  mowers,  etc 

Rail  or  track ,  door 

Screws,  iron  or  steel 

Sledges,  wedges,  etc 

Hemp,  sisal,  etc 


Iron  and  steel,  articles  of. 


Balls ,  rough  forged 

Bar,  etc 

Billets,  blooms,  etc 

Bolts,  nuts,  etc 

Butts  and  hinges,  etc.... , 

Castings,  etc 

Chain,  etc 

Crowbars,  etc 

Cylinders,  etc 

Elevator  guides,  etc 

Lathing,  etc 

Nails,  spikes,  etc 

Nails,  horseshoe 

Pipe  flttinps,  etc 

l'ipe,  cast  iron,  etc 

Do 

Conduits,  iron 

Pipe,    wrought    iron    or 
steel. 
Do 

Pipe  bands  or  rods 

Plate  and  sheet,  etc 

Shafting 

Sheet,  etc 

Shingle  bands,  etc 

Shoes, horse,  mule, andox 

Shoes ,  heads,  rings,  etc. . . 

Sucker  rods,  etc 

Tubing 

Tubing,  open  seam 

Wine 

Lye 

Marline  and  oakum 

Oil,  petroleum  and  products 
Oils,  castor,  cocoanut,  etc  — 

Oils,  in  tank  cars 

Oil,   linseed,   in   barrels   or 
drums. 

Oil,  linseed,  in  tank  cars 

Oil,  cottonseed 

Oil,  cottonseed,  in  tank  cars. 

Oilcloth,  linoleum,  etc 

Paint 


1334-A. 
1335-A. 


1336.... 
1338.... 
1340.... 
1342.... 
1344-A . 
1346.... 
1352.... 
1356-A . 
1360-A . 
1362- A . 
1364-A . 
1366-D . 
1372-A . 
1374-A. 
1376-B . 
1378-A . 
1382- A. 
1400-A. 
1402- A . 


16,000 
24,000 


1410-A. 
1416-A. 
1424-  A. 
1434-A . 

1442- A. 

1450-E . 

1456-A. 
1458-C. 
1460-A. 
1462-C  . 
1464-A . 
1472-A. 
1480- A. 
1486-A. 

14NN  A. 
1490-A. 
1492- A. 
1496-C  . 
1498-A . 
1500-B. 
1502- A. 
1504-A . 
1506-A. 
1508- A . 

1510-A. 
1512- A  . 
1514-C  . 
1515-A. 
1516-A. 
1522-C  . 
1524-C  . 
1526- A. 
1530-A. 
1538- A. 
1540- A. 
1550- A. 
1552-A . 
1554-A . 
1556-B . 
1558-B. 
...do.... 
1.J69-A. 


...do.... 
1560- A. 
...do.... 
1562- A . 
1-)6S-B. 


45 


000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 
000 

(([ill 

000 

000 

111)11 

000 

000 
000 
000 
000 

11(11) 
1)11(1 

000 
000 
000 
000 

000 

11(1(1 

000 
000 
000 

000 

(1(1(1 

000 
000 
000 
000 

(II  III 

000 
000 
000 
000 

1111(1 

000 
000 

( 



11(111 

()()() 
000 

000 

11(10 
000 

000 

0110 
1100 

l) 

000 


Rule  11 


150 
125 

115 

165 
150 
225 
150 
100 
125 
90 
95 
95 


00(1 


Rule  11 
30,000 
Rule  11 
50,000 
40,000 

1  Western  classification. 


85 
85 
90 
85 
105 
100 
90 
85 

105 
95 
85 
95 
85 
90 
85 
75 
90 
75 
75 
75 
85 
85 
85 
85 

100 
85 

100 
75 
85 
80 
75 
75 
75 
75 

75 
85 
75 
90 
85 
75 
75 
85 
85 
85 
75 

100 
85 

100 
90 
90 
90 
85 

85 
90 
90 
85 
85 


150 
125 

115 
165 
150 
225 
150 
100 
125 
90 
95 
95 


85 
85 
90 
85 
105 
100 
90 
85 

105 
95 
85 
95 
85 
90 
85 
75 
90 
75 
75 
75 
85 
85 
85 
85 

100 
85 

100 
75 
85 
80 
75 
75 
75 
75 

75 
85 
75 
90 
85 
75 
75 
85 
85 
85 
75 

100 
85 

100 
90 
90 
90 
85 

85 
90 
90 
85 
85 


150 
125 

115 

165 
150 
225 
150 
100 
125 
90 
95 
95 


85 
85 
90 
85 
105 
100 
90 
85 

105 
95 
85 
95 
85 
90 
85 
75 
90 
75 
75 
75 
85 
85 
85 
85 

100 
85 

100 
75 
85 
80 
75 
75 
75 
75 

75 
85 
75 
90 
85 
75 
75 
85 
85 
85 
75 

100 
85 

100 
90 
90 
90 
85 

85 
90 
90 

85 
85 
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Statement  .showing  commodity  rates  to  points  taking  "terminal  rates"  named 
in  I.  C.  C.  No.  1019  of  R.  H.  Countiss,  agent — Continued. 


Commodity. 


Item  No. 


Mini- 
mum 
C.  L. 
weight. 


From  groups— 


D 

E 

100 

100 

90 

90 

90 

90 

85 

85 

95 

95 

85 

85 

85 

85 

100 

100 

65 

65 

100 

100 

90 

90 

100 

100 

100 

100 

95 

95 

90 

90 

95 

95 

65 

65 

90 

90 

65 

65 

85 

85 

95 

95 

85 

85 

95 

95 

85 

85 

85 

85 

90 

90 

100 

100 

65 

65 

85 

85 

85 

85 

85 

85 

65 

65 

85 

85 

85 

85 

75 

75 

i  1,300 

11,300 

65 

65 

Paper  and  articles  of  paper: 

Adding  machine,  nook, etc 

Bag  and  barrel  linings  — 

Book,  cover,  etc 

Book,  news  poster,  etc... 

Boxes,  pulpboard,  etc — 

Building,  etc 

Roofing  felt 

Taper,  wall,  etc 

Straw  hoard 

Toilet   paper  and  paper 
towels. 

Wrapping,  not  printed. . . 

Wrapping,  hags,  fruit,  etc 

Writing,  etc 

Potassium  and  sodium,  cya- 
nide of. 

Roofing,  etc 

Sadirons 

Ship  and  boat  spikes 

Soap,  etc 

Soda  ash,  etc 

Soda,  bicarbonate  of,  etc 

Starch  and  dextrine 

Stoves,  viz: 

Radiators  and  coils 

Sectional  boilers,  etc 

Stovepipe  iron 

Tacks,  iron,  etc 

Tile 

Tin  cans,  pails,  or  boxes 

Tin  and  terneplate 

Twine  and  cordage 

Wire  fencing,  etc 

Wire,  insulated  or  covered. . . 

W  ire  rods 

Wire  rope,  etc 

Wire  telephone   or  electric 

light  cable. 
Zinc  (spelter) 

Rails  (steel),  etc 

Rail  fastenings 


15S0-B  . 
1594-B . 
1596-B . 
1598- B . 
1600-B . 
1602-C. 
...do... 
1604-B . 
1606-A . 
1608-B . 

1610-B . 
1612-B . 
1614-B . 
1616-A . 

1618-B . 

1620- A . 
1626-C . 
1630-C. 
1638-A . 
1640-A . 
1648-A. 

1650-A . 
1652-A . 
1654-A. 
1656-A . 
1662-A . 
1664-B. 
1666-E . 
1668- A . 
1672-A. 
1680-A . 
1682-0.. 
1684-B . 
1686- A. 

1688-A . 
1690-C 
1692-C. 


40, 000 
40,000 
40,000 
40,000 
40,000 
40,000 
36, 000 
40,000 
50,000 
26,000 

40, 000 
40,000 

40, 000 
40, 000 

40,000 
40,000 
80,000 
40,000 
40,000 
50,000 
40,000 

50, 000 
50,000 

50, 000 
50,000 
40,000 
24,000 
80,000 
40,000 
30,000 
50,  000 
80,000 
50, 000 
50, 000 

40, 000 
60, 000 
60,000 


100 
90 
90 
85 
95 
85 
85 

100 


100 

90 

100 
100 
95 

90 
95 
75 
90 


90 
100 
84 
85 
85 
S5 
75 
85 
85 


85 

12  1,600 
'2  1,570 

774. 


100 
90 
90 
85 
95 
85 


100 

90 

100 
100 
95 

90 
95 
75 
90 


85 
95 

85 
95 
85 

85 
90 
100 
75 
85 
v.", 
85 
75 
85 
85 

8.5 
i  *  1,550 

12  1,510 
774 


100 
90 
90 
85 
95 
85 
85 

100 


LOO 

90 
100 
100 

95 

'.HI 

95 
75 
90 


85 
95 

85 
95 
85 
85 
90 
LOO 
75 
85 
85 
85 
7.-. 
85 
85 

85 
•12  1,300 

774 


65 


65 


I'M 


1,300 
65 


i  Rates  in  cents  per  ton  of  2.240  pounds. 

2  Applies  only  from  specific  points  named  in  item. 


Rule  11. — Cars  to  be  loaded  to  full  gallonage  capacil  v. 


ORDERS. 

At  a  general  session  of  the  INTERSTATE  COMMERCE 
COMMISSION,  held  at  its  office  in  Washington,  D.  C, 
on  the  30th  day  of  June,  A.  D.  1917. 

Fourth  Section  Order  No.  6790. 

In  the  matter  of  reopening  Fourth  Section  Applications  205,  342,  343,  344,  349, 
350,  352.  and  10336,  filed  by  It.  H.  Countiss,  agent,  for  and  on  behalf  of 
various  transcontinental  carriers  for  authority  to  continue  lower  rates  on 
certain  commodities  from  eastern  defined  territory  to  Pacific  coast  ports 
than  the  rates  contemporaneously  applicable  on  like  traffic  to  intermediate 
points ;  and  in.  the  matter  of  reopening  Fourth  Section  Applications  9813, 
10110,  10126,  10155,  10186,  and  10189,  filed  by  R.  H.  Countiss,  agent,  for 
and  on  behalf  of  The  Southern  Pacific  Company  Atlantic  steamship  lines, 
The  Atchison,  Topeka  &  Santa  Fe  Railway  Company,  and  Mallory  Steam- 
ship Company,  respecting  rates  on  barley,  beans,  canned  goods,  asphaltum, 
dried  fruit,  and  wine  from  Californai  ports  to  points  on  the  Atlantic  seaboard 
which  are  lower  than  the  rates  contemporaneously  applicable  from  inter- 
mediate points. 

Upon  further  consideration  of  the  matters  and  things  involved  in 
the  above-entitled  case,  a  hearing  having  been  held  upon  the  appli- 
cations involved,  and  full  investigation  of  the  matters  and  things 
involved  therein  having  been  had.  and  the  Commission  having,  on 
the  date  hereof,  made  and  filed  a  report  containing  its  findings  of 
fact  and  conclusions  thereon,  which  said  report  is  hereby  referred  to 
and  made  a  part  hereof : 

It  is  ordered,  That  Fourth  Section  Orders  Nos.  124,  5409,  and 
orders  supplementary  thereto  and  all  other  orders  heretofore  entered 
in  response  to  Fourth  Section  Applications  Nos.  205,  342,  343,  344, 
349,  350,  352,  and  10336,  authorizing  carriers  to  maintain  rates  on 
commodities  from  eastern  defined  territory  to  Pacific  coast  ports 
lower  than  the  rates  contemporaneously  applicable  on  like  traffic 
to  intermediate  points,  and  Fourth  Section  Orders  Nos.  4767,  5012, 
5074,  5088,  5099,  5131,  and  orders  supplementary  thereto  and  all 
other  orders  entered  in  response  to  Fourth  Section  Applications  Nos. 
9813,  10110,  10126,  10155,  10186,  and  10189,  authorizing  carriers  to 
maintain  rates  on  barley,  beans,  canned  goods,  asphaltum,  dried 
fruit,  and  wine,  from  California  ports  to  points  on  the  Atlantic 
seaboard  lower  than  the  rates  contemporaneously  applicable  on  like 
traffic  from  or  to  intermediate  points,  be,  and  they  are  hereby, 
vacated  effective  October  15,  1917. 
1566 
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It  is  further  ordered^  That  such  portions  of  the  applications  above 
set  forth  as  ask  for  authority  to  maintain  rates  on  commodities  from 
eastern  defined  territory  to  Pacific  coast  ports  lower  than  the  rates 
contemporaneously  in  effect  on  like  traffic  to  intermediate  points,  be, 

and  they  are  hereby,  denied,  effective  October  15,  1917. 

It  is  further  ordered,  That  such  of  the  applications  above  set  forth 
as  ask  for  authority  to  maintain  rates  on  barley,  beans,  canned  goods, 
asphaltum,  dried  fruits,  and  wine  from  California  ports  to  points 
on  the  Atlantic  seaboard  lower  than  rates  contemporaneously  appli- 
cable from  or  to  intermediate  points  be,  and  the}'  are  hereby,  denied, 
effective  October  15,  1917. 

And  it  is  further  ordered,  That  tariffs  containing  rates  revised  in 
accordance  with  the  provisions  of  this  order  shall  be  made  effective 
on  statutory  notice. 


No.  9258. 

The  Commercial  Club  of  Kansas  City,  Mo. 

v. 

The  Atchison,  Topeka  &  Santa  Fe  Railway  Company  et  al. 

This  case  being  at  issue  upon  complaint  and  answers  on  file,  and 
having  been  duly  heard  and  submitted  by  the  parties,  and  full  in- 
vestigation of  the  matters  and  things  involved  having  been  had,  and 
the  Commission  having,  on  the  date  hereof,  made  and  filed  a  report 
containing  its  findings  of  fact  and  conclusions  thereon,  which  said 
report  is  hereby  referred  to  and  made  a  part  hereof : 

It  is  ordered,  That  the  complaint  in  this  proceeding  be,  and  it  is 
hereby,  dismissed. 

By  the  Commission. 

[seal.]  George  B.  McGintt, 

Secretary. 
117900— 19— vol  3 14 
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Mr.  Gardiner.  I  am  going  to  have  something  more  to  say  about 
this  Interstate  Comn  erce  Commission  in  a  few  minutes,  but  this 
thought  occurs  to  me:  What  I  am  going  to  try  to  bring  out  is  that 
ti  e  Interstate  Commerce  Commission  has  entirely  abused  its  powers. 
The  Commerce  Court  some  time  ago  abused  its  power,  and  Congress 
was  appealed  to  and  the  Commerce  Court  ceased  to  exist. 

A  close  analysis  of  the  attitude  of  the  Interstate  Commerce  Com- 
mission will  shew  you.  gentlemen,  that  it  has  abused  its  powers,  and 
we  ask  that  its  power-,  so  far  as  the  long  and  short  clause  is  con- 
cerned, be  made  to  cease  to  exist  by  reason  of  a  proper  amendment 
to  the  interstate  commerce  act,  the  fourth  section,  taking  away  all 
discretion  in  such  matters  from  the  Interstate  Commerce  Commission. 

I  want  to  read  one  thing  here.  I  want  to  show  to  what  extent  the 
defenders  of  this  discrimination  have  been  driven  in  trying  to  get 
these  rates  continued  in  existence.  On  page  252  of  this  opinion, 
which  I  have  quoted  to  you.  the  Interstate  Commerce  Commission 
repeats  an  argument  which  is  made  probably  by  the  coast  jobbers. 
It  says : 

It  is  urged  thai  the  shipbuilding  industry  on  the  Pacific  coasl  is  in  large  part 
new.  Its  great  development  within  the  lasl  year  is  due  to  extraordinary  con- 
ditions, as  the  result  of  which  merchant  ships  command  a  price  from  three  to 
five  times  as  great  as  could  have  been  secured  for  similar  ships  two  or  three 
years  ago.  It  is  urged  that  this  industry  at  this  time  is  not  able  to  stand 
material  increases  in  these  iron  and  steel  rates.  Other  industries  of  smaller 
magnitude  biit  of  importance  and  value  showed  how  their  interests  in  some 
instances  would  be  jeopardized  by  any  substantial  increases  in  these  coast  rates. 

Our  position  before  the  commission  was  that  nobody  should  be 
charged  any  more  than  the  terminal  rates  on  the  coast,  and  the  posi- 
tion was  that  if  it  was  necessary  to  raise  the  Pacific  coast  rates  in 
order  to  equalize,  that  is  perfectly  proper,  but  Nevada  does  not  want 
to  pay  any  more  than  the  terminal  rates,  and  in  opposition  to  that 
these  coast  jobbers  say  here:  "If  we  have  to  pay  any  more,  we  are 
going  to  be  hurt."  They  are  perfectly  willing  to  feather  their  own 
nests  on  this  discriminatory  rate  making  and  perfectly  willing  to  do 
an  injustice  to  the  people  of  Nevada,  but  they  say:  "For  Heaven's 
sake  do  not  hurt  us.  You  have  hurt  Nevada,  Utah,  Arizona,  New 
Mexico,  eastern  Washington,  and  all  the  intermountain  country  all 
these  years  and  given  us  an  advantage  in  this  discrimination  and 
have  been  doing  everything  you  could  to  keep  back  these  inter- 
mountain communities,  to  throttle  their  prosperity  and  diminish 
their  population;  you  have  been  doing  all  that  you  could  in  that 
direction,  but  for  Heaven's  sake  do  not  make  us  pay  any  more.  Hurt 
them  and  continue  to  hurt  them  all  you  want  to,  but  leave  use  alone 
on  the  coast.  We  have  gotten  fat  on  our  rates:  do  not  bring  about 
any  diminution  of  our  prosperity/'  That  is  the  kind  of  argument 
you  find  urged  against  equal  rates.  You  do  not  find  anything  logi- 
cal or  anything  persuasive,  but  you  simply  find,  "  Do  not  disturb 
us;  leave  us  alone:  let  conditions  be  as  they  are  at  the  present  time." 

Xow,  when  this  opinion  was  delivered — it  was  never  put  into  ef- 
fect— we  thought  we  had  something  coming  our  way.  We  thought 
we  had  approximately  the  relief  we  were  entitled  to.  because  the  com- 
mission  had  ruled  that  there  was  no  real  reason   why  the  inter- 
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mountain  country  should  be  charged  any  more  than  coast  terminals, 
and  had  ordered  the  railroad  companies  to  file  schedules  Leveling 
their  rates.  If  they  wanted  to  lower  the  Nevada  rate  to  correspond 
to  the  San  Francisco  rate,  it  was  all  right,  and  if  they  had  to  raise 
the  San  Francisco  rate  to  make  it  sufficiently  remunerative,  and 
lower  the  Nevada  rate,  it  was  all  right,  hut  'the  rates  had  to  be 
leveled,  and  the  railroads  came  to  the  Interstate  Commerce  Commis 
sion  and  said.  "You  have  overlooked  something;  Congress  recently 
passed  a  law  saying  we  could  not  raise  rate-  without  a  hearing  by 
your  commission  and  investigation  of  each  particular  commodity 
upon  which  it  is  proposed  to  raise  the  rates." 

Have  I  stated  that  correctly? 

Mr.  Bartine.  It  does  qoI  state  particular  commodities.  The  law 
is  general,  but  it  says  that  no  rates  shall  lie  raised  without  the  ap- 
proval of  the  commission. 

Mr.  Gardiner.  Without  an  investigation. 

Mr.  Bartine.  It  does  not  say  "  without  an  investigation."  It  says 
the  Interstate  Commerce  Commission  may  do  it  without  an  investi- 
gation. 

Mr.  Gardiner.  Anyway,  the  ruling  of  the  Interstate  Commerce 
Commission  was:  "It  is  very  true  you  will  have  to  come  before  us 
and  file  new  schedules,  and  we  will  have  to  go  into  this  matter  very 
thoroughly,  and  in  the  meanwhile  our  whole  opinion  and  order  of 
June  30  will  lie  suspended."  Gentlemen,  if  the  Interstate  Commerce 
Commission  had  said  to  the  railroads,  "  You  have  been  discriminating 
against  the  people  of  Nevada  for  years  and  years  and  years;  you 
have  been  charging  them  excessive  rates ;  your  own  rates  to  the  coast 
were  remunerative,  and  Ave  have  found  that  out;  level  your  prices 
by  charging  Nevada  the  terminal  rates  and  no  higher  than  the  ter- 
minal rates,  and  then  take  time  to  compile  your  new  schedules,"  you 
would  have  found  the  railroads  running  like  a  band  of  wild  coyotes 
to  get  their  schedules  on  file  with  the  commission  and  having  them 
approved.  What  was  done?  Nothing  at  all.  The  order  was  sus- 
pended, and  we  do  not  know  for  how  long  it  will  be  suspended.  Why 
was  there  not  a  ruling  which  would  level  the  rates  by  making  the 
Nevada  rates  the  same  as  the  terminal  rates,  when  this  matter  was 
brought  to  their  attention,  and  then  permit  the  railroads  to  file  sched- 
ules to  take  care  of  that?  The  Interstate  Commerce  Commission 
could  say.  "  We  can  take  care  of  yon,  but  we  are  going  to  stop  once 
for  all  this  iniquitous  practice  of  charging  exorbitant  rates  to  the 
people  of  the  intermountain  country.  Did  they  do  that?  No.  They 
said,  "  We  will  give  the  railroads  all  the  time  they  want,  continuing 
the  old  iniquitous  rates  in  effect  at  the  same  time." 

Now.  gentlemen,  in  1910 — let  me  go  back  a  little  further  than  that. 
I  do  not  know  when  the  fight  for  a  change  in  these  rates  started  be- 
fore the  Interstate  Commerce  Commission,  but  I  imagine  that  it  was 
about  10  years  ago.  Ten  years  have  gone  by  and  we  have  not  yet 
received  from  the  Interstate  Commerce  Commission  the  relief  which 
we  are  entitled  to.  In  1910,  Congress  passed  this  amended  fourth 
section  of  the  interstate-commerce  act.  and  it  provides.  "That  it 
shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions 
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of  this  act  to  charge  or  receive  any  greater  compensation  in  the  ag- 
gregate for  the  transportation  of  passengers,  or  of  like  kind  of  prop- 
erty, for  a  shorter  than  for  a  longer  distance  over  the  same  line  or 
route  in  the  same  direction,  the  shorter  being  included  within  the 
longer  distance,  or  to  charge  any  greater  compensation  as  a  through 
route  than  the  aggregate  of  the  intermediate  rates  subject  to  the  pro- 
visions of  this  act ;  but  this  shall  not  be  construed  as  authorizing  any 
common  carrier  within  the  terms  of  this  act  to  charge  or  receive  as 
great  compensation  for  a  shorter  as  for  a  longer  distance." 
Now,  here  is  an  amendment,  a  proviso — 

Provided,  however,  That  upon  application  to  the  Interstate  Commerce  Com- 
mission such  common  carrier  may  in  special  cases,  after  investigation,  be 
authorized  by  the  commission  to  charge  less  for  longer  than  for  shorter  dis- 
unites for  the  transportation  of  passengers  or  property;  and  the  commission 
may  from  time  to  time  prescribe  the  extent  to  which  such  designated  common 
carrier  may  be  relieved  from  the  operation  of  this  section:  Provided,  further, 
That  no  rates  or  charges  lawfully  existing  at  the  time  of  the  passage  of  this 
amendatory  act  shall  be  recpiired  to  be  changed  by  reason  of  the  provisions  of 
this  section  prior  to  the  expiration  of  six  months  after  the  passage  of  this  act, 
nor  in  any  case  where  application  shall  have  been  filed  before  the  commission, 
in  accordance  with  the  provisions  of  this  section,  until  a  determination  of  such 
application  by  the  commission. 

Now,  gentlemen,  Congress  does  not  indulge  in  useless,  senseless 
legislation.  I  suppose  that  when  Congress  passes  a  remedial  statute 
it  intends  it  to  afford  some  remedy,  within  some  reasonable  time. 
That  amendment  was  passed  in  1910,  and  the  people  of  Nevada,  to 
this  day,  have  had  no  relief  under  it  and  have  had  no  relief  by  reason 
of  the  tactics  of  the  Interstate  Commerce  Commission.  Now,  gen- 
tlemen, it  was  not  contemplated  in  the  proviso  that  in  exceptional 
cases  there  shall  be  no  greater  charge  for  a  short  haul  than  a  longer, 
but  it  even  says  that  they  can  not  charge  any  greater  compensation  as 
a  through  route  rate  than  the  aggregate  of  the  intermediate  rates, 
subject  to  the  provisions  of  this  act. 

I  told  you  a  while  ago  that  the  aggregate  of  the  rates  from  San 
Francisco  to  Reno,  and  from  Reno  to  Elco  amounted  to  $1.18, 1  think 
it  was.  and  that  the  rate  from  San  Francisco  to  Elco  was  77  cents, 
and  that  has  been  in  operation  all  this  time.  That  same  condition 
has  been  in  operation  to  all  points  in  the  intermountain  country  on 
the  eastward  haul.  There  have  been  westward  hauls,  where,  not- 
withstanding the  statute,  the  railroads  have  charged  more  to  the 
intermediate  points  than  to  the  coast  points. 

The  Vice  Chairman.  You  say  there  has  been  no  rearrangement 
of  the  rates  in  this  section  of  the  country  since  the  passage  of  the 
act  in  1910  ? 

Mr.  Gardiner.  Yes,  sir ;  a  slight  lowering  of  the  rates  under  a  de- 
cision which  took  place  in  1914. 

The  Vice  Chairman.  I  think,  in  the  southeastern  division,  in  rela- 
tion to  the  South  Atlantic  States  there  has  been  such  a  rearrange- 
ment, and.  in  a  great  many  cases,  satisfactorily.  Is  not  that  true, 
Mr.  Thorn? 

Mr.  Thom.  Yes,  sir;  and  I  understand,  further,  that  Judge  Bar- 
tine  has  filed  a  report  showing  that  millions  of  dollars  have  been 
saved  in  this  wTestern  country. 
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The  Vice  Chairman.  1  run  for  Congress  in  L896  on  this  very  prop- 
osition, because  we  had  been  outraged,  bul  subsequently,  1  think, 
satisfaction  has  hern  given  in  a  great  many  cases  in  our  country. 

Mr.  Gardiner.  If  that  state  el'  affairs  has  been  perfected  in  your 
country,  I  wish  to  shake  hands  with  yon  and  congratulate  yon  at  the 
end  of  this  hearing. 

The  Vice  Chairman.  It  has  not  hem  perfected;  hut  something 
has  been  done  in  that  direction.    I  do  not  want  to  go  that  far. 

Mr.  Gardiner.  We  have  been  benefited,  and  have  been  able  to  do 
some  business;  we  have  secured  some  reductions. 

Mr.  Bartine.  That  was  before  the  act? 

Mr.  Gardiner.  We  have  been  benefited  by  some  reductions  which 
have  been  given  us.  Those  reductions  were  given  us  by  the  opinion 
filed  by  Commissioner  Lane  when  he  was  on  the  Interstate  Commerce 
Commission,  and  that  helped  some ;  but  I  do  say  that  this  long-and- 
short-haul  amendment — the  amended  fourth  section — has  never  I 'ten 
to  this  day  put  in  operation  by  the  Interstate  Commerce  Commission. 

The  Vice  Chairman.  In  order  that  I  may  not  be  misunderstood,  I 
want  to  amend  my  statement  by  saying,  in  justice  to  the  railroads, 
with  their  customary  thrift,  that  they  did  not  lose  anything  in  the 
aggregate  in  these  revisions  in  my  country:  that  while  the  slighted 
towns  have  had  their  rates  reduced,  I  regret  to  say  that  the  larger 
points — the  basic  points — have  kicked  like  red  steers,  because  tin'  rail- 
roads have  not  only  recouped  by  making  good  their  losses  on  them, 
but  have  redoubled  their  losses  and  in  the  aggregate  have  made 
money. 

Mr.  Gardiner.  There  are  some  commercial  centers  in  this  country 
that  will  do  some  of  that  red  steer  kicking,  and  you  will  probabty 
hear  something  of  it  before  you  get  through  with  these  hearings. 

The  Vice  Chairman.  You  do  not  kick  on  railroads  making  the 
terminal  points  rates  larger  in  order  to  relieve  your  section? 

Mr.  Gardiner.  That  is  the  point.  I  do  not  want  to  take  a  position 
that  is  unfair  to  the  railroad  companies.  They  have  taken  a  position 
that  is  unfair  to  us,  for  years.  I  have  almost  lost  all  feeling  of  charity 
for  the  railroads,  but  I  have  some  of  it  left,  and  I  know,  at  the  present 
time,  the  railroads  are  deserving  of  consideration  from  us.  I  know 
they  have  to  have  more  revenue.  I  know  they  Inn  e  to  pay  more  for 
their  steel  and  cars  and  employees,  and  all  of  those  things  are  going 
up  all  the  time.  I  do  not  believe  that  if  these  people  make  an  applica- 
tion to  the  Interstate  Commerce  Commission  for  an  advance,  they  will 
he  refused.  I  believe,  myself,  that  the  Interstate  Commerce  Commis- 
sion at  the  present  time  should  he  devoting  nearly  all  its  time  to  a 
discussion  of  this  particular  question,  when  their  expenses  are  doub- 
ling, and  trebling — perhaps  that  is  overexaggerating  it — hut  while 
they  are  climbing  at  an  alarming  percentage  they  need  high  rates, 
and  higher  rates  should  be  given  them. 

Mr.  Sims.  Your  contention  is.  as  Par  as  I  have  gathered  it.  that  as 
far  as  the  intermountain  country  is  concerned,  the  Interstate  Com- 
merce Commission  has  made  the  exceptions  permited  under  the  law 
the  general  rule  instead  of  exceptional  cases? 

Aii-.  Gardiner.  Yes,  sir. 
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Mr.  Sims.  They  have  been  applying  exceptions  to  the  whole  coun- 
try and  consequently  the  law  has  not  been  applied  in  letter  and 
spirit? 

Mr.  Gardiner.  Exactly. 

Mr.  Sims.  I  wanted  to  see  if  that  was  your  contention. 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Sims.  And  for  this  you  hold  the  commission  responsible? 

Mr.  Gardiner.  Yes.  sir. 

Mr.  Sims.  In  other  words,  it  has  exercised  its  discretion? 

Mr.  Gardiner.  Yes,  sir;  when  the  amended  fourth  section  was 
passed  the  railroad  companies  went  to  the  commission  and  they  said, 
in  effect,  "  Here,  we  contend  that  in  every  place  where  we  have  been 
charging  a  greater  rate  for  a  short  haul  than  for  a  long  haul,  that  is 
an  exceptional  case:  a  special  case." 

The  Vice  Chairman.  They  did  file  applications  in  each  special 
case  to  allow  the  exception  in  each  case,  and  then  the  commission 
directed  that  they  should  file  amended  schedules  showing  what  they 
wanted. 

Mr.  Gardiner.  Yes.  sir;  in  effect,  though,  the  commission  made  a 
blanket  order.  "This  section  of  the  Interstate  Commerce  act  is 
hereby  suspended  in  every  case  where  a  railroad  company  wants  it 
suspended  until  such  time  as  we  can  investigate." 

The  Vice  Chairman.  But  in  the  meantime  they  were  required  to 
present  their  schedule-  \ 

Mr.  Gardiner.  They  were  required  to  present  their  schedules  and 
the  whole  thing  to  be  taken  over:  but.  gentlemen,  that  act  went  into 
effect  in  liHO  and  certainly  Congress  intended  that  there  should  be 
some  relief,  and  it  did  not  intend  that  in  every  case  where  the  railroad 
companies  saw  fit  to  charge  more  for  a  short  haul  than  for  a  long  haul 
that  that  was  an  exceptional  case.  But,  if  the  commission  construed  it 
that  way.  for  heaven's  sake  why,  in  seven  years,  have  we  not  gotten  to 
some  conclusion  on  that  subject?  Why  has  the  Interstate  Commerce 
Commission  construed  every  case  to  be  a  special  case?  I  do  not  want 
to  be  uncharitable,  but  as  a  man  who  uses  his  brain  and  his  thought 
occasionally — I  may  not  give  as  much  evidence  of  it  in  this  hearing 
as  I  would  like  to — but  I  do  use  my  brain  and  my  thought  occa- 
sionally, and  I  find  it  impossible  for  me  to  conceive  how  any  body 
of  men  could  ever  say  that  a  special  case  consists  of  every  case  which  a 
railroad  company  wants  to  have  considered.  If  there  was  some  spe- 
cial reason  it  would  be  different,  but  the  law  was  designed  to  remedy  a 
condition  which  already  existed. 

Congress  knew  what  the  condition  was  that,  existed,  and  knew 
where  these  greater  charges  were  made,  and  they  wanted  to  remedy 
that  condition,  and,  as  a  result,  passed  this  law  and  then  the  Inter- 
state (Vmmerce  Commission  virtually  nullifies  it  in  every  particular 
by  saying.  "  We  will  hold  up  the  complete  operation  of  that  act  until 
we  have  investigated  every  case  which  you  claim  to  be  a  special  case." 
It  seems  to  me  that  that,  without  going  into  details,  is  a  sufficient 
indictment  of  the  Interstate  Commerce  Commission;  our  cases  pend- 
ing for  ten  long  years  and  only  partial  relief  in  all  that  time;  this 
amended  Fourth  Section  pending  c<  r  Feven  years  and  no  relief  within 
that  time.  Why  should  the  burden  fall  on  us  all  the  while?  Why, 
during  all  that  period,  ought  wt  pay  higher  rates?  Was  not  that  In- 
terstate Commerce  Commission  made  to  stand  between  the  railroad 
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companies  and  the  common  people  and  to  adjust  things  satisfactorily 
and  speedily  for  the  common  people?  On  the  other  hand,  has  mil 
the  Interstate  Commerce  Commission  stood  between  Congress  and 
the  railroads  and  kept  the  operation  of  an  ad  of  Congress  from 
applying  to  the  railroads? 

Mr.  Sims.  Do  yon  think  there  ought  to  be  a  limitation  on  the  time 
in  which  the  commission  should  make  its  investigation,  and  if  not 
made  within  that  time  that  the  discretion  should  cease  as  a  matter 
of  law  ? 

Mr.  Gardiner.  Senator,  regarding  the  [interstate  Commerce  Com- 
mission, I  have  lost  all  faith  and  hope  and  charity. 

Mr.  Sims.  You  mean  it  ought  to  be  abolished  ? 

Mr.  Gardiner.  I  mean  they  should  be  given  no  discretion  whatever. 
They  have  had  seven  years  to  enforce  a  law  passed  by  Congre— .  and 
they  have  not  enforced  it. 

Mr.  Sims.  Is  a  public  instrumentality  of  the  Government  worthy 
of  existence  which  can  not  be  trusted  to  use  its  discretion,  wherein 
nothing  but  a  specially  qualified  body  could  use  it?  Ought  it  to 
exist  if  it  can  not  be  trusted  as  a  public  agency  ? 

Mr.  Gardiner.  I  do  not  think  it  should  be  allowed  to  exist  as  far 
as  the  long-and-short-haul  clause  is  concerned. 

Mr.  Sims.  Does  not  that  measure  its  attitude  toward  the  entire  rail- 
road service? 

Mr.  Gardiner.  I  might  say  yes,  to  a  certain  extent,  and  to  a  cer- 
tain extent  no.  Let  me  explain  in  this  fashion:  I  do  not  want. 
Senator,  anybody  to  think  that  I,  for  a  moment,  would  criticize  our 
President.  Our  President  deserves  our  cooperation  in  every  way. 
shape,  or  form,  and  he  has  mine  to  the  utmost.  If  he  had  known  and 
realized  the  conditions  which  existed  out  here,  he  would  have  acted 
differently.  But  he  has  appointed  on  the  Interstate  Commerce  Com- 
mission representatives  from  the  western  coast,  representatives  from 
the  east  coast,  and  representatives  from  the  middle  eastern  coast,  and 
there  is  not  a  solitary  representative  of  this  intermountain  country 
upon  the  Interstate  Commerce  Commission.  It  is  true  that  there  is  a 
man  from  Denver,  but  Denver  does  not  find  itself  in  the  category  of 
the  intermountain  country,  and  therefore,  Senator,  when  it  comes  to 
a  consideration  of  these  intermountain  cases.  Ave  find  ourselves  being 
judged  by  the  eastern  coast,  by  the  western  coast,  by  the  middle  and 
eastern  sections,  and  when  the  hearings  are  over  and  the  conference 
is  on  there  is  no  one  with  a  complete  knowledge  of  this  intermountain 
situation  to  make  any  plea  for  us  and  to  see  that  right  triumph-. 

I  say  take  away  discretion  from  the  Interstate  Commerce  Commis- 
sion as  it  is  constituted  now  to  grant  any  right  under  any  circum- 
stances to  a  railroad  to  make  a  greater  charge  for  a  short  haul  than 
for  a  long.  I  say  that  as  constituted  the  Inter-tale  Commerce  Com- 
mission is  not  capable  of  doing  justice  to  our  section  of  the  country. 
But  there  are  able  men  on  that  commission,  and  there  are  a  lot  of 
other  questions  before  them.  I  do  not  mean  to  say  for  a  moment 
that  those  people  are  intentionally  unfair  and  intentionally  unjust. 
They  have  gone  a  long  way  toward  helping  us,  it  is  true,  but  every 
time  thev  have  made  a  ruling  in  our  favor  there  has  been  a  string 
attached' to  it.  and  when  we  reach  forward  to  grasp  the  benefits  of  that 
ruling  the  string  is  drawn  and  we  fall  forward  on  our  faces.    When 
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they  were  asked  to  reopen  this  case  the  last  time  if  they  had  only 
said,  "We  will  put  into  effect  the  rates  as  they  actually  exist,  and  we 
will  give  relief  to  the  intermountain  country  and  let  you  ask  for 
higher  rates,"  we  would  have  had  relief.  But  no,  all  the  time  it  is, 
"Let  the  intermountain  country  continue  to  suffer;  we  will  take  care 
of  the  railroads  first." 

The  Chairman.  When  was  the  decision  by  Mr.  Lane  to  which  you 
have  referred  given? 

Mr.  Gardiner.  I  think  that  was  in  1912. 

The  Chairman.  Was  that  in  a  matter  arising  under  the  amend- 
ment of  1910? 

Mr.  Gardiner.  No,  Senator;  that  was  instituted  long  before  the 
amendment  of  1910. 

Mr.  Thom.  We  understand  that  it  was  under  the  act  of  1910. 

Mr.  Bartine.  It  does  not  make  any  difference  what  anyone  under- 
stands, it  did  not  arise  under  the  amended  fourth  section.  It  arose 
under  the  old  law.  Commissioner  Lane's  opinion  went  to  class  rates 
only. 

The  Chairman.  How  do  you  account  for  it  that  no  decision — 
though  this  amendment  passed  in  1910 — that  there  was  no  action 
from  the  commission,  according  to  your  statement,  until  June  30, 
1917?     What  was  the  reason  of  that  long  delay? 

Mr.  Gardiner.  There  were  actions  and  hearings,  and  one  thing 
and  another,  and  my  purpose  in  this  presentation  is  not  to  endeavor 
to  make  any  analysis  of  reasons  why  the  Interstate  Commerce  Com- 
mission did  not  put  that  into  effect.  I  do  not  care  what  their  reasons 
were;  the  fact  remains  that  they  did  not,  and  my  criticism  of  the 
Interstate  Commerce  Commission  is  that  they  did  not  put  that  into 
effect.  They  have  not  put  it  into  effect  at  the  present  time.  They 
started  to  put  it  into  effect  in  October  of  this  year,  under  this  opinion 
of  June  30,  and  then,  instead  of  putting  it  into  effect,  again  they 
pulled  the  string  and  again  they  in  effect  recalled  their  decision; 
they  suspended  the  operation  of  this  and  they  are  going  to  give  the 
railroad  companies  another  hearing,  and  I  suppose  our  railroad  com- 
mission will  be  carted  over  the  country  again  for  another  series  of 
hearings  like  it  was  carted  over  the  country  in  the  hearings  which 
took  place  in  the  past  years,  and  whether  we  can  get  any  decision  on 
this  subject  within  the  next  decade  I  do  not  know. 

The  Chairman.  Were  proceedings  promptly  commenced  after  the 
amendment  of  1910? 

Mr.  Gardiner.  Were  proceedings  promptly  commenced  after  this 
amendment  of  1910? 

The  Chairman.  I  can  not  understand  for  my  part  why  there 
should  be  such  a  long  time  elapse. 

Senator  Cummins.  Proceedings  were  commenced.  The  affirmative 
was  on  the  railroads. 

Mr.  Bartine.  As  soon  as  I  can  get  to  it  I  will  give  a  brief  resume 
of  what  occurred. 

Mr.  Gardiner.  You  ask  if  proceedings  were  promptly  commenced 
after  the  act  of  1910.  The  burden  was  not  upon  any  of  the  people 
who  were  suffering  by  these  discriminations  to  commence  any  pro- 
ceedings. The  railroad  companies  immediately  rushed  to  the  Inter- 
state Commerce  Commission  and  said,  "  Here,  every  case  where  we 
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are  charging  a  greater  rate  for  the  short  haul  than  for  the  long 
haul,  is  an  exception.  We  wanl  you  to  investigate  that,  bul  in  the 
meanwhile  we  wanl  you  to  suspend  the  operation  of  this  amended 
act  of  1910,'*  and  the  Interstate  Commerce  Commission  did  sus- 
pend it. 

The  Vice  Chairman.  Yet  it  is  the  right  and  has  been  the  right 
of  every  person  injured  to  file  a  petition  with  the  Interstate  Com 
merce  Commission  and  say  that  the  amendment  of  1910  was  being 
violated  and  ask  for  an  investigation  and  relief. 

Mr.  Gardiner.  That.  Senator,  was  the  effect  of  the  proceedings 
which  took  place  right  along  under  the  petition  of  the  railroad  com- 
mission.    The  act  was  in  effect  all  the  time. 

The  Vice  Chairman.  You  ought  not  to  wait  and  let  the  railroad 
companies  run  both  sides  of  the  litigation.  If  you  had  put  in  your 
petition  at  the  same  time  and  asked  that  the  suspension  be  not  al- 
lowed there  might  be  a  different  result.  One  reason  why  the  rail- 
roads are  successful  is  that  they  are  vigorous  and  hire  the  best  law- 
yers in  the  country,  and  they  keep  fighting  these  things.  If  you 
people  would  only  be  equally  vigilant  and  hire  lawyers  and  gel 
busy,  you  will  get  by  much  better. 

Mr.  Gardiner.  That  was  before  the  Interstate  Commerce  Com- 
mission— at  the  time  it  went  into  effect.  The  Interstate  Commerce 
Commission  realized  that  act  was  in  effect  and  the  railroad  com- 
panies were  fighting  to  have  that  act  suspended  and  have  all  short 
hauls  declared  to  be  special  cases,  and  the  only  fight  which  was  nec- 
essary for  the  intermountain  country  to  make  was  a  fight  to  have 
that  brought  out  and  determined  by  the  Interstate  Commerce  Com- 
mission as  rapidly  as  it  could,  and  that  fight  these  different  parties 
of  the  intermountain  country  did  make  and  made  that  as  rapidly 
as  they  could,  but  the  railroad  companies,  notwithstanding  all  the 
diligence  we  have  been  able  to  exercise,  have  been  able  to  keep  that 
decision  off  until  June  30  of  this  year,  and  then  after  wc  thought  we 
had  it  they  were  able  to  come  in  and  say,  "There  is  another  law 
that  bears  on  this  subject  that  you  must  look  into  before  you  enforce 
that  order,"  and  the  Interstate  Commerce  Commission  is  now  look- 
ing into  it. 

Mr.  Sims.  How  does  that  last  act  affect  the  decision  of  the  Inter- 
state Commerce  Commission  under  the  former  act — the  act  of  1910? 

Mr.  Gardiner.  It  affects  it  in  this  particular,  that  the  claims  of  the 
railroads  are  that  there  must  be  an  investigation  to  determine  by 
the  Interstate  Commerce  Commission  whether  or  not  they  have  the 
right  to  raise  the  coast  rates. 

Mr.  Sims.  Do  they  allege  that  it  is  their  purpose  to  raise  them? 
Did  they  file  an  increased  schedule  on  these  coast  points  ? 

Mr.  Gardiner.  There  has  been  no  increased  schedule  filed  yet. 

Mr.  Sims.  We  were  all  members  of  the  Committee  on  Interstate 
Commerce  when  that  legislation  Avas  passed  last  year,  and  I  think  I 
know  something  about  the  reason  for  adopting  that  amendment. 
There  was  a  demand  for  increased  rates,  and  it  is  provided  that  if 
schedules  are  not  acted  on  within  a  certain  time,  they  become  effective 
without  investigation.  There  was  a  conference  provision  put  into 
the  act  by  which  no  increases  should  go  into  effect  until  authorized 
by  the  commission,  because  if  the}'  had   filed  them  as  they  could 
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have  done,  in  such  volume  that  the  commission  could  not  possibly 
have  investigated  them,  they  would  have  gone  into  effect  automati- 
cally. How  does  that  prevent  the  result  of  the  final  investigation  of 
the  commission  as  to  whether  or  not  a  discriminatory  rate  existed  in 
1910,  and  that  there  was  no  special  reason  why  it  should  continue  in 
effect  ? 

Mr.  Gardiner.  I  do  not  know,  but  I  know  it  was  contended  by  the 
railroad  companies  that  that  was  the  effect  and  that  the  Interstate 
Commerce  Commission  suspended  its  ruling  on  June  30,  which  was 
to  have  gone  into  effect  on  the  1st  day  of  October.  Personally,  I 
think  there  was  no  necessity  for  it  at  all. 

The  Vice  Chair  max.  After  six  months  from  the  enactment  of  that 
amendment  in  1910  it  was  unlawful  for  the  railroads  to  collect  for 
a  short  haul  more  than  for  a  long  haul  unless  they  secured  an  excep- 
tion in  each  particular  case  from  the  Interstate  Commerce  Commis- 
sion. The  railroads  maintained — it  is  their  theory,  and  to  some  ex- 
tent it  is  correct — in  order  to  change  one  rate  you  affect  all  the  rates, 
and  that  you  unsettle  the  whole  situation  to  change  a  rate  at  one 
place.  That  is  on  the  same  theory  as  a  see-saw — you  put  down  one 
end  of  the  plank  and  the  other  end  rises — and  I  believe  the  railroads 
have  consistently  followed  the  see-saw  idea. 

Mr.  Gardiner.  I  quite  agree  with  you  that  that  is  the  position 
which  has  been  taken  by  the  railroads.  Senator. 

.Mr.  Sims.  The  point* I  do  not  understand  is  why  the  commission 
says  or  considers  that  it  is  mandatory  upon  them  to  continue  the 
condition  of  a  special  case  that  originated  under  the  law  of  1910. 

Mr.  Gardiner.  I  do  not  know  and  I  can  not  answer  that,  and  to 
tell  the  truth.  I  do  not  think  there  was  the  slightest  reason  why  the 
Interstate  Commerce  Commission  should  have  held  up  the  effects 
of  its  decision  of  June  30.  I  think  it  could  have  put  that  into  effect 
on  October  1,  just  as  it  originally  determined  to  put  it  into  opera- 
tion. I  say  that  there  was  no  legal  reason  under  the  sun  why  it 
should  not  have  been  put  into  operation,  Senator,  but  my  contention 
is  that  the  Interstate  Commerce  Commission  did  suspend  that  when 
we  thought  we  were  going  to  get  some  relief. 

Mr.  Sims.  We  are  not  all  Senators,  but  would  like  to  be,  and  I 
suppose  you  want  to  please  us. 

Mr.  Esch.  I  invoke  the  rule,  Mr.  Chairman,  with  reference  to 
cross-examination. 

Mr.  Gardiner.  I,  unfortunately,  do  not  enjoy  the  acquaintance  of 
all  members  of  this  body. 

The  Vice  Chairman.  I  do  not  know  what  rule  Mr.  Esch  wants 
to  invoke,  whether  he  wants  to  continue  to  be  called  Senator  or  pre- 
vent the  witness  from  getting  information  from  Judge  Sims. 

Senator  Cummins.  I  think  he  wants  to  have  the  witness  continue 
without  interruption. 

Mr.  Gardiner.  I  am  very  glad  to  have  anything  developed  which 
throws  any  light  upon  any  subject  at  all. 

The  Chairman.  The  rule  of  the  committee  is  that  the  questioning 
of  witnesses  will  proceed  after  the  witness  has  concluded.  You  will 
proceed  now. 

Mr.  Gardiner.  It  is  immaterial  to  me.  Any  questions  that  are 
asked  I  shall  be  only  too  glad  to  answer  them  if  I  can,  and  if  they 
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happen  to  require  a  more  intricate  knowledge  of  the  entire  situa- 
tion, I  will  pass  them  along  to  Judge  Bartine,  who  has  been  through 
this  from  the  beginning  to  the  end  and  can  give  yon  more  of  the 
history.  The  main  thing  I  want  to  do  is  to  bring  to  you  the  senti- 
ment of  this  intermountain  country,  and  the  sentiment  is  that  for  all 
this  time  Ave  have  been  discriminated  against,  the  action  of  the 
Interstate  Commerce  Commission  in  delaying  and  postponing,  grs  ing 
us  something  and  taking  it  away  again,  is  such  that  our  confidence 
in  getting  results  through  the  Interstate  Commerce  Commission  is 
so  far  shaken  that  we  stand  for  a  long-and-short-haul  clause,  iron- 
clad, and  absolutely  so,  so  that  the  railroad  companies  shall  not  lie 
able  under  any  circumstances  to  charge  more  for  the  short  haul  than 
for  the  long.  That  is  the  burden  that  the  people  of  the  State  of 
Nevada  have  been  under  for  years  and  years  and  years,  and  that  is 
their  fight. 

Let  me  ask  you  gentlemen  this:  If  a  greater  charge  for  a  short 
haul  than  for  a  long  haul  is  defensible,  why  is  it  not  something  that 
will  work  just  as  well  in  the  East  as  it  will  work  in  the  West  ?  Why 
is  it  that  on  shipments  of  grain,  and  fruit,  and  canned  good-,  and 
other  products  of  the  West  to  the  Atlantic  coast  there  is  not  a  hack- 
haul  charge,  or  why  is  it  that  there  is  not  an  increased  cost  to  the 
interior  towns?  Why  is  it  that  Cincinnati  and  Cleveland  do  not 
pay  more  than  New  York  on  shipments  which  are  made  from  our 
coast  hack  there?  The  whole  truth  of  it  is  that  this  was  conceived 
and  worked  out  long  after  the  eastern  situations  were  established, 
and  the  eastern  rates  were  established,  and  whoever  designed  this 
iniquitous  form  of  rate  making  I  do  not  know.  I  do  know  that  it 
is  in  existence  and  that  it  has  been  in  existence  out  here  for  a  pro- 
tracted length  of  time,  probably  ever  since  the  railroads  started 
operation  out  in  this  country.  Another  thing,  they  may  contend 
that  they  need  to  raise  their  rates  to  the  coast  in  order  to  get  greater 
remuneration,  but  here  is  something  for  you  gentlemen  to  bear  in 
mind:  My  information  is  that  on  every  shipment  from  the  East  to 
San  Francisco  there  is  a  certain  proportion  of  the  charge  divided 
up  among  the  different  carriers.  On  every  shipment  from  the  East 
into  Reno,  none  of  the  eastern  roads  participate  in  the  greater 
charge  to  Reno.  They  only  get  their  proportion  of  what  the  rates 
happen  to  be  if  the  goods  went  through  San  Francisco,  and  the 
western  roads  get  the  balance.  It  shows  that  these  terminal  rates 
are  remunerative  and  satisfactory  to  the  eastern  roads.  Let  the 
western  roads  show  why  it  is  necessary  to  charge  us  that  much  more. 
We  have  been  under  that  burden,  and  we  have  been  taxed  by  this 
rate  for  years  and  years,  and  we  have  done  our  very  best  to  get 
relief  from  the  Interstate  Commerce  Commission,  and  we  have  gotten 
no  relief  at  all,  and  that  is  the  reason  we  appeal  to  you. 

Let  us  illustrate  a  case:  I  believe  Senator  Townsend  lives  in  Jack- 
son, Mich.  Now.  suppose  that  Jackson,  Mich.,  was  charged  on  all 
goods  which  came  from  Xew  York  to  Jackson  the  rate  to  Chicago 
and  a  small  rate  back.  Suppose  Chicago  was  paying  75  cents,  ami 
suppose  Jackson,  Mich.,  was  charged  a  dollar.  Suppose,  also,  that 
Detroit,  that  great  automobile  center,  on  all  its  steel  which  it  gets 
from  Pittsburgh,  was  charged  the  rate  to  Chicago  and  a  rate  back 
again.     Suppose  that  was  the  condition  which  would  confront  Sen- 
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ator  Townsend.  Suppose  not  only  that  would  apply  to  Detroit,  but 
apply  to  Jackson,  and  suppose  it  applied  to  every  town  and  com- 
munity all  through  the  State  of  Michigan.  Suppose  they  were  taxed 
in  that  fashion.  I  am  picking  out  a  typical  eastern  city,  distinguish- 
ing it  from  the  western  communities.  This  is  what  we  have  in  the 
West.  Suppose  Senator  Townsend  had  that  same  condition  in  the 
State  of  Michigan.  Would  he  not  go  to  the  Senate  with  the  idea 
that  that  was  the  one  fight  above  everything  else  which  he  had  to 
contend  with?  Would  he  not  go  there  feeling  that  his  sole  duty, 
beyond  his  allegiance  to  the  country  to  end  this  war,  was  to  have  an 
ironclad  long-and-short-haul  clause  which  would  forever  shut  off  a 
condition  like  that?  If  he  did  not  take  off  his  coat  and  do  every- 
thing which  was  to  be  done  in  that  particular,  would  he  not  go  back 
to  his  community  feeling  like  he  was  a  traitor  to  his  community,  a 
Benedict  Arnold,  or  a  Judas  Iscariot?  That  is  the  situation  we  have 
here,  and  when  our  two  Senators  and  their  lone  Congressman  go  to 
Congress  and  favor  an  ironclad  long-and-short-haul  clause  before 
everything  else  except  their  allegiance  to  this  country  in  the  war,  and 
when  they  fight  for  it  and  appear  before  the  Senate  and  House  com- 
mittees in  their  hearings  and  ask  for  this,  and  when  these  other  Sen- 
ators and  Representatives  of  this  western  country,  and  when  all  these 
western  Congressmen  and  Senators  make  that  kind  of  a  fight,  do  not 
look  at  them  as  western  fanatics  or  western  crazy  men,  but  look  at 
them  as  men  trying  to  right  a  wrong  and  an  injustice  and  change  an 
arbitrary  discriminating  situation  which  has  been  existing  against 
this  intermountain  country  from  the  beginning  of  things,  and  re- 
member that  we  have  come  to  the  last  fight  and  that  we  are  going 
to  fight  it  to  a  conclusion.     That  is  the  position  we  take  here. 

There  is  one  thing  I  want  to  say,  and  I  say  it  with  just  a  little 
hesitation,  but  I  know  you  gentlemen  will  take  it  in  good  part;  I 
understand  there  is  going  to  be  a  meeting  of  this  committee  in  Port- 
land.    There  has  been  one  in  San  Francisco. 

The  Chairman.  There  will  be  none  in  Portland.  San  Francisco 
is  the  only  place.  It  is  expected  that  those  who  wish  to  be  heard  in 
the  intermountain  and  Pacific  region  will  come  here.  That  has  been 
the  determination  of  the  committee. 

Mr.  Gardiner.  I  was  justvgoing  to  make  this  suggestion:  The  peo- 
ple of  the  intermountain  country  have  been  asked  to  come  down  here 
in  the  stronghold  of  the  enemy.  I  am  very  glad  to  have  the  oppor- 
tunity of  coming.  I  know  you  gentlemen  are  all  open-minded  and 
that  you  are  going  to  weigh  this  thing  and  weigh  it  thoroughly,  but 
there  is  a  sort  of  saturated  atmosphere  clown  here,  and  that  saturated 
atmosphere  is  not  the  cool,  clear,  bracing,  invigorating  mountain  air 
that  you  get  in  this  intermountain  country-  It  is  more  or  less  pol- 
luted, and  the  pollution  consists  in  this  discriminatory  idea  which  I 
have  been  describing  to  you  gentlemen,  or  endeavoring  to  describe  to 
you,  and  different  people  that  you  will  talk  with  are  of  the  leave- 
well-enough-alone  type,  and  consequently  beyond  the  few  speeches 
that  you  may  hear  from  different  people  at  a  distance,  who  are  op- 
posing you  in  this  subject,  the  whole  tendency  and  the  whole  psycho- 
logical effect  is  going  to  be  antagonistic  to  this  intermountain  region. 
Do  you  not  think  if  you  gentlemen,  after  sitting  here,  came  up  for  a 
couple  of  days  to  Reno  and  then  went  up  for  two  or  three  days  to 
Spokane,  you  would  get  the  other  atmosphere  on  this  situation  ? 
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The  atmosphere  up  there  is  very  invigorating  and  a  \er\  inspiring 
one  on  tins  question,  and  you  will  find  thai  the  whole  people  in  all 
that  section  are  up  in  arms  on  this  one  particular  subject,  and  that 
that  is  their  one  fight,  that  they  want  this  ironclad  Long-and-shori 
haul  hill,  and  they  want  all  discretion  in  that  connection  removed 
from  the  Interstate  Commerce  Commission.  I  wish  to  thank  von 
gentlemen  very  much  for  listening  to  me  so  patiently,  and  I  extend 
to  you,  on  behalf  of  Reno  and  the  whole  intennonntain  country,  a 
most  cordial  invitation  to  hold  at  least  a  short  session  in  one  of  those 
communities.  I  think  if  you  will  talk  it  over  among  yourselves  von 
will  find  that  it  is  a  rather  fair  courtesy  to  extend  us.  and  that  the 
reward  to  all  of  you  gentlemen  of  a  better  insight  into  the  situation 
will  be  a  very  material  compensation  for  your  coming  there,  and 
you  can  see  for  yourselves  the  extent  to  which  this  intermountain 
country  has  been  held  back  by  the  discrimination  which  has  been 
exercised  for  so  many,  many  years.    I  thank  you.  gentlemen. 

The  Chairman.  Are  there  any  questions  you  want  to  ask  Mi'. 
Gardiner.  Senator  Cummins? 

Senator  Cummins.  I  think  there  are  a  few  questions  I  would  like 
to  ask.  I  would  like  you  to  divide  this  subject  into  two  parts  so  that 
we  can  look  at  the  matter  from  two  standpoints,  which.  1  think,  are 
entirely  distinct.  It  is  very  evident  that  a  coast  community  is 
benefited  by  a  discriminating  rate,  and  I  can  understand  the  selfish 
motives  of  San  Francisco  or  any  other  coast  city  that  prompts  it  to 
insist  on  those  rates.  I  want  you  to  look  at  it  a  minute  from  the 
standpoint  of  the  carriers.  These  rates  have  been  made  by  the  car- 
riers, have  they  not? 

Mr.  Gardiner.  They  have. 

Senator  Cummins.  You  expressed  a  great  sympathy  with  the  rail- 
roads, but  I  assume  that  you  meant  by  that  that  you  are  in  sympathy 
with  them  when  they  are  right,  and  you  are  opposed  to  them  when 
they  are  wrong — that  is  right,  is  it  not? 

Mr.  Gardiner.  Correct. 

Senator  Cummins.  The  tenor  of  your  argument  is  that  they  have 
been  wrong  about  this  whole  matter  and  you  are  opposed  to  them 
in  that  respect,  are  you  not? 

Mr.  Gardiner.  I  am. 

Senator  Cummins.  I  would  like  to  know  from  your  point  of  view 
why  the  railroads  desire  to  build  up  the  western  portion  of  Cali- 
fornia and  of  Oregan  and  of  Washington  at  the  expense  of  the  inter- 
mountain States? 

Mr.  Gardiner.  I  do  not  know. 

Senator  Cummins.  TVe  have  heard,  and  most  of  us  believe,  that  the 
chief  object  of  a  common  carrier  is  to  make  money — -it  is  not  very 
altruistic,  generally  speaking.  I  would  like  to  know  from  some  one 
who  lias  studied  the  question — and  I  know  you  hav< — why  it  is  that 
the  railroads  pursue  this  policy  which  has  been  a  voluntary  one  upon 
their  part? 

Mr.  Gardiner.  Senator,  I  would  like  to  be  able  to  answer  that. 
I  will  tell  you  what  I  think.  I  believe — you  know  this  rate-making 
business,  and  the  condition  in  which  it  is  in  the  intermountain  coun- 
try, goes  away,  way  back.  It  goes  back  to  the  beginning  of  a  Hairs. 
when  the  early  population  was  along  the  coast,  and  when  the  interior 
was  more  or  less  of  a  waste,  and  1  suppose  under  those  particular 
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circumstances  they  started  in  with  making  a  through  rate,  and  I 
suppose  all  the  goods  did  first  go  to  San  Francisco,  which  was  the 
terminal,  and  I  suppose,  then,  after  that  the  railroads  began  building 
in  different  directions,  and  that  goods  actually  did  go  to  San  Fran- 
cisco and  then  were  hauled  back  to  these  other  communities,  and  I 
suppose  that  back-haul  proposition  went  into  effect.  It  is  true,  to  a 
certain  limited  extent,  that  there  was  in  the  early  days  some  water 
competition  and  that  was  taken  up  as  an  excuse  for  the  establish- 
ment of  terminal  rates.  Then,  as  these  more  remote  sections  from 
the  terminals  built  up,  that  back  haul  became  more  and  more  pro- 
nounced and  it  was  seen  to  be  more  and  more  of  a  revenue  producer, 
and  I  believe  that  gradually  grew  up.  N.ow,  jobbing  interests  have 
grown  up  here,  and  it  is  a  condition  which,  if  remedied,  is  going  to 
hurt,  to  a  certain  extent,  the  jobbing  interests  here  on  the  coast. 
Naturally  they  are  the  heavier  jobbers  of  goods,  and  they  are  closer 
to  the  railroad  companies,  and  they  enjoy  their  friendship  better, 
and  all  of  that;  and,  to  tell  the  truth,  I  believe  this  is  more  of  a 
jobbers'  fight  than  it  is  a  railroad  fight. 

I  do  not  believe  the  railroad  cares  how  it  gets  money.  I  believe 
it  would  just  as  lief  charge  as  much  here  as  it  charges  to  all  of  us 
in  the  intermountain  country,  and  I  believe  the  railroads  feel  where 
they  can — if  they  would  give  more  favorable  rates  to  the  intermoun- 
tain country,  the  railroads  would  be  favored.  I  believe  it  is  a  job- 
bers' fight.  There  are  several  railroads  which  come  in  here,  and  if 
one,  for  a  minute,  conceded — if  one  of  the  railroads  should  immedi- 
ately start  to  concede  any  rights  to  the  intermountain  country,  the 
jobbing  interests  would  ship  over  the  other  roads,  and  the  result  is 
that  each  railroad  is  afraid  to  make  the  change.  Honestly  and  sin- 
cerely, I  believe  that  is  the  case.  I  believe  the  railroads  would  just 
as  lief  make  that  change.  They  will  not  admit  it,  because  if  they 
did  admit  it,  the  cat  would  be  out  of  the  bag  on  the  part  of  the  rail- 
road represented  by  the  man  who  made  the  admission,  and,  there- 
fore, the  traffic  would  go  to  the  other  railroads.  I  believe  this  is 
more  a  jobbers'  fight  than  a  railroad  fight. 

Senator  Cummins.  Whatever  else  may  be  charged  against  the  rail- 
roads, I  think  we  all  have  conceded  that  they  are  managed  intelli- 
gently ;  that  is.  they  know  what  they  are  doing  and  they  know  why 
they  are  doing  it. 

Mr.  Gardiner.  I  do  not  doubt  that. 

Senator  Cummins.  And  if  they  thought  they  could  make  more 
money  by  giving  you  the  rates  which  you  believe  you  ought  to  have, 
do  you  not  think  they  would  do  it?  Are  they  so  completely  under 
the* control  of  the  jobbers  of  the  United  States  along  the  coast  that 
they  are  not  at  liberty  to  do  what  they  might  think  is  the  best  thing 
for  their  own  interests  ? 

Mr.  Gardiner.  There  are  a  lot  of  ramifications  to  a  railroad  com- 
pany. A  railroad  company  does  not  consist  of  its  tracks,  its  cars,  and 
its  business  managers ;  it  consists  of  its  directors,  its  stockholders,  its 
bankers,  its  shippers — the  ramifications  are  so  great,  they  are  so  big 
and  an  interwoven  fabric,  that  I  am  not  prepared  to  say  that  the 
railroads  would  consider  it  a  good  business  thing  to  break  away  if 
they  wanted  to. 

Senator  Cummins.  That  is  a  paraphrase  for  saying  the  railroads 
pursue  this  policy  because  of  some  ulterior  benefit  that  those  who  are 
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connected  with  the  railroads  may  secure  out  of  the  business  carried  or 
done  on  the  Pacific  coast,  is  it  not  \ 

Mr.  (  rARDINER.    YeS,  sir. 

Senator  Ci  umins.  Are  you  of  the  opinion  that  if  these  incidental 
things — if  they  may  he  called  incidental-  were  entirely  eliminated, 
that  the  railroads  could   by   a    proper  adjustment   of  their  tariffs 

make  as  much  money  as  they  now  make  under  their  existing  rates? 

Mr.  ( rARDINER.  Certainly. 

Senator  Cummins.  The  men  who  manage  the  railroads  are  per- 
fectly aware  of  the  resources  of  these  intermountain  States  and  of 
their  capacity  for  development  and  growth,  of  course? 

Mr.  Gardiner.  Certainly. 

Senator  Cummins.  There  is  nobody  better  acquainted  with  the  sit- 
uation of  these  various  States  and  what  they  are  capable  of  doing 
than  the  railroads  themselves.  Now,  the  conclusion  of  your  argu- 
ment is  that  the  railroads  have  deliberately  thwarted  or  prevented 
the  growth  <mfl  development  of  these  States  in  order  to  build  up  the 
terminal  points? 

Mr.  Gardiner.  I  am  not  prepared  to  give  a  reason  for  the  railroad-. 
but  I  do  say  that  is  the  effect  of  their  policy. 

Senator  Cummins.  I  am  now  assuming  a  time  and  a  condition  of 
no  substantial  competition  by  water,  for  1  have  long  been  persuaded 
that  that  was  a  mere  superficial  excuse  or  reason  given,  and  I  have 
always  thought  there  must  be  some  other  reason  than  competition  by 
water  for  the  extraordinary  situation  which  has  existed  for  a  very 
loner  time.     I  am  trying  to  find  out  the  reason. 

Mr.  Gardiner.  I  wish  I  could  enlighten  you,  but  I  can  not.  I  can 
not  tell  what  the  reason  is  unless  it  is  alonjr  the  lines  which  I  have 
given  you.  Of  course,  there  is  one  other  thing  that  may  be  in  mind 
now.  which  is  causing  this  fight,  and  that  is  the  potential  or  possible 
water  competition  of  the  future,  that  there  might  come  a  time  when 
they  will  need,  or  when  they  will  want  to  make  greatly  lower  ter- 
minal rates  in  order  to  complete  with  the  steamboat  line-,  and  do  not 
want  to  abandon  the  higher  charges  for  the  intermediate  points,  hut 
keep  them  held  up  for  a  time  when  they  really  will  need  something 
of  that  kind.  There  may  be  something  in  that,  but  that  is  merely 
speculative. 

Senator  Cummins.  Do  you  believe  that  water  competition  is  likely 
to  deprive  the  railroads  of  sufficient  traffic  so  that  their  entire  facili- 
ties will  not  be  demanded  in  carrying  the  traffic  that  they  will  gel 
anyhow  ? 

Mr.  Gardiner.  No:  I  do  not  for  a  minute.  There  will  be  some 
things  that  will  go  via  water,  but  only  comparatively  few.  and  the 
demands  on  the  railroads,  I  think,  beyond  any  doubt,  will  be  always 
what  they  can  carry.  The  matter  of  time  enters  into  these  ship- 
ments always. 

Senator  Cummins.  Barring  occasional  and  very  unusual  condi- 
tions of  depression,  the  growth  of  the  country  taxes  to  its  limits  the 
capacity  of  the  carriers  to  do  the  business  offered  to  them? 

Mr.  Gardiner.  It  does. 

Senator  Cummins.  And  have  you  ever  known  a  time  when  water 
competition  took  away  from  the  railways — the  transcontinental  rail- 
ways— a  sufficient  amount  of  traffic  to  leave  idle  any  considerable 
part  of  the  railway  equipment? 
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Mr.  Gardiner.  Not  only  have  I  never  known  of  such  a  time,  but  I 
do  not  believe  there  was  ever  such  a  time. 

Senator  Cummins.  And  from  that  point  of  view,  there  is  no  likeli- 
hood of  there  being  such  a  time  ? 

Mr.  Gardiner.  That  is  correct. 

Senator  Cummins.  So  that  the  desire  of  the  railway  companies — 
and  it  is  a  natural  one — to  employ  their  facilities  to  their  reasonable 
capacity  does  not  account  for  the  difference  between  the  rates  which 
have  been  established  for  the  terminal  points  as  compared  with  the 
rates  established  for  the  intermediate  or  intermountain  points,  at  all, 
does  it? 

Mr.  Gardiner.  No  ;  I  can  not  see  how  it  does. 

Senator  Cummins.  You  have  not  thought  that  the  railroads  are 
unconscious  of  what  might  be  accomplished  by  reasonable  rates  to 
the  intermountain  country,  have  you? 

Mr.  Gardiner.  No,  sir. 

Senator  Cummins.  I  wish  you  would  put  on  record  your  views  of 
how  these  intermountain  communities  may  grow  if  they  were  given 
proper  encouragement;  their  population  is  now  not  great  as  com- 
pared with  some  parts  of  the  country,  but  I  would  like  to  have  the 
record  show  your  views  of  the  future  with  regard  to  these  countries. 

Mr.  Gardiner.  Well,  I  believe.  Senator,  in  the  first  place,  that  any 
community  which  is  more  or  less  dependent  upon  some  other  com- 
munity for  its  supplies,  or  as  a  base  of  supplies,  loses  its  self-respect; 
that  it  is  a  dependent  rather  than  an  independent  community.  Now. 
if  our  cities  are  not  able  to  get  their  merchandise  from  the  East  and 
distribute  it  to  the  smaller  towns  around,  they  are  dependent  organi- 
zations. Our  community  is  in  that  situation  at  the  present  time,  and 
most  of  the  others  are.  In  addition  to  that,  the  commercial  bodies 
of  these  various  communities  are  concentrating  their  efforts  upon  this 
particular  fight,  when,  instead  of  that,  if  the  fight  were  won,  they 
would  be  centering  all  their  efforts  upon  matters  of  local  and  State 
development,  upon  proper  methods  of  advertising  in  the  State,  and 
upon  the  bringing  of  settlers  into  the  State,  and  all  those  things,  and 
they  would  change  and  they  would  devote  their  attention  to  them. 

Then  I  also  believe  that  when  you  build  up  a  jobbing  community 
you  build  up  a  far  better  banking  community ;  that  the  banking  re- 
sources are  increased  and  that  the  money  necessary  to  be  loaned  to 
people  in  business  for  buying  homes  or  in  working  their  farms  and 
gathering  up  cattle,  and  matters  of  that  nature,  all  can  be  taken  care 
of  to  better  advantage.  I  also  believe  that  one  will  find  that  where  a 
State  has  shown  itself  to  be  one  which  the  railroads  put  upon  a  par 
with  the  larger  States,  that  in  itself  helps  the  State  very  materially 
indeed.  Now.  of  course,  there  is  another  feature  of  it,  and  that  is 
that  the  amount  of  money  which  we  pay  for  freight  shipped  from 
the  East  at  the  present  time,  while  it  does  not  add  very  materially  to 
the  cost  of  any  one  commodity,  when  these  commodities  are  dis- 
tributed around  at  retail  and  sold  in  the  aggregate  yearly  it  takes 
out  of  the  State  a  very  large  amount  of  money  which  could  be  kept 
at  home  and  used  to  great  advantage  jn  internal  improvements.  I 
hesitate  to  venture  a  guess  as  to  how  much  money  that  would  amount 
to,  but  it  would  mean  a  very  great  deal.  Nevada  is  a  producing 
State  in  some  agricultural  products,  in  mining,  and  in  live  stock, 
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and  some  others  thai  I  might  mention,  but  those  are  the  mosl  pro 
nounced,  and  Nevada   is  a   State  which   produces  a   great   deal   of 
money,  but  sends  out  a  great  deal  of  money.    The  stockholders  of  the 

mines  are  nonresidents  of  the  State  to  a  greal  extent,  and  peoole  in 
other  lines  are  nonresident-  to  an  extent,  and  the  drain  up  i  I  the  re- 
sources of  the  State  for  money  produced  in  the  State  is  great  and 
any  output  of  money  from  the  State  which  we  can  shut  off  is  going 
to  help  very  greatly.  Those  are  the  thoughts  which  come  to  me  on 
the  spur  of  the  moment,  Senator;  that  is  something  that  oughl  to  he 
elaborated  to  a  great  extent,  but  it  is  a  feature  to  which  T  have  not 
given  extensive  thought. 

Senator  Cummins.  Suppose  the  rates  of  Reno  and  like  communi- 
ties were  reduced  to  the  level  of  the  terminal  rates,  what  effect  would 
that  have,  in  your  opinion,  on  the  revenues  of  the  carriers  ' 

Mr.  Gardiner.  It  would  increase  them  very  materially.  There  is 
enough  freight  that  would  be  brought  into  Reno  so  that  that  slight 
-a vino-  would  leave  a  great  deal  of  money  in  Reno  which  now  noes 
out. 

Senator  Cummins.  How  would  it  affect  the  revenues  of  the  car- 
riers ? 

Mr.  Gardiner.  Oh,  I  can  not  tell  you  how  much  freight  comes  into 
Reno.  When  Mr.  Shaughnessy  comes  here  he  can  give  you  all  the 
figures.  Naturally,  if  Reno  were  given  the  coast  terminal  rates  it 
would  materially  decrease  the  gross  revenues  of  the  railroads,  in  my 
opinion,  and  as  conditions  are  now  it  would  only  be  fair  to  let  the 
coast  rates  be  raised. 

Senator  Cummins.  I  do  not  think  you  catch  the  idea  T  had  in  my 
mind.  If  the  intermountain  rates  were  reduced  to  the  level  of  the 
terminal  rates  and  there  Avas  no  change  in  the  volume  of  business — 
no  growth  or  development  in  the  communities  of  the  Tntermountain 
States — necessarily  the  revenues  of  the  carriers  would  be  decreased. 
but  what  effect  upon  the  business  of  these  Tntermountain  States 
would  the  reduction  of  the  rates  have? 

Mr.  Gardiner.  Why.  Reno  would  become  a  distributing  point  for 
probably  northeastern  California,  western  Nevada,  most  of  the  west- 
ern part  of  Nevada:  it  w7oulcl  import  a  great  deal  more  in  the  way  of 
goods  than  it  does  now  and  distribute  them,  and  it  would  have  the 
advantage  of  all  of  the  facilities. 

Senator  Cummins.  Do  you  think  the  traffic  from  Reno  to  the  terri- 
tory tributary  to  it  would  be  greatly  increased  ? 

Mr.  Gardiner.  Undoubtedly.  I  will  not  say  Reno  itself  will  be- 
come a  distributing  point  for  much  more  of  the  territory  than  I  have 
mentioned.  Probably  Winnemucca,  Elko,  and  probably  Tonopah, 
in  southern  Nevada,  will  become  distributing  points  also. 

Senator  Cummins.  Suppose  the  rates  enforced  at  the  terminal 
points  were  increased  to  the  present  rates  of  the  intermountain  terri- 
tory, what  effect  would  that  have  upon  the  revenue  of  the  railroads? 

Mr.  Gardiner.  Why.  it  would  largely  increase  the  revenues  of  the 
railroad  companies,  because  it  would  attach  to  all  of  the  goods  now- 
shipped  to  the  terminal  points,  and  it  would  also  increase  the  revenue 
of  railroad  companies  on  goods  shipped  to  Nevada,  because  Nevada 
under  the  adjustment  of  the  rates  would  have  the  facilities  then  for 
doing  the  jobbing  of  its  own  community. 

1  1 7!K in— 1 0— vol  P. 1 R 
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Senator  Cummins.  What  effect  would  a  change  of  that  kind  have 
upon  the  business  of  the  terminal  points  \ 

Mr.  Gardiner.  It  would  make  it  necessary  for  the  terminal  points 
to  find  other  jobbing  business  within  reasonable  limits,  and  those 
reasonable  limits  would  probably  be  the  territory  west  of  the  Sierras. 

Senator  Cummins.  What  proportion  of  the  jobbing  business  of 
Nevada  is  done  directly  from  the  coast  points  as  compared  with  that 
which  is  done  from  the  interior  points? 

Mr.  Gardiner.  Before  I  answer  that  question  I  want  to  add  to  my 
last  answer  that  it  would  not  be  necessary  either  for  the  coast  jobbers 
to  confine  their  business  to  the  part  of  California  west  of  the  sum- 
mit of  the  Sierras.  Those  people  could,  as  rapidly  as  they  wanted 
to,  establish  branches  in  any  part  of  Nevada,  and  there  distrib- 
ute their  goods  in  competition  and  under  the  same  conditions  as 
any  local  dealers  would.  That  is  probably  what  they  would  have 
to  do. 

Senator  Cummins.  You  would  treat  the  branch  as  a  local  enter- 
prise ? 

Mr.  Gardiner.  The  change  of  the  rates  need  not  curtail  the  busi- 
ness of  these  people.  They  could  establish  a  branch  to  meet  the  cur- 
tailed business,  and  that  would  benefit  our  community  to  the  extent 
of  having  those  people  residents  of  our  community. 

As  to  the  proportion  of  jobbing  done  by  local  concerns  there  in 
Reno,  and  concerns  from  terminal  cities,  I  could  only  guess  at  that. 
Senator.  I  have  never  had  those  figures  presented  to  me,  and  I 
would  hardly  like  to  put  a  guess  in  the  record. 

Senator  Cummins.  Is  a  large  part,  or  any  considerable  part,  of  the 
distribution  by  the  jobbers  directly  from  the  cost  points'!1 

Mr.  Gardiner.  Yes;  a  very  large  part.  Until  recently — until  we 
got  a  little  better  condition  by  reason  of  Commissioner  Lane's  de- 
cision, which  did  go  into  effect — why.  practically  every  bit  of  it  was 
done  from  the  terminal  cities. 

Senator  Cummins.  Did  that  consist  of  shipments  or  distribution 
of  goods  which  originated  from  the  East  and  had  been  carried  to  the 
coast  from  eastern  points  over  the  railways? 

Mr.  Gardiner.  Not  entirely,  but  such  goods  were  a  part  of  it,  and 
nearly  all  of  those  eastern  goods  were  handled  in  that  fashion. 

Senator  Cummins.  Now.  you  have  said  several  times  that  you 
could  think  of  no  defense  for  this  policy  except  the  well-known  rule 
of  imposing  all  the  traffic  would  bear.  It  has  seemed  to  me  that  that 
rule  is  not  the  one  invoked.  It  seems  to  me  that  from  your  stand- 
point, the  roads  imposed  a  great  deal  more  than  the  traffic  would 
bear  and  thereby  destroyed  the  traffic.    Is  not  that  so? 

Mr.  Gardiner.  Yes;  I  agree  with  you,  Senator.  I  accept  the 
amendment. 

Senator  Cummins.  The  rule  of  all  the  traffic  would  bear,  I  suppose, 
means  that  a  charge  will  be  made  that  will  move  the  business,  and 
when  you  charge  more  than  that  you  destroy  the  traffic.  I  had  in 
mind  to  ask  you  about  the  cost  of  service.  Have  you  ever  investi- 
gated the  cost  of  bringing  goods  from  the  east  to  Reno,  as  compared 
with  the  cost  of  bringing  the  same  goods  to  San  Francisco  ? 

Mr.  Gardiner.  I  have  not  done  that,  but  Mr.  Shaughnessy,  one  of 
our  railroad  commissioners,  has  all  that  data.  He  prepared  it  for 
the  Interstate  Commerce  Commission  and  can  give  it  to  you. 
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Senator  Cummins.  Aside  from  the  weight  of  the  carload,  which  1 

think  you  suggested  might,  or  was  in  sonic  instance,  heavier  on  the 
terminal  shipments  than  on  the  intermediate  shipments,  is  then  am 
thing  of  which  you  can  think  that  makes  the  service  more  expensive 
to  Reno  than  San  Francisco  over  the  Southern  Pacific  math 

Mr.  Gardiner.  Not  a  thing.  Every  carload  which  goes  to  San 
Francisco  over  the  so-called  Central  Pacific  formerly  called  the 
Central  Pacific — must  go  through  Reno.  After  it  nets  to  Reno  it 
must  be  hauled  244  miles.  That  carload,  when  n  nets  to  Sparks,  a 
terminal  point  300  miles  from  Reno,  is  picked  up'by  a  heavy  coin- 
pound  Mallet  engine,  used  for  that  purpose,  and  hauled  up  to  an 
elevation  of  2,500  feet,  and  then  it  goes  down  a  fall  of  7,000  to  t  i< It- 
water,  through  that  run  of  "244  miles.  Whatever  might  offset  that 
haul  of  over  244  miles.  I  do  not  know.  Then,  when  you  consider 
on  the  eastern  freight  the  haul  of  7,000  feet  from  San  Francisco 
and  then  on  beyond  Reno,  the  rate  charged  San  Francisco  is  only  lo 
or  15  cents  more  than  the  rate  charged  from  Reno  to  that  point,  it 
makes  it  still  worse  and  it  gets  us  going  and  coming. 

Senator  Cummins.  The  reason  1  have  always  heard  given  for  the 
discrepancy  or  discrimination,  of  which  we  have  been  speaking,  is 
this,  that  the  rate  to  the  intermediate  point  considered  in  and  of  it-el  i 
is  a  reasonable  rate,  and  if  the  rate  to  the  terminal  point  were  raised 
to  meet  it  that  the  railroads  would  not  get  the  business  and  that  in 
the  end  the  rate  to  the  intermediate  point  would  be  even  higher  than 
it  is  now.  That  is  the  reason  I  have  always  heard  given  for  this 
discrimination. 

Mr.  Gardiner.  That  might  hold  good  perhaps  in  some  communities 
where  railroad  facilities  or  the  geographical  conditions  might  be 
different,  but  how  that  could  be  true  out  here.  I  can  not  figure  out, 
because  these  people  must  get  certain  goods  from  the  Fast,  and  they 
will  get  them,  if  they  have  to  pay  a  few  cents  higher  or  a  few  cents 
lower.  The  goods  are  sure  to  go.  Now,  if  any  of  these  terminal  rates 
are  lower,  why  the  goods  would  go  through  just  the  same.  Now, 
when  it  comes  to  leveling  up  the  rates,  so  as  to  make  the  rate-  corre- 
spond, I  am  satisfied  that  the  greater  quantity  of  freight  which  goes 
to  those  terminals,  if  the  rate  were  increased  only— let  us  just  esti- 
mate it  at  two  or  three  cents  a  ton — the  Reno  rates  were  leveled  to 
that  amount,  the  increased  percentage  to  the  coast  would  he  such 
that  that  two  or  three  cents  extra  charge  would  make  up  on  the  in- 
creased amount  of  freight,  the  25  or  more  cents  eliminated  on  the 
haul  to  Reno,  so  it  would  probably  be  necessary  to  raise  those  coast 
rates  very  little. 

Senator  Cummins.  You  have  indicated  that  Congress  ought  to 
amend  the  fourth  section^of  the  interstate  commerce  act  by  making 
the  rule  rigid,  namely,  that  no  greater  charge  should  be  made  for  the 
shorter  haul  than  the  longer  one.  both  being  over  the  same  line  and  in 
the  same  direction.  Why  are  you  satisfied  with  that  limitation  I  Why 
do  you  not  reduce  it  to' its  philosophical  form?  Why  should  Reno 
pay  as  much  as  San  Francisco? 

Mr,  Cakdiner.  Well.  1  think  the  reason  I  have  not  asked  that  is 
because  I  am  a  charitable  person  and  not  a  railroad  man.  I  think  we 
ought  to  pay  less,  but  if  we  are  allowed  the  same  rate,  we  can  do 
business  and  are  satisfied. 
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Senator  Cummins.  But  you  are  thinking  only,  all  the  time,  pos- 
sibly, of  the  mere  distributor.  But  somebody  must  pay  this  price,  and 
that  is  the  people  of  your  community,  those  who  consume  what  you 
distribute,  are  the  people  who  ought  to  be  considered,  because  every 
freight  charge  is  passed  along,  but  the  charge  they  pay  they  must 
absorb.  Therefore  is  it  not  fair  to  the  common  people  of  Nevada 
that  the  things  which  are  brought  to  them  by  a  railroad  shall  pay  only 
a  compensatory  rate  without  regard  to  the  rate  to  San  Francisco  ? 

Mr.  Gardiner.  I  understand  that  that  is  the  rule  which  is  in  oper- 
ation in  the  East,  but  we  have  been  so  long  trying  to  get  only  an  equal 
rate,  without  having  any  success  in  getting  it.  that  we  feel  we  are 
doing  better  to  ask  only  an  equal  break ;  personally  no  one  can  blame 
us  for  asking  for  an  equal  break.  We  are  not  asking  for  the  best  of 
things. 

Senator  Cummins.  You  mean  you  have  suffered  injustice  so  long 
you  are  willing  to  accept  a  partial  reparation  and  not  a  complete 
reparation  ? 

Mr.  Gardiner.  That  is  right. 

Senator  Cummins.  Do  you  think  the  rule  of  the  fourth  section 
should  be  made  rigid  in  all  circumstances ;  that  there  ought  to  be  no  ex- 
ceptions? 

Mr.  Gardiner.  I  do. 

Senator  Cummins.  Have  }'ou  considered  the  instance  that  has  been 
mentioned  here  more  than  once  by  some  of  the  witnesses,  of  competi- 
tion between  two  lines  of  railway,  one  of  which  may  be  circuitous  and 
therefore  longer  than  the  other? 

Mr.  Gardiner.  Xo:  I  have  not  considered  that.  Senator,  but  I  have 
considered  this,  that  if  the  railroad  companies  had  come  to  the  Inter- 
si  ate  Commerce  Commission  and  had  asked  to  have  taken  up  those 
cases,  which  were  special  cases,  a  case  like  that  which  you  mention, 
then  we  would  have  said.  "All  right,  let  it  stay."  If  the  Interstate 
Commerce  Commission  had  -aid.  "Gentlemen,  if  yon  have  got  a  case 
like  that,  we  will  consider  it  a  special  case,"  then  it  would  be  all  right, 
but  when  the  railroad  companies  come  to  the  Interstate  Commerce 
Commission  and  ask  the  Interstate  Commerce  Commission  to  defy  the 
amended  fourth  section  and  consider  as  a  special  case  everything 
which  the  railroad  company  wants  so  considered,  every  particular  case 
where  they  have  ever  charged  a  back  haul,  then  the  railroad  companies 
have  brought  it  on  themselves,  and  they  can  take  the  consequences  if 
an  ironclad  amendment  puts  the  shoe  on  the  other  foot  for  the  once. 
I  do  not  mind  that  shoe  pinching. 

Senator  Cummins.  Your  argument  seems  to  me  to  lead  to  the  con- 
clusion that  in  your  opinion  the  railroads  have  altogether  too  much 
influence  with  the  Interstate  Commerce  Commission. 

Mr.  Gardiner.  Well,  Senator.  I  would  not  like  to  go  on  record  as 
saying  that. 

Senator  Cummins.  What  do  you  mean  by  saying  what  you  did 
say? 

Mr.  Gardiner.  I  mean  for  seven  years  the  relief  which  Congress 
thought  they  had  granted  us  has  been  denied  us,  and  that  the  Inter- 
state Commerce  Commission  has  had  the  power  to  give  it  to  us  at  any 
time  during  that  period.  I  am  not  saying  what  their  reasons  are  for 
not  doing  it. 
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Senator  Cummins.  The  Interstate  Commerce  Commission  has  been 
investigating  this  intermountain  situation,  I  think,  for  more  than  l<> 
years.  I  do  not  remember  just  how  long  it  lias  been.  It  know,  about 
all  there  is  to  know  about  it.  it  seems  to  me;  and  when  von  suggest 
that  time  after  time  the  commission  has  failed  to  give  the  relief 
which  the  law  requires,  that  is  simply  another  way  of  saying  that  it 
is  trying  to  favor  the  railroads,  from  my  standpoint. 

Mr.  Gardiner.  Well.  I  will  say  this,  that  the  effect  of  this  ruling 
has  been  to  favor  the  railroads. 

Senator  Cummins.  Have  the  railroad-  ever  claimed  that  rat  is 
which  they  have  been  charging  upon  traffic  to  the  terminal  points 
are.  not  compensatory  ( 

Mr.  Gardiner.  I  do  not  think  they  ever  have ;  in  fact,  the  [nterstate 
Commerce  Commission  has  gone  so  far  as  to  rule  that  the  railroad 
companies  have  no  right  to  put  into  effeel  at  terminal  points  rates 
which  are  not  compensatory. 

Senator  Cummins.  In  your  connection  with  the  matter,  have  yon 
ever  entered  into  the  degree  of  compensation — that  is.  to  determine 
whether  these  terminal  rates  are  fully  compensatory  or  only  afford 
some  profit  above  the  cost  ? 

Mr.  Gardiner.  No;  that  work  has  been  gone  into  by  Mr.  Shaugh- 
nessy.    He  can  give  you  all  that  data  when  he  appears. 

Senator  Cummins.  I  am  glad  that  you  feel  yon  can  not  blame  the 
communities  out  here  for  getting  all  they  can:  that  Mtins  to  he  human 
nature.  And  I  do  not  want  to  be  understood  from  anything  that  I 
have  said  that  I  have  any  criticism  upon  any  community  for  trying 
to  get  the  best  rates  possible  for  its  business:  and  I  hope  before  we 
have  finished  that  the  reasons  for  this  situation  may  be  fully  devel- 
oped.   I  have  never  been  able  to  understand  it,  I  will  say. 

Mr.  Gardiner.  Well.  I  would  like  to  hear  some  logical  reason  ad- 
vanced myself. 

The  Chairman.  Mr.  Gardiner,  the  most  populous  part  of  Nevada 
is  in  the  northern  part,  is  it  not? 

Mr.  Gardiner.  Yes,  sir. 

The  Chairman.  It  is  served  by  but  two  transcontinental  railroads, 
the  Southern  Pacific  and  the  Western  Pacific,  is  it  not? 

Mr.  Gardiner.  Yes.  sir. 

The  Chairman.  The  Western  Pacific  has  not  yet  seemed  much  of 
the  business,  I  believe,  as  far  as  Nevada  is  concerned? 

Mr.  Gardiner.  I  doubt  very  much  whether  it  has. 

The  Chairman.  You  realize,  therefore,  that,  so  far  a-  Nevada  is 
concerned,  the  Southern  Pacific  controls  most  of  the  transportation 
business — the  very  much  larger  proportion  ? 

Mr.  Gardiner.  Yes,  sir. 

The  Chairman.  Do  yon  realize  also  that  San  Francisco,  as  con- 
trasted with  the  Atlantic  ports,  with  reference  to  transcontinental 
traffic,  the  Southern  Pacific  is  in  practical  competition  with  numerous 
transportation  routes:  the  Northern  Pacific:  Great  Northern:  the 
Union  Pacific;  the  Western  Pacific:  the  Atchison,  Topeka  &  Santa 
Ke:  and  also  in  competition  with  the  Panama  Canal? 

The  Vice  Chairman.  And  the  Canadian  Pacific 

The  Chairman.  In  view  of  that  fact,  would  you  not  regard  1.00,000 
increased  population  in  Nevada  as  being  of  more  value  to  the  South- 
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ern  Pacific  Railroad  than  an  increase  of  100,000  people  in  the  city  of 
San  Francisco? 

Mr.  Gardiner.  Yes.  Senator;  I  most  emphatically  would.  I  would 
like  to  answer  one  part  of  your  question  as  to  the  number  of  railroads 
that  the  Southern  Pacific  is  in  competition  with.  I  know  that  there 
are  all  tlio.se  different  railroads  you  mention  running-  into  the  termi- 
nals, but  I  do  not  know  enough  about  the  railroad  situation  to  know 
how  much  competition  there  is.  putting  emphasis  on  the  word  "  com- 
petition.'* 

The  Chairman.  Unless  there  is  some  understanding  between  them, 
they  are  naturally  competitors,  because  the  other  rail  lines  have 
steamer  lines  running  down  the  coast  to  serve  their  purpose  in  com- 
peting with  the  Southern  Pacific  at  San  Francisco.  From  the  stand- 
point of  railroad  policy,  you  would  regard  that  increase  of  popula- 
tion in  Nevada,  where  the  Southern  Pacific  has  almost  a  monopoly  on 
the  situation,  as  more  valuable  than  an  increase  in  the  population  of 
San  Francisco  ( 

Mr.  Gardiner.  I  think  I  would,  because  there  is  also  the  situation 
that  Nevada  imports  probably  a  great  deal  more  oer  canita  than  Cali- 
fornia imports,  and  there  would  be  more  freight  hauled  per  capita 
with  the  increased  population. 

The  Chairman.  Now.  then,  so  if  there  should  be  a  readjustment  on 
just  lines,  such  as  you  indicate,  equalizing  the  through  rate,  so  far  as 
Nevada  points  and  San  Francisco  are  concerned,  the  result  need  not 
necessarily  be  injurious  to  the  Southern  Pacific  Railway? 

Mr.  Gardiner.  No:  I  do  not  think  it  would  be  injurious.  There  is 
no  reason  why  it  should  be  injurious,  especially  if  there  is  an  increase, 
and  a  very  slight  increase  in  the  coast  terminal  rates. 

The  Chairman.  Now.  another  thing,  the  Panama  Canal  is  sup- 
posed to  be  competitive  with  all  these  transcontinental  lines.  There 
is  either  actual  competition  or  potential  competition,  and  you  realize, 
do  you  not.  that  potential  competition  may  diminish  rates  as  well  as 
actual  competition  \ 

Mr.  Gardiner.  Yes;  1  think  potential  competition  may,  especially 
if  it  is  likely  to  be  reasonably  imminent,  but  if  it  is  likely  to  be  very 
considerably  deferred,  I  do  not  think  it  would  operate  that  way. 

The  Chairman.  You  do  not  think  it  would  be  appreciable  in  that 
case? 

Mr.  Gardiner.  No,  sir. 

The  Chairman.  I  agree  with  you  there.  Now,  with  reference  to 
the  policy  of  these  great  transcontinental  lines  that  serve  this  coast, 
and  also  serve  the  intermountain  regions,  assuming  that  from  the 
Atlantic  ports  through  the  Panama  Canal  tonnage  must  eb  trans- 
ported at  a  much  less  cost  than  over  these  railroads,  do  you  not 
think  that  from  an  economic  point  of  view,  the  standpoint  of  the 
interests  of  the  entire  Nation,  that  that  traffic  ought  to  be  carried 
through  the  Panama  Canal? 

Mr.  Gardiner.  Yes;  I  do. 

The  Chairman.  Then,  from  that  standpoint  it  is  to  the  interest  of 
the  Nation  to  see  to  it  that  that  transportation  is  not  killed  by  unfair 
competition  ? 

Mr.  Gardiner.  I  think  so. 

The  Chairman.  But  that  it  is  promoted  as  far  as  the  policies  of 
the  National  Government  can  promote  it — is  that  your  view? 
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Mr.  Gardiner,   ^i  es. 

The  Chairman.  Now.  assume  that  was  done,  do  you  think  there 
would  necessarily  be  an  adverse  economic  effect  upon  the  transconti- 
nental lines  that  serve  these  coast  regions  \ 

Mr.  Gardiner.  Naturally,  some  of  the  transcontinental  busini 
would  be  diverted.  There  is  no  doubt  of  that.  On  the  other  hand, 
with  the  growth  of  the  country  and  the  demands  made  on  the  mil- 
roads  and  the  different  commodities  which  do  not  lend  themselves 
readily  to  water  carriage,  I  do  not  think  that  the  effect  on  the  trans- 
continental railroads  is  going  to  be  ureal  at  all. 

The  Chairman.  Yon  think  that   the  loss  of  the  transcontinental 
traffic  which,  if  conducted  in  competition  with  the  Canal,  must  ne< 
sarily  be  at  low  rates,  would  he  made  up  by  a  compensatory  traffic 
on  the  coast   itself  ami  to  the  iiiteriuounta in   region   if  this  entire 
region  prospered  '. 

Mr.  Gardiner.  Yes;  and  not  only  that,  but  the  demands  for  trans- 
portation by  the  railroads  from  and  between  points  not  touched  by 
water  competition,  are  getting  greater  and  greater  all  the  time 
beyond  the  power  of  the  railroads  to  handle  them.  Take  the  coal 
shortage  at  the  present  time.  In  most  instances  it  is  simply  a  lack 
of  transportation  facilities,  and  the  railroads  having  more  than  they 
can  do  now.  it  seems  to  me  that  the  comparatively  small  portion  of 
the  tonnage  which  will  be  taken  care  of  by  water  will  not  have  a 
very  great  effect  upon  the  revenues  of  the  railroad  companies. 

The  Chairman.  So  far  as  the  jobbing  interests  of  the  Pacific  coast 
are  concerned,  and  their  ability  to  serve  not  only  the  coast  region 
I »iit  the  intermountain  region,  would  not  that  he  promoted  by  cheap 
rates  through  the  Panama  Canal  \ 

Mr.  Gardiner.  Why,  there  are  certain  commodities  which  lend 
themselves  to  water  traffic  which  might  be  brought  from  eastern 
ports  around  through  the  Panama  ('anal  and  laid  down  there  at  a 
less  rate  than  is  charged  by  rail,  and  there  might  be  some  few  that 
would  be  so  much  less  that  a  coast  jobber  could  put  them  into 
Nevada  in  competition  with  houses  there,  but  I  should  not  say  that 
would  have  much  effect,  because  if  there  are  any  such  commodities 
a  Nevada  man  can  get  them  shipped  westward  by  water  and  then 
-hipped  up  to  Reno  and  there  distributed. 

There  will  be  cases,  of  course,  like  I  illustrated,  where,  if  the  rates 
from  San  Francisco  to  Eeno  and  from  Reno  to  the  other  points  are 
greatly  in  excess  of  the  through  rate  from  San  Francisco  to  that 
point,' there  will  be  some  cases  where  certain  goods  brought  out  by 
water  could  be  shipped  from  the  coast  terminals  in  competition 
with  the  goods  brought  out  under  a  lower  rate  to  Nevada  from 
eastern  points. 

The  Vice  Chairman.  I  suggest  that  the  hearing  be  suspended  for 
two  hours,  and  that  the  committee  immediately  take  up  the  matter 
regarding  procedure 

Mr.  Thom.  There  was  some  little  misunderstanding  a  moment 
ago  about  a  decision  of  the  Interstate  Commerce  Commission  a-  to 
whether  or  not  it  occurred  under  the  amended  fourth  section  or  the 
old  fourth  section.  I  assume  there  must  be  a  difference  in  what 
Judge  Bartine  is  referring  to' and  what  I  am  referring  to.  The 
decision  bv  Commissioner  Lane  of  the  case  of  the  Railroad  Commis- 
sion of  Nevada  against  the  Southern  Pacific  Co.  and  other-,  which 
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wus  decided  June  22,  1911,  is  the  one  I  was  referring  to.  That  was 
under  the  new  and  amended  section.  I  have  the  case  here  for  the 
examination  of  the  committee. 

The  Chairman.  Have  you  any  questions,  Mr.  Adamson? 

The  Vice  Chairman.  The  examination  of  the  Chairman  and 
Senator  Cummins  has  been  so  thorough  that  I  do  not  care  to  examine 
the  witness. 

Mr.  Sims.  The  question  of  the  fourth  section  of  the  act  is  one  of 
the  utmost  importance  to  these  communities,  and,  therefore,  I  would 
like  to  have  all  the  information  I  can  get.    I  have  some  questions. 

(Whereupon,  the  committee  went  into  executive  session,  at  the  end 
of  which  a  recess  was  taken  until  2.30  o'clock  p.  m.  of  the  same  day.) 

AFTER   RECESS. 

The  hearings  were  resumed  at  2.30  o'clock  p.  m.  after  the  taking  of 
a  recess. 

STATEMENT  OF  MR.  WILLIAM  M.  GARDINER— Resumed. 

The  Chairman.  Mr.  Gardiner,  a  long  time  has  elapsed  since  the 
adoption  of  the  amendment  to  the  fourth  section  of  the  interstate 
commerce  act,  regarding  the  long  and  short  haul.  1  believe  that 
was  passed  in  1910,  and  I  understood  you  to  say  that  a  decision  was 
rendered  June  30,  1917,  seven  years  later,  by  the  Interstate  Commerce 
Commission;  that  the  operation  of  that  decision  has  been  since  sus- 
pended because  of  a  change  in  the  interstate  commerce  law,  which 
prevented  any  increase  of  rates  without  the  authority  of  the  com- 
mission. How  does  that  provision,  recently  passed,  intended  to  pre- 
vent increases  of  rates  without  the  scrutiny  of  the  commission,  affect 
that  decision  of  June  30,  made  by  the  Interstate  Commerce  Com- 
mission ? 

Mr.  Gardiner.  My  understanding  of  that  is  that  on  the  attention 
of  the  Interstate  Commerce  Commission  being  called  to  that  amend- 
ment by  a  petition  for  a  rehearing  or  a  petition  for  a  stay  of  execu- 
tion of  their  order,  or  something  of  that  nature,  that  the  Interstate 
Commerce  Commission  suspended  the  order  which  it  made  on  June 
30,  and  as  a  result  of  which  the  order  of  June  30  is  inoperative,  and 
we  do  not  know  for  how  long  it  will  be  inoperative. 

The  Chairman.  Did  that  order  of  June  30  contemplate  any  in- 
crease of  rates  ? 

Mr.  Gardiner.  It  contemplated,  as  I  read  that  opinion,  the  leveling 
of  rates,  and  by  leveling  I  mean  a  new  tariff  in  which,  perhaps,  some 
of  the  coast  rates  would  have  to  be  raised  in  order  to  give  the  rail- 
road company  a  greater  revenue  to  compensate  for  the  lower  rates 
into  Nevada. 

The  Chairman.  So  that  your  view  of  that  order  is  that  it  pos- 
sibly contemplated  an  increase  in  some  rates? 

Mr.  Gardiner.  I  have  no  doubt  of  it. 

The  Chairman.  Very  well,  then ;  assuming  that  to  be  the  fact,  was 
it  not  the  duty,  then,  of  the  Interstate  Commerce  Commission  to 
prevent  any  new  schedules  of  rates  "presented  by  the  carriers  which 
proposed  increases  from  taking  effect  until  the  commission  could 
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inquire  into  the  matter  and  could  either  authorize  or  disapprove 

those  increases  ? 

Mr.  Gardiner.  I  presume  that  that  was  one  of  the  horns  <>i'  the 
dilemma  which  the  Interstate  Commerce  Commission  could  have 
taken,  and  it  was  the  horn  of  the  dilemma  mosl  favorable  to  the 
railroad  companies.  On  the  other  hand,  the  Interstate  Commerce 
Commission  could  have  said,  "You  have  been  discriminating  for 
years  and  years  and  it  was  the  intention  oi'  Congress  in  L910  that 
von  should  charge  no  greater  rates  to  Nevada  than  you  were  charg- 
ing to  the  coast.  Now  you  put  into  effed  in  Nevada  the  same  rates 
that  you  have  on  the  coasl  and  then  apply  to  us  for  permission  to 
raise  the  other  rates." 

The.  Chairman.  You  think  that  should  have  been  the  action  of  the 
commission 

Mr.  Gardiner.  I  think  by  all  means. 

The  Chairman  (continuing).  Preventing  any  increase  of  rates, 
but  leveling  the  rates,  which  would  mean  that  the  fates  to  the  inter- 
mediate points,  I  imagine,  would  be  lowered? 

Mr.  Gardiner.  Yes,  sir. 

The  Chairman.  And  then,  later  on.  to  take  up  the  consideration 
of  the  question  as  to  whether  that  lowering  of  rates  at  intermediate 
points  did  not  justify  a  balancing  by  an  increase  of  the  terminal 
points? 

Mr.  Gardiner.  And  that  later  on  would  not  have  been  very  long. 
The  railroad  companies  would  have  had  their  new  schedules  in 
short  order  if  the  Interstate  Commerce  Commission  had  made  that 
kind  of  a  ruling. 

The  Chairman.  That  would  have  compelled  the  railroads  to  ad- 
here to  their  terminal  rates,  without  increases,  btit  would  also  have 
forced 

Mr.  Gardiner.  In  other  words,  the  Interstate  Commerce  Commis- 
sion played  right  into  the  hands  of  the  procrastinating  policy  of 
the  railroads.  They  wanted  to  defer  the  operation  of  that  fourth 
section  as  long  as  possible,  and  probably  unintentionally  the  Inter- 
state Commerce  Commission  played  into  their  hands. 

The  Chairman.  In  view  of  the  situation,  do  you  not  think  it 
would  he  better  not  to  make  any  reflections  on  the  action  of  such 
distinguished  bodies  as  the  Interstae  Commerce  Commission  in  mat- 
ters of  that  kind? 

Mr.  Gardiner.  I  did  not  mean  it  that  way.  I  said  -  probably  unin- 
tentionally the  Interstate  Commerce  Commission  played  int..  the 
railroads'  hands." 

The  Chairman.  Do  you  not  think  it  is  quite  possihle  the  Interstate 
Commerce  Commission  took  the  view,  as  you  seem  to  take  and  the 
intermountain  people  generally  seem  to  take,  that  justice  mighl  re- 
quire the  raising  of  the  terminal  rates  in  case  the  intermediate  rate- 
were  diminished? 

The  Vice  Chairman.  In  view  of  what  has  been  said  here.  I  think 
it  is  only  fair  to  the  commission  and  to  the  country  to  remind  the 
country  of  the  fact  that  the  commission  has  been  overwhelmed  with 
work  for  the  last  10  years  and  only  recently  have  we  afforded  it 
relief  by  increasing  the  number  of  members  so  that  thev  could  do 
their  work  more  expeditiously,  and  we  hope  for  more  rapid  work  in 
the  future. 
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Mr.  Gardiner.  May  I  have  your  question  repeated? 

The  Chairman.  Mr.  Reporter,  please  read  the  question. 

(The  stenographer  repeated  the  question,  as  follows: 
Do  you  not  think  it  is  quite  possible  that  the  Interstate  Commerce 
Commission  took  the  view,  as  you  seem  to  take  and  the  intermountain 
people  generally  seem  to  take,  that  justice  might  require  the  raising 
of  the  terminal  rates  in  case  the  intermediate  rates  were  dimin- 
ished?") 

Mr.  Gardiner.  I  think  it  is  very  probable  that  that  is  true,  Senator. 
On  the  other  hand,  it  seems  to  me  that  due  reflection  should  have  con- 
vinced the  Interstate  Commerce  Commission  that  it  would  have  been 
only  fair  to  have  possibly  worked  an  injustice  to  the  railroad  com- 
panies for  a  few  months,  as  an  offset  to  the  continued  injustice  prac- 
ticed on  the  intermountain  territory  for  years  and  years. 

The  Chairman.  Do  you  not  think  yourself  it  would  be  more 
logical  for  them,  instead  of  pursuing  a  policy  that  would  have  re- 
sulted in  two  changes,  to  act  in  such  a  way  as  to  have  but  one  change, 
provided,  of  course,  that  that  could  be  done  without  undue  delay? 

Mr.  Gardiner.  No  :  I  can  not  say  that  I  do.  Senator.  The  Inter- 
state Commerce  Commission  in  that  opinion  of  June  30  found  that 
it  was  unfair  to  the  intermountain  country  to  charge  them  the  higher 
rates  which  they  had  been  charged,  and  having  found  that,  it  seems 
to  me  to  follow  as  a  necessary  corollary  that  is  was  unfair  under  any 
circumstances  to  continue  charging  them  unfair  rates,  even  while  this 
leveling  proces>  might  have  been  going  on  in  the  preparation  of  new 
schedules. 

The  Chairman.  With  reference  to  the  decision  of  June  30,  did  that 
satisfy  the  reasonable  expectations  of  the  intermountain  region? 

Mr.  Gardiner.  I  think  that  if  that  had  been  put  into  effect  at  oi^ce 
and  if  the  Interstate  Commerce  Commission  had  not  changed  its 
ruling,  probably  that  would  have  brought  relief  to  the  intermoun- 
tain country — that  is,  as  I  understand  that  decision. 

The  Chairman.  Now,  regarding  the  question  of  delay,  of  course, 
seven  years  seems  a  very  long  time  in  which  to  accomplish  the  solu- 
tion of  this  question,  and  I  should  like  to  know  what  the  different 
stages  were.  The  delay  seems  unreasonable.  Now,  will  you  let  us 
know  when  the  first  suit  or  first  application  was  made  to  put  into 
operation  the  amended  fourth  section  of  the  interstate  commerce 

Mr.  Gardiner.  If  I  may.  Senator,  I  would  like  to  ask  you  to  re- 
serve that  question  and  ask  it  of  Judge  Bartine,  who  has  been  all 
through  that  litigation  and  has  it  all  at  his  fingers'  end.  I  have  not. 
I  could  probably  approximate  that,  but  could  not  give  you  as  full 
an  answer  as  Judge  Bartine  can. 

The  Chairman.  All  I  can  say  is  that  I  wish  to  supplement  what 
Judge  Adamson  has  said  in  reference  to  the  Interstate  Commerce 
Commission,  that  it  has  been  an  overburdened  commission  for  years, 
and  Congress  has  only  recently  been  able  to  agree  upon  some  method 
of  easing  up  its  burdens  by  dividing  it  into  three  divisions,  each  one 
of  which  has  as  large  jurisdiction  as  the  commission  itself.  When 
that  is  carried  into  effect  it  will  probably  expedite  the  dispatch  of 
business. 

Mr.  Gardiner.  I  agree  with  you  entirely,  Senator,  that  it  has  been 
an  overburdened  commission,  and  I  believe  a  great  deal  of  the  work 
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will  be  taken  off  the  commission  by  the  enactment  of  this  ironclad 
Long-and-short-haul  clause.  Then  it  will  not  have  to  worry  aboul 
these  different  matters. 

The  Chairman.  1  say  1  am  nol  disposed  to  inquire  so  much  as  to 
the  reasonableness  of  wh\  they  granted  this  suspension  order,  which 
seems  to  me  to  have  been  entirely  reasonable  under  the  circum- 
stances—I  am  not  inclined  to  attach  nearly  as  much  importance  t<> 
that  as  to  the  long-  delay  between  L910  and  L917  in  reaching  a  final 
conclusion,  and  T  should  like  to  have  information  upon  thai,  hut  1 
will  ask  Judge  Bartine  regarding  it. 

Mr.  Gardiner.   Yes:  1  thank  you. 

The  Chairman.  Regarding  the  Panama  Canal,  you  spoke  of  u  as 
not  ottering  any  real  competition.  That  is  probably  true  of  late 
since  tin'  ships  that  wenl  through  that  canal  have  been  absolutely 
absorbed  by  the  needs  of  the  National  Government  in  this  war.  You 
spoke  of  potential  competition,  but  indicated  that  that,  of  course,  is 
not  as  effective  as  actual  competition.  Of  course,  that  must  be  ad- 
mitted. Do  you  not  think  it  should  be  the  policy  of  the  Government 
to  see  to  it  that  that  Panama  Canal  is  made  an  effectual  instrumental- 
ity for  the  transportation  of  goods  from  one  coast  to  another,  what- 
ever its  effect  may  be  upon  the  traffic  rates  of  the  transcontinental 
railroads  ? 

Mr.  Gardiner.  I  think  so.  and  that  was  the  meaning  1  intended  to 
convey  when  I  spoke  on  that  subject.  Undoubtedly  the  idea  of  the 
Government  was  to  relieve  the  congestion  of  the  railroads,  and  that 
ought  to  be  made  a  paying  proposition  to  the  Government. 

The  Chairman.  That  is  all. 

The  Vice  Chairman.  Do  you  not  think  it  is  probable  when  war 
conditions  have  ended  and  the  ships  have  been  released  from  their 
present  occupation  that  they  will  resnme  their  traffic  through  the 
Canal,  and  the  difference  between  active  and  potential  use  will  dis- 
appear ? 

Mr.  Gardiner.  I  certainly  do;  but  as  far  as  that  has  any  bearing 
upon  the  position  I  have  taken  in  relation  to  the  intermountain  re- 
gions, I  feel,  as  I  have  explained  myself  heretofore,  that  the  freight 
which  will  be  carried  in  that  fashion  will  be  comparatively  small, 
and  even  if  it  does  deprive  the  railroads  of  a  certain  portion  of  their 
revenues,  -till  that  should  be  no  reason  for  charging  interior  points 
any  more  than  the  coast  points  are  charged. 

The  Vice  Chairman.  Still,  we  have  a  right  to  speculate  and  hope 
for  other  means  of  relief.  In  the  enactment  of  the  Panama  Canal 
act.  we  who  live  in  the  interior  thought  we  were  providing  for  relief 
for  the  interior;  that  we  could  ship  through  the  canal  ami  back  sev- 
eral hundred  miles  into  the  interior,  the  Commerce  Commission  fixing 
the  land  portion  of  the  charges,  and  we  thought  the  railroads  could 
keep  pretty  busy,  or  at  least  derive  some  business  hauling  from  the 
interior  to'the  coast  in  order  to  supplement  the  sea  route. 

Mr.  Gardiner.  A  reading  of  this  opinion  of  June  30  would  indicate 
that  that  is  not  going  to  be  the  attitude  of  the  Interstate  Commerce 
Commission;  that  when  the  Panama  Canal  competition  becomes  ap- 
parent again  it  will  figure  that  it  has  the  right  and  probably  will  let 
the  railroads  raise  the  rates  to  these  intermountain  point-. 

The  Vice  Chairman.  I  have  no  further  questions. 
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Mr.  Sims.  Now,  section  4  as  it  reads  under  the  amendment  of  June 
18,  1910,  states: 

That  it  shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions 
of  this  act  to  charge  or  receive  any  greater  compensation  in  the  aggregate  for 
the  transportation  of  passengers,  or  of  like  kind  of  property,  for  a  shorter  than 
for  a  longer  distance  over  the  same  line  or  route  in  the  same  diection,  the 
shorter  being  included  within  the  longer  distance,  or  to  charge  any  greater  com- 
pensation as  a  through  route  than  the  aggregate  of  the  intermediate  rates  sub- 
ject to  the  provisions  of  this  act;  but  this  shall  not  be  construed  as  authorizing 
any  common  carrier  within  the  terms  of  this  act  to  charge  or  receive  as  great 
compensation  for  a  shorter  as  for  a  longer  distance. 

That  is  the  amendment  without  any  qualification,  that  stating  the 
substantive  law.  the  object,  and  purpose  of  the  act. 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Sims.  Now.  I  want  to  ask  this  question,  as  what  I  have  read 
is  the  law  and  should  receive  liberal  construction  in  order  to  carry 
out  the  purpose  of  the  law :  In  giving  a  liberal  construction  to  the 
exceptions,  instead  of  a  strict  construction,  does  not  that  have  a 
tendency  to  prevent  the  accomplishment  of  the  object  and  purpose 
that  Congress  had  in  view  in  passing  the  substantive  law  \ 

Mr.  Gardiner.  I  think  undoubtedly  so.  I  think  it  is  a  rule  of 
statutory  construction  that  any  statute  remedial  in  its  nature  should 
be  given  a  liberal  construction  and  the  restrictive  clauses  should  be 
construed  narrowly. 

Mr.  Sims.  Now,  as  to  the  provisos,  it  is  provided : 

That,  upon  application  to  the  Interstate  Commerce  Commission,  such  com- 
mon carrier  may  in  special  cases,  after  investigation,  be  authorized  by  the 
commission  to  charge  less  for  longer  than  for  shorter  distances  for  the  trans- 
portation of  passengers  or  property  ;  and  the  commission  may  from  time  to  time 
prescribe  the  extent  to  which  such  designated  common  carrier  may  be  relieved 
from  the  operation  of  this  section. 

Now,  using  the  words  ''special  cases"  would  indicate  there  must 
be  something  out  of  the  ordinary;  that  it  should  not  come  within  the 
general  provisions  of  the  amendment  which  I  just  read. 

Mr.  Gardiner.  Yes. 

Mr.  Sims.  Inasmuch  as  they  should  be  special  cases,  does  it  not 
seem  to  carrj^  the  idea  with  it  that  it  should  be  expedited ;  that  you 
should  give  a  special  case  special  consideration  ? 

Mr.  Gardiner.  Certainly ;  it  would  seem  to  me  so. 

Mr.  Sims.  Now,  there  is  another  proviso : 

Provided  further.  That  no  rates  or  charges  lawfully  existing  at  the  time  of 
the  passage  of  this  amendatory  act  shall  be  required  to  be  changed  by  reason 
of  the  provisions  of  this  section  prior  to  the  expiration  of  six  months  after  the 
passage  of  this  act,  nor  in  any  case  where  application  shall  have  been  filed 
before  the  commission,  in  accordance  with  the  provisions  of  this  section,  until 
a  determination  of  such  application  by  the  commission. 

Now,  the  railroads,  or  common  carriers,  by  filing  or  making  appli- 
cations to  have  their  rates  that  were  lawTful  at  the  time  this  act  passed 
continued — they  can  be  continued  by  making  an  application  "until 
the  determination  of  such  application  by  the  commission  " — in  other 
words,  the  commission  can  not  prevent  the  application  having  that 
effect? 

Mr.  Gardiner.  No. 

Mr.  Sims.  The  application  has  the  effect  of  suspending  the  opera- 
tion of  the  substantive  law  until  the  rate  embraced  in  this  applica- 
tion has  been  determined  bv  the  commission,  and  the  fact    that  the 
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commission  did  not  determine  these  applications  until,  I  believe  you 
said,  Juno  30,  1917,  is  not  that  the  reason  and  the  only  reason  why 
the  amended  act  has  not  applied  to  cases  where  it  otherwise  would 
have  applied? 

Mr.  Gardiner.  I  think  that  is  the  only  reason. 

Mr.  Sims.  I  have  not  seen  the  order  of  .Inn;'  30.  Did  tin-  order  of 
June  30,  L917,  that  you  have  referred  to.  cover  all  applications  which 
had  been  made.  I>y  which  the  old  rate  had  been  retained  in  effed  \ 

Mr.  Gardiner.  I  will  have  to  reread  that  to  be  sure  of  it  :  I  do  nol 
think  it  did.  I  know  it  referred  to  certain  special  commodities,  etc. 
I  do  not  think  that  that  ruling  of  June  30  is  broad  enough  to  cover 
everything. 

Mr.  Sims.  After  the  application  of  the  carrier,  all  that  was  I 
sary  to  happen  in  order  to  allow  it  to  apply  indefinitely  the  rate  thai 
was  in  effect  was  the  nonaction  of  the  commission.     Now,  I  did  not 
know  from  your  language  whether  that  order  covered  all  applications 
made  by  the  railway  companies. 

Mr.  Gardiner.  I  do  not  think  it  did. 

Mr.  Sims.  Were  there  any  case-  where  the  railroads  did  not  make 
application  to  continue  the  rate  in  effect  at  that  time? 

Mr.  Gardiner.  No;  I  think  the  railroad  companies  made  applica- 
tions covering-  everything-.  In  every  instance  where  they  were  charg- 
ing more  for  a  short  haul  than  a  long  haul  they  made  applications 
to  the  commission,  and  the  commission  made  a  blanket  order,  in 
effect,  suspending  the  statute  until  they  had  made  a  complete  inves- 
tigation. 

Mr.  Sims.  Would  they  have  to  make  any  order  at  all?  The  car- 
riers presenting  their  application  suspended  the  application  of  the 
fourth  section,  did  they  not? 

Mr.  Gardiner.  That  may  he  true,  but  T  understand  they  made  an 
order  also. 

Mr.  Sims.  In  addition  to  this? 

Mr.  Gardiner.  Yes.  sir. 

Mr.  Sims.  You  do  not  know  whether  or  not  all  those  applications 
have  been  yet  passed  on  by  the  commission? 

Mr.  Gardiner.  I  am  not  positive  about  that.  I  would  have  to  read 
that  opinion  very  carefully. 

Mr.  Sims.  But  the  commission  did.  in  passing  on  those  embraced 
in  the  order  of  June  30,  say  which  of  these  several  rates  on  which 
applications  had  been  made  might  remain  a-  they  were,  or  with  such 
modifications  as  the  commission  determined  \ 

Mr.  Gardiner.  It  did  not  make  this  order  in  exactly  that  way. 
There  was  no  order  made  under  the  opinion  of  June  30  fixing  rates, 
but  it  said  that  the  rates  should  be  leveled  or  equalized,  and  it  was 
left  to  the  railroad  companies  to  do  that  and  present  their  schedules 
to  the  commission. 

Mr.  Sims.  The  railroads  could  equalize  in  these  cases:  they  could 
level  them  by  reducing  the  rates  to  the  intermountain  points  or  in- 
creasing the  competitive  water-terminal  rates  or  by  both  '. 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Sims.  Do  yon  know  whether  the  railroad  companies  did  make 
any  application  to  be  permitted  to  level  these  rates  by  making  any 
increases  of  these  terminal  rate- '. 
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Mr.  Gardiner.  I  asked  for  a  copy  of  that  last  order.  I  asked  Mr. 
Simmons,  of  our  railroad  commission,  before  I  came  down  here  to 
get  me  a  copy  of  that  order.  I  asked  him  that  on  last  Wednesday. 
He  was  going  over  to  Carson  on  Thursday,  and  I  saw  him  Friday 
morning,  and  he  told  me  he  had  been  unable  to  get  me  a  copy  of  the 
last  order  of  the  Interstate  Commerce  Commission,  and  consequently 
T  ran  not  answer  that  question  accurately.  My  understanding  of  the 
situation  is  that,  in  effect,  the  order  of  June  30  is  indefinitely  sus- 
pended until  the  railroad  companies  shall  prepare  a  new  schedule 
and  the  Interstate  Commerce  Commission  investigate  it. 

Mr.  Sims.  Well,  until  the  railroads  themselves  file  a  schedule  in- 
creasing their  rates,  the  commission  has  no  jurisdiction  to  act, 
has  it? 

Mr.  Gardiner.  It  practically  means  that  the  Interstate  Commerce 
Commission  has,  as  far  as  I  know,  suspended  the  order  of  June 
30,  pending  the  filing  of  rates.  I.  personally,  agree  with  you  that 
the  law  should  be  considered  in  effect,  and  if  they  have  no  right 
to  raise  their  rates  by  this  leveling  process  they  should  put  the 
Nevada  rates  into  effect  immediately  and  raise  the  other  rates  after- 
wards. 

Mr.  Sims.  I  am  trying  to  find  out  how  the  law  that  the  last  extra 
-cssion  of  Congress  passed  could  possibly  affect  this  order,  what- 
ever it  was.  If  they  had  from  June  30  until  the  law  was  amended — 
that  is,  the  railroad-  had  that  time — to  file  the  schedule  of  rates 
asking  for  increases  in  the  present  terminal  rates,  and  did  not  file 
any  such  applications,  then  the  only  effect  T  can  see  of  the  recent 
act — and  that  act  simply  provided  before  a  schedule  of  increased 
rates  is  filed,  it  must  have  the  approval  of  the  commission — ha  vino- 
had  from  June  30  until  this  law  was  passed  in  last  September,  hav- 
ing more  than  two  months  to  file  applications,  and  not  having  filed 
any,  then  I  can  not  see  howr  the  act  of  Congress  requiring  that  any 
schedule  of  rates  before  it  can  be  filed  must  be  approved  by  the 
commission — how  that  would  suspend  the  action  of  the  commission 
in  the  first  instance  requiring  that  the  rates  should  be  leveled  either 
b}'  raising  the  terminal  rates  or  by  lowering  the  Nevada  or  inter- 
mountain  rates.    I  do  not  understand  that. 

Mr.  Gardiner.  I  do  not  think,  Mr.  Sims,  that  the  last  act  of  Con- 
gress-— I  have  not  seen  it.  as  the  printed  statutes  have  not  come  to 
us — but  as  I  understand  that  act,  I  do  not  see  why  that  should  have 
affected  the  order  of  the  Interstate  Commerce  Commission  or  wThy  the 
Interstate  Commerce  Commission  should  have  modified  or  changed 
its  order  of  June  30  at  all.  The  railroad  companies  were  able 
to  comply  with  that  order  simply  by  putting  into  effect  the  terminal 
rates  all  the  way  through,  and.  as  you  say.  before  that  act  was  passed 
they  had  about  60  days  in  which  they  could  have  complied  with 
the  order,  but  which  they  did  not  do.  However,  that  order  of  June 
30 — you  have  perhaps  missed  this — that  order  was  to  go  into  effect 
October  1. 

Mr.  Sims.  That  was  the  effective  date? 

Mr.  Gardiner.  Yes,  sir;  that  was  the  effective  date;  and,  while  I 
will  not  say  it  is  corporate  nature,  still  it  is  human  nature  to  put 
off  the  evil  day  to  the  last. 
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Mr.  Si\i>.  lint  the  railroads  are  nol  prohibited  from  proposing 
an  increase  in  (heir  terminal  rate-  now.  The  only  thing  is  before 
they  can  file  them  they  must  be  approved. 

Mr.  Gardiner.  Very  true.  They  are  not  prohibited  from  doing 
it,  hut  they  do  not  want  to  do  it  any  sooner,  as  I  understand  it, 
than  the  Interstate  Commerce  Commission  will  make  them. 

Mr.  Thom.  That  application  has  been  made  and  a  hearing  is 
going  on  in  New  York  now. 

Mr.  Sims.  I  did  not  know  that . 

The  Chairman.  Von  say  a  hearing  is  going  on  now? 

Mr.  Thom.  Yes,  sir:  in  New  York. 

Mi-.  Sims.  1  was  without  that  information,  which,  of  course,  if  F 
had  it  I  perhaps  would  not  have  been  so  much  surprised  at  the 
absence  of  action. 

Mi-.  Gardiner.  T  know  they  had  tiled  something,  bul  1  did  not 
know  what  it  was. 

Mr.  Thom.  That  is  the  first  of  a  series  of  hearings;  the  first  in 
New  York  and  then  in  Chicago  and  then  at  other  points. 

Mr.  Sims.  In  other  words,  they  have  made  applications  for  in- 
creases in  rates '. 

Mr.  Thom.  Yes,  sir. 

Mr.  Sims.  This  fourth  section,  taking  it  with  all  its  exceptions  and 
giving  it  a  liberal  construction,  with  a  view  to  carrying  it  out  as  the 
law  was  intended  to  be  carried  out,  giving  a  reasonable  and  liberal 
construction  with  the  substantive  law  and  a  strict  construction  of  the 
restrictive  clauses,  I  ask  if  it  can  not  be  administered  in  the  interest 
of  the  public.  I  mean,  is  it  necessary  to  amend  this  law  in  order  to 
remove  the  evils  intended  to  be  removed,  if  it  is  administered  accord- 
ing to  the  plain  intent  and  purpose  of  Congress,  as  we  gather  from 
the  face  of  the  statute  itself? 

Mr.  Gardiner.  I  should  say.  Mr.  Sims,  to  the  very  best  of  us- 
ability, that  if  that  law  had  been  administered  by  the  Interstate 
Commerce  Commission  in  that  spirit  we  would  have  had  the  relied' 
which  we  wanted,  but  the  fact  remains  that  we  have  not  had  the 
relief.  We  thought  we  were  on  the  verge  of  it  any  number  of  time-. 
but  still  did  not  get  it,  and  whether  we  are  any  nearer  to  getting  the 
relief  which  the  spirit  of  that  law  awards  us  than  we  were  10  years 
ago  I  do  not  know. 

Mr.  Sims.  I  do  not  mean  to  be  understood  as  admitting  what  you 
say — I  mean  as  to  the  inaction  or  improper  action,  or  whatever  it 
may  be.  of  the  Interstate  Commerce  Commission — I  am  not  passing 
on  that.  1  always  assume  that  any  great  body  of  public  officials  have 
acted  as  they  ought  to  until  I  know  to  the  contrary. 

Mr.  Gardiner.  That  is  a  proper  inference. 

Mr.  Stms.  I  understand  your  idea  is  you  have  nol  gotten  the 
relief  you  desired  through  the  channels  which  have  been  provided? 

Mr.  Gardiner.  Exactly. 

Mr.  Sims.  And  in  the  absence  of  relief  yon  feel  it  necessary  for  the 
development  of  your  country  to  have  the  channels  narrowed? 

Mr.  Gardiner.  Let  me  put  it  this  way:  The  railroads  of  the 
country  knew  well  enough  when  that  amended  fourth  section  was 
passed  in  1910  what  it  meant,  and  they  knew  well  enough  thai 
special  case-  did  not  mean  every  case  in  which  they  claimed  the  right 
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to  charge  mure  for  a  short  haul  than  for  a  long-  haul,  and  knowing 
that  they  have  fought  ns  all  the  way  clown  the  line  for  the  last  seven 
years.  There  was  a  flexible  law  for  their  benefit,  and  if  they  had 
taken  it  in  the  spirit  in  which  Congress  passed  it  we  could  have  had 
relief  long  ago  and  they  could  have  had  relief.  But  they  were  not 
willing  to  do  it.  They  would  not  take  the  will  of  Congress  as  to  their 
line  of  conduct  at  all,  and  my  contention  is  that,  having  taken  the 
attitude  that  they  did  regarding  that  law  and  having  kept  that  law 
inoperative  by  their  actions  before  the  Interstate  Commerce  Com- 
mission and  the  delays  they  have  drawn  about  it.  they  are  no  longer 
entitled  to  the  sympathy  of  any  discretion  being  imposed  in  the  Inter- 
state Commerce  Commission,  and  that  if  Congress  enacts  a  strict 
long-and-short-haul  clause  the  railroad  companies,  not  being  satis- 
lied  with  the  spirit  of  the  amended  fourth  section,  have  brought  a 
rigid  section  upon  themselves. 

Mr.  Sims.  Do  you  think  the  port  towns  or  the  coasi  towns  having 
the  benefit  of  the  water  competition — is  it  your  opinion  that  the 
interests  of  these  towns  will  object  to  having  the  intermountain  rales 
reduced? 

Mr.  Gardiner.  There  is  no  doubt  in  the  world  that  they  will  object, 
and  the  committee  need  only  continue  its  sittings  to  find  that  answer. 
There  will  be  representatives  from  commercial  bodies  of  the  coast 
towns  asking  this  committee  to  leave  well  enough  alone. 

Mr.  Sims.  Thai  is  a  point  I  do  not  exactly  appreciate. 

Mr.  Gardiner.  The  light  before  the  Interstate  Commerce  Commis- 
sion has  been  participated  in  right  straighi  along  by  the  different 
commercial  bodies. 

Mr.  Sims.  You  do  not  mean  to  leave  the  inference  that  the  port 
towns  will  contend  that  in  order  for  them  to  live  they  have  to  have 
discriminatingly  favorable  rate-' 

Mr.  Gardiner.  T  do  not  say  that  they  will  go  so  far  as  to  say  they 
have  to  lane  them  to  live,  but  in  order  to  do  as  much  business  as  they 
want  to  do  they  will  insist  on  such  discriminatory  rates. 

Mr.  Si. ms.  They  want  to  have  better  rale-  than  anybody  else  that 
competes  in  the  same  field  with  them? 

Mr.  Gardiner.  Exactly.  I  was  just  going  to  comment  on  the  dif- 
ferent appearances  before  the  Interstate  Commerce  Commission  in 
connection  with  this  act  here.  Now,  here  is  the  Portland  traffic 
transportation  association  represented:  the  San  Francisco  Chamber 
of  Commerce  represented 

Mr.  Sims.  I  can  understand  why  they  do  not  want  their  own  rates 
advanced,  but  I  do  not  understand  why  they  do  not  want  other 
people's  rates  reduced. 

Mr.  Gardiner.  I  will  not  take  time  to  go  through  that,  but  bear 
that  in  mind.  Mr.  Sims,  and  see  whether  the  representatives  of  these 
jobbers  in  these  coast  towns  do  not  come  before  you  and  ask  that  the 
discriminatory  rates  against  the  intermountain  towns  be  maintained. 

Mr.  Sims,  that  is  all. 

Mr.  Esch.  Do  you  believe  in  a  town  or  community  being  permitted 
to  enjoy  natural  advantages? 

Mr.  Gardiner.  Yes,  I  do. 

Mr.  Esch.  The  coast  towns  have  natural  advantages,  do  they  not  ? 

Mr.  Gardiner.  Well,  the  coast  towns  have  natural  advantages,  and 
one  would  think  that  Eeno  had  a  natural  advantage  in  being  closer 
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on  railroads  to  centers  of  manufacture  than  San  Francisco  is  on  the 
railroads. 

Mr.  Esch.  Of  course,  each  town  that  1ms  natural  advantages  wishes 
to  get  the  largest  percentage  out  of  those  natural  advantages.  That 
is  true,  is  it  not? 

Mr.  Gardiner.  They  certainly  do. 

Mr.  Esch.  That  complicates  the  situation.  You  said  that  the 
water-borne  traffic  presented  rather  immaterial  competition  with 
the  rail  lines.     Is  that  right? 

Mr.  Gardiner.  Up  to  the  present  time  it  has. 

Mr.  Esch.  Do  you  not  think,  in  view  of  the  tremendous  program 
of  the  Government  in  the  matter  of  the  merchant  shipping,  which 
at  the  end  of  18  months  might  reach  a  tonnage  of  between  nine  and 
eleven  million  tons,  that  Avhen  peace  comes  there  will  be  a  tremendous 
amount  of  shipping  needing  employment,  owned  by  the  Government 
of  the  United  States  by  its  people:  that  it  will  increase  water-borne 
competition  between  the  coasts!1 

Mr.  Gardiner.  I  do. 

Mr.  Esch.  It  will  not  only  be  potential  but  actual  competition, 
will  it  not? 

Mr.  Gardiner.  When  that  time  comes  it  will  be  actual. 

Mr.  Esch.  Are  you  familiar  with  the  provisions  of  the  act  creat- 
ing the  Shipping  Board  ? 

Mr.  Gardiner.  No  ;  I  am  not. 

Mr.  Esch.  Under  that  act,  Congress  has  given  to  a  board  certain 
control  over  ocean  rates,  analogous  to  the  powers  granted  the  Inter- 
state Commerce  Commission  over  rail  rates,  and  those  powers,  of 
course,  reach  the  intercoastal  rates.  Do  you  not  think,  with  the 
power  thus  granted,  with  the  board  already  created,  that  competi- 
tion between  water-borne  traffic  and  transcontinental  rail  traffic 
may  be  actual  and  not  potential? 

Mr.  Gardiner.  I  think  in  the  course  of  time  there  will  be  actual 
water  competition  on  some  commodities ;  yes. 

Mr.  Esch.  Of  course  we  are  not  legislating  for  to-day  only. 

Mr.   Gardiner.   No;   that   is  true. 

Mr.  Esch.  We  are  gathering  information  to  guide  us  for  sonic 
time  in  the  future  ? 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Esch.  We  have  to  look  at  this  proposition  not  from  the  stand- 
point of  war  alone  but  also  from  the  standpoint  of  peace.  So.  those 
propositions  being  true,  some  of  us  believe  that  the  water-borne 
traffic  will  be  actual  and  that  the  traffic  on  the  transcontinental  lines 
will  have  to  meet  it.  You  think  they  should  net  meet  it  by  in- 
creasing the  intermountain  rates? 

Mr.  Gardiner.  I  do  not  think  we  should  bear  that  taxation. 

Mr.  Esch.  You  believe,  then,  they  must  suffer  this  ]o>s  of  the  trans- 
continental business  ? 

Mr.  Gardiner.  Yes;  I  think  the  way  the  transcontinental  business 
is,  that  some  of  it  can  very  well  be  taken  care  of  on  water,  and  I 
think  that  the  railroads,  by  devoting  some  attention  not  to  fighting 
the  intermountain  territory  but  cooperating  with  the  intermountain 
country,  can  get  far  and  away  more  traffic  up  in  that  community. 
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the  revenue  on  which  will  compensate  for  any  loss  they  may  sustain 
on  the  transcontinental  traffic. 

Another  thing  I  think  is  that  there  being  a  commission  regulation 
of  the  water  traffic  and  a  commission  regulation  of  the  land  traffic, 
that  neither  commission  will  see  one  form  of  transportation  unduly 
suffer  at  the  expense  of  the  other. 

Mr.  Escii.  There  is  no  doubt  there  will  be  cooperation  between 
those  two  governmental  agencies.    There  is  no  doubt  about  that. 

Mr.  Gardiner.  Xo,  sir. 

Mr.  Esch.  In  trying  to  decipher  a  possible  reason  for  maintaining 
a  higher  rate  for  the  intermountain  country  than  for  the  coast  towns, 
this  occurred  to  me  as  a  possibility — and  I  know  nothing  about  it — 
do  you  ship  out  more  traffic  than  you  receive  at  Reno ! 

Mr.  Gardiner.  No, 

Mr.  Esch.  You  receive  more  than  you  ship  out  \ 

Mr.  Gardiner.  Yes.  sir. 

Mr.  Escn.  That  would  result  in  the  carrier  hauling  empties;  and 
that  is,  of  course,  most  uneconomic? 

Mr.  Gardiner.  Well,  I  do  not  know  how  the  transportation  problem 
is  on  the  coast.  I  do  not  know  what  empties  have  to  be  brought  back. 
That  is  something  that  confronts  a  railroad  to  a  greater  or  a  Less 
extent  everywhere,  and  they  have  to  watch  for  that  and  to  a  certain 
extent  make  rates  in  accordance  with  it.  There  is  no  doubt  in  the 
world  about  that.  But  I  have  never  heard  it  urged  that  that  was 
expensive  enough  to  justify  anything  like 

The  Vice  Chairman.  When  1  used  to  be  a  wagoner,  if  1  could  get 
a  load  both  ways  I  could  handle  it  much  cheaper  than  handling  it  one 
way.  and  I  suppose  it  is  the  Same  way  with  the  railroads. 

Mr.  Esch.  I  was  trying  to  impregnate  the  situation  with  this 
thought — and  I  do  not  know  whether  there  is  any  justification  for  it 
or  not — suppose  manufacturer-  produce  and  ship  goods  ordered  to 
be  delivered  at  Reno,  and  they  are  delivered  at  Reno,  but  Reno  has  no 
products  to  fill  tluse  eats  to  return  them  ea.-t.  and  hence  they  have  to 
go  east  empty  or  be  hauled  244  miles  to  the  coast,  over  an  elevation 
of  7,000  feet- — 

Mr.  Gardiner.  If  the  rates  from  the  East  into  Reno  and  the  rates 
from  Reno  out  were  different  Reno  would  reship  far  more  than  it 
now  reships.  That  would  tend  to  overcome  that  objection,  if  that  is 
an  objection  now. 

Mr.  Esch.  If  your  section  were  a  large  manufacturing  section,  of 
course  there  would  be  no  doubt  about  your  being  able  to  ship  back  I 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Esch.  But  you  are  in  a  mining  section  and  your  mines  are 
silver  and  gold,  and  they  do  not  make  much  freight. 

Mr.  Gardiner.  There  is  not  much  freight  in  that  line. 

Mr.  Esch.  Your  main  shipments  are  hay  and  bulk  stock  I 

Mr.  Gardiner.  Xot  very  much  more  than  that. 

Mr.  Esch.  And  vour  stocks  go  to  the  coast,  or  do  vou  ship  them 
east? 

Mr.  Gardiner.  Yes.  sir. 

Mr.  Esch.  Do  you  think  in  the  matter  of  economic  handling  of  car 
equipment  on  the  transcontinental  lines  there  is  any  measure  of  justi- 
fication in  increasing  the  intermountain  rates  over  the  terminal  rates  ? 
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Mr.  Gardiner.  1  do  not  think  there  is  any  measure  of  justification — 
no.  There  is  another  thing  to  be  taken  into  consideration.  We  nave 
been  emphasizing  in  this  question  the  matter  of  transcontinental 
rates,  the  west-bound  rates.  Now,  in  addition  to  that,  as  I  have  ex- 
plained, San  Francisco  gets  a  rate  from  San  Francisco  into  Elco  of 
77  cents.  The  rate  from  Reno  is  only  about  \-l  cents  lower  despite 
that  7,000-foot  climb,  and  the  24-1-mile  haul  to  Reno.  Now.  it'  there 
are  a  great  many  cars  going  east  and  if  the  railroad  company  think 
that  that  is  any  element  of  consideration,  why  should  it  not  make  a 
rate  out  of  Reno  lower  in  order  to  pick  up  more  goods  and  till  up 
cars  instead  of  making  that  rate  out  of  San  Francisco  -<>  much 
lower?  Does  not  the  same  condition  apply?  San  Francisco  is  a 
territory  which  naturally  takes  in  a  great  deal  more  than  it  send-  out. 
If  the  railroad  company  is  taking  back  empties  from  San  Francisco, 
why  is  it  that  in  order  to  fiell  up  those  empties  it  will  let  San  Fran 
cisco  ship  to  Elco  for  77  cents  and  we  can  ship  to  Elco  for  only  12 
cents  less?  You  take  it  down  to  the  last  analysis  and  you  will  find 
it  is  a  question  of  discriminating  in  favor  of  the  cost  jobber  right 
straight  along,  and  another  thing,  if  you  will  take  rate  making  in 
the  last  analysis,  you  will  find  that  the  jobber  has  more  to  say  about 
rate  making  than  the  railroad  company  has. 

Mr.  Esch.  As  far  as  this  discussion  has  gone  it  seems  to  be  Largely 
connected  with  the  jobbing  trade  and  very  little  talk  about  manufac- 
turing. 

Mr.  Gardiner.  Well,  the  manufacturing  end  of  it  out  in  the  West, 
I  regret  very  much  to  say,  has  not  the  importance  of  manufacturing 
in  the  East. 

Mr.  Esch.  Of  course,  in  the  East,  that  is  the  dominant  feat  me. 

Mr.  Gardiner.  Yes,  sir. 

Mr.  Esch.  There  is  another  question  that  occurs  to  me.  In  the 
decision  of  the  Interstate  Commerce  Commission  in  the  Spokane 
cases — I  think  the  cases  in  1912 — where  Commissioner  Lane  filed  a 
decision  and  the  commission  prescribed  a  zone  system  of  rates,  a 
blanket  rate  from  the  Missouri  River  to  the  coast  and  an  increa-ed 
schedule  to  the  Atlantic — how  would  that  have  affected  your  count  ry 
if  it  were  put  into  force  and  effect? 

Mr.  Gardiner.  That  was  put  in  effect  on  class  shipments,  more  than 
it  was  on  commodity  shipments. 

Mr.  Esch.  Yes;  I  understand. 

Mr.  Gardiner.  It  helped  quite  a  bit.  If  we  had  had  that  same 
proposition  on  commodity  rates  as  well  as  class  rates,  then  if  the  ship- 
ments out  from  San  Francisco  had  been  readjusted  on  a  reasonable 
basis,  we  would  have  come  to  some  approximation  of  being  reason- 
ably relieved. 

There  is  one  thing  that  occurs  to  me  in  connection  with  this  dis- 
cussion and  in  connection  with  these  empty  cars,  and  so  forth.  The 
railroad  companies  all  presented  to  the  Interstate  Commerce  Com- 
mission all  the  evidence  and  all  the  arguments  which  they  have  at 
their  disposal,  and  the  Interstate  Commerce  Commission  in  the  face 
of  that  has  said,  in  effect,  that  the  intermountain  rates  are  too  high ; 
that  they  should  be  made  to  correspond  with  the  terminal  rates. 
We  have,  therefore,  the  decision  of  a  duly  constituted  body  that  the 
rates  should  be  lower.     Our  position  is,  For  heaven's  sake,  when? 
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When — when  it  is  going  to  happen  ?  We  have  been  at  it  so  long,  and 
it  has  not  happened  yet,  and  for  that  reason  we  do  not  know  what 
will  happen  next,  and  we  want  to  make  this  absolute  by  statute. 

The  Vice  Chairman.  There  is  one  thing  I  should  like  to  under- 
stand. Is  the  disproportion  between  what  you  ship  in  and  ship  out 
at  Reno  as  great  as  at  San  Francisco  ? 

Mr.  Gardiner.  I  can  only  guess  on  that.  That  requires  statistics 
which  I  can  not  give  you,  but  I  should  imagine  that  it  is. 

The  Vice  Chairman.  If  it  is,  it  destroys  the  argument  about  the 
number  of  empties  going  one  way;  that  is,  if  the  proportion  is  just 
as  great. 

Mr.  Gardiner.  Yes.  sir;  and  yet  they  give  San  Francisco  a  lower 
rate  eastward  than  they  give  us. 

The  Vice  Chairman,  Touching  the  importance  of  your  section, 
in  the  matter  of  developing  your  region.  I  will  ask  you,  in  advertising 
the  advantages  of  any  place,  if  good  railroad  facilities  and  favorable 
freight  rates  are  not  about  the  best  inducements  you  can  offer  to  the 
investors  and  home  seekers? 

Mr.  Gardiner.  The  question  pretty  nearly  answers  itself.  I  should 
say,  yes,  most  emphatically. 

The  Vice  Chairman.  Good  train  service  and  good,  favorable  rail- 
road rates  might  build  up  your  country  and  make  it  as  good  as  any 
other  part  of  the  county  \ 

Mr.  Gardiner.  I  think  so. 

The  Vice  Chairman.  And  redound  to  the  benefit  of  the  railroads 
that  serve  them? 

Mr.  Gardiner.  Yes.  sir:  we  begin  to  look  upon  the  railroad  com- 
panies as  public  benefactors.  I  do  not  want  anyone  to  think  I  have 
it  in  for  the  railroads.  I  have  not.  The  only  quarrel  I  have  is  dis- 
crimination. That  is  the  only  one.  I  am  on  friendly  terms  with 
them. 

The  Vice  Chairman.  We  would  not  dispense  with  them  for  any 
consideration  in  the  world,  and  all  wre  want  them  to  do  is  to  treat 
us  fairly. 

Mr.  Gardiner.  That  is  all;  if  they  would  just  turn  Christians  and 
practice  the  Golden  Rule,  we  would  get  along  with  them  elegantly. 

The  Vice  Chairman.  But  that  would  be  unfashionable.  However, 
it  is  not  the  corporations  that  are  bad;  it  is  the  officers. 

Senator  Cummins.  I  do  not  quite  understand  your  application  of 
the  suggestion  made  by  Mr.  Esch  with  regard  to  loading  both  out 
and  in.  Suppose  it  is  true  that  Reno  loads  more  in  than  out.  and 
San  Francisco  does  otherwise,  the  car  could  be  used  better  if  carried 
on  to  San  Francisco  for  its  return  trip;  and  if  the  car  is  unloaded  at 
Reno  instead  of  being  carried  on  to  San  Francisco  loaded,  it  would 
be  cheaper  to  carry  it  empty  from  Reno  to  San  Francisco  to  get  its 
load  back  than  to  carry  it  loaded  the  same  distance. 

Mr.  Gardiner.  It  certainly  would. 

Senator  Cummins.  I  do  not  quite  understand  your  suggestion  that 
a  condition  of  that  kind  might  be  some  explanation  for  the  discrimi- 
nation in  the  rates. 

Mr.  Gardiner.  I  did  not  intend  to  offer  that  as  my  suggestion. 
Mr.  Esch  wanted  to  know  Avhether  or  not  that  might  not  have  had 
some  possible  bearing,  and  my  idea  was  that  the  railroad  companies 
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might  claim  that  .souk1  such  condition  existed  and  might  use  that  as 
an  excuse  for  charging  more ;  but  what  I  said  in  addition  to  that  was 
that  if  there  are  empties  going  hack  from  Reno  there  are  also  empties 
going-  back  from  San  Francisco  and  they  charge  San  Francisco  a 
less  rate,  hauling  over  the  mountains,  than  they  do  us. 

Senator  Cummins.  T  think  there  is  a  great  deal  of  confusion  about 
these  proceedings  before  the  Interstate  Commerce  Commission. 
I  take  it  for  granted  that  Judge  Bartine,  from  Nevada,  will  give  us 
an  explanation  of  that.  I  would  like  it  to  appeal'  in  connection  with 
your  testimony,  if  it  can  be  made  to  appear,  or  if  it  is  true,  that  the 
fact  is  that  after  the  act  of  1910  was  passed  the  railroads  imme- 
diately made  applications  for  an  exception  in  every  instance  in  which 
they  had  been  charging  more  for  the  short  haul  than  for  the  long 
haul. 

Mr.  Gardiner.  Exactly. 

'Senator  Cummins.  And  the  Interstate  Commerce  Commission  has 
been  deciding  those  applications  constantly  ever  since,  has  it  not? 
There  are  many,  many  decisions  since  that  time  from  those  appli- 
cations ? 

Mr.  Gardiner.  Well,  if  they  have,  and  if  they  have  affected  the 
intermountain  country,  I  do  not  know  that.    The  only  one 

Senator  Cummins.  I  think  in  the  main  they  have  probably  been 
granting  them.  I  do  not  say  they  have  affected  the  intermountain 
country,  but  it  is  true,  is  it  not,  that  some  time  in  1916  the  Interstate 
Commerce  Commission  passed  on  certain  phases,  anyhow,  of  the 
applications,  so  far  as  the  intermountain  country  is  concerned,  and 
denied,  in  a  degree,  to  an  extent,  the  applications  for  the  exceptions, 
and  thereafter  the  railroad  companies  filed  schedules  advancing,  upon 
certain  commodities  or  certain  kinds  of  traffic,  their  rates  to  the  ter- 
minal points,  and  that  brought  about  a  complaint  not  only  from  the 
railroads  but  from  many  parts  of  the  country,  and  the  case  that  was 
decided  on  June  30,  1917,  wTas  an  application  upon  the  part  of  the 
railroads,  or  possibly  others,  too,  to  reopen  the  case  that  had  been 
decided  in  1916. 

Mr.  Gardiner.  I  think  that  is  true.  I  think  the  1916  case  was  one 
in  which  they  asked  for  a  rehearing  which  was  granted — rehearing 
or  reargument — but  the  1916  order  never  became  effective  at  all. 

Senator  Cummins.  And  then,  on  June  30th,  the  Interstate  Com- 
merce Commission  denied  the  application  for  the  exceptions  and  in- 
sisted that  the  discrimination  between  the  intermountain  rates  and 
the  terminal  rates  should  cease. 

Mr.  Gardiner.  That  is  one  effect  of  that  order;  yes,  sir. 

Senator  Cummins.  Is  not  the  order  in  just  so  many  words  a  denial 
of  the  application? 

Mr.  Gardiner.  As  I  recall  it  in  that  case,  they  took  up  the  appli- 
cation and  they  took  up  those  various  intermountain  cases  and  de- 
cided them  all  in  one,  and  they  denied  the  exception  and  ruled  that 
they  should  also  level  the  rates. 

Senator  Cummins.  Now,  that  order  was  to  go  into  effect  on  the 
1st  of  October  ? 

Mr.  Gardiner.  Yes,  sir. 

Senator  Cummins.  And  before  that  time  arrived  Congress  had 
passed  an  act  which  prohibited  the  railroads  from  increasing  a  rate 
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without  the  approval  of  the  Interstate  Commerce  Commission,  and 
it  left  the  railroads  but  one  alternative  in  leveling  the  rates,  and  that 
was  to  reduce  the  intermountain  rates  ? 

Mr.  Gardiner.  Yes. 

Senator  Cummins.  Now,  unless  the  commission  thought  it  had 
sufficient  information  to  increase  the  terminal  rates,  that  act — I 
mean  the  last  act — expressly  says  that  that  approval  of  the  in- 
creased rate  may  be,  if  the  commission  so  order  it,  put  into  effect 
without  a  hearing.  I  have  wondered,  in  view  of  the  long  examina- 
tion, extending  over  10  or  12  years,  of  these  rates,  why  the  com- 
mission does  not  know  enough  about  the  subject  to  either  allow 
them  to  increase  the  rate  at  the  terminal  points  if  they  think  it 
right 

Mr.  Gardiner.  I  have  had  the  same  thought  myself.  I  do  not  see 
why  there  is  any  necessity  for  a  further  hearing.  All  of  that  has 
been  gone  into. 

Senator  Cummins.  I  suggest  these  things  to  get  the  history 
straight  in  my  own  mind.  I  am  very  far  from  criticizing  the  Inter- 
state Commerce  Commission.  I  think  it  has  been  doing  the  best  it 
can  do  in  view  of  the  volume  of  business  it  has  to  do. 

The  Vice  Chairman.  Did  not  Judge  Hall  and  Mr.  Clark,  when 
they  were  before  our  conference  committee,  suggest  that  the  time  was 
rapidly  approaching  when  they  would  be  in  a  position  to  act  in- 
stantly on  these  things  without  special  hearings? 

Senator  Cummins.  I  have  no  doubt  they  had  this  in  view  when 
they  said  they  knew  all  about  these  things  and  did  not  need  any 
hearings  to  enable  them  to  pass  upon  the  question  of  raising  rates 
or  reducing  them. 

Mr.  Thom.  May  I  ask  that  the  committee  ask  this  question  as  a 
committee  question : 

Am  I  right  in  understanding  that  the  real  criticism  which  the  wit- 
ness makes  is  against  the  administration  of  the  existing  law,  and  that 
he  is  driven  to  a  request  for  an  amendment  to  the  law  by  disappoint- 
ment in  the  administration  of  the  existing  law  ? 

Mr.  Gardiner.  Will  you  read  that  again,  please  ? 

Mr.  Thom.  Am  I  right  in  understanding  that  the  real  criticism 
which  the  witness  makes  is  against  the  administration  of  the  existing 
law,  and  that  he  is  driven  to  a  request  for  an  amendment  to  the  law 
by  disappointment  in  the  administration  of  the  existing  law  ? 

Mr.  Gardiner.  I  think  the  questioner  is  right  to  a  certain  extent  in 
drawing  this  conclusion  from  what  I  have  said :  We  are  not  satisfied 
with  the  way  that  the  existing  law  has  been  administered.  We  are 
also  not  satisfied  with  the  attitude  which  the  railroad  companies  have 
taken  toward  the  existing  law.  We  feel  that  the  existing  law  was 
plain ;  that  any  railroad  company  could  have  seen,  on  a  casual  reading 
of  the  law,  just  what  Congress  intended,  and  instead  of  cooperating 
with  Congress  for  a  speedy  settlement  of  the  difficulty  which  that 
law  was  designed  to  remedy,  the  railroads  did  all  they  could  to  delay 
the  taking  effect  of  that  law;  the  railroads,  by  their  own  conduct, 
have  invited  a  harsher  and  a  more  severe  law,  and  their  conduct  justi- 
fies the  enactment  of  just  such  a  law  to  relieve  the  Interstate  Com- 
merce Commission  from  the  burdens  which  have  been  imposed  upon  it 
by  the  railroad  companies  in  their  efforts  to  escape  a  law  which  they 
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knew  must  inevitably  in  the  long  run  be  decided  againsl  them,  but 
yet  were  willing  to  fight  through  all  these  years. 

The  Chairman.  Are  there  any  other  questions? 

The  Vice  Chairman.  I  have  nothing. 

The  Chairman.  I  received  a  telegram  from  the  Spokane  Chamber 
of  Commerce  asking  that  their  hearing  be  postponed  until  Wednes- 
day. What  is  the  pleasure  of  the  committee?  If  there  is  no  objec- 
tion, I  will  inform  them  that  they  can  proceed  on  Wednesday. 

The  Vice  Chairman.  For  one,  I  hope  the  witnesses  who  wish  to  ap- 
pear will  arrange  things  to  appear  as  rapidly  as  possible,  because  we 
ought  to  wind  up  these  hearings  this  week. 

The  Chairman.  Have  we  a  witness  who  is  prepared  to  go  on  now  ? 
How  about  you,  Mr.  McCarthy  ? 

Mr.  McCarthy.  I  understood  that  to-morrow  was  the  elate  set  for 
me.  I  will  be  prepared  the  first  thing  in  the  morning.  I  am  not  pre- 
pared now. 

The  Chairman.  Is  there  anyone  from  the  coast  terminal  points 
who  is  ready  to  proceed  ? 

Mr.  Mann.  If  the  committee  pleases,  the  representatives  of  the 
coast  cities  feel  that  they  are  rather  in  the  position  of  defendants 
inasmuch  as  they  hold  the  opposite  of  the  affirmative  of  the  issue 
as  far  as  this  long-and-short-haul  matter  is  concerned.  The  repre- 
senatitves  of  the  intermountain  points  are  asking  for  a  change  in  the 
present  long-and-short-haul  law.  We  are  desirous  of  hearing  what 
they  have  to  say,  and  when  they  have  finished,  our  cities  of  the  coast 
desire  to  be  heard,  and  prefer  to  be  heard  in  that  order. 

The  Vice  Chairman.  Do  you  not  think  you  have  heard  enough  to 
enable  you  to  reply  ? 

Mr.  Mann.  We  have  not  heard  anything  yet. 

Senator  Cummins.  Would  you  be  satisfied  if  the  committee  should 
close  its  hearings  without  hearing  you?  We  might  find  ourselves 
in  the  position  that  the  intermountain  people  will  have  taken  up 
the  entire  time  we  can  allot  for  these  particular  hearings. 

The  Vice  Chairman.  We  do  not  care  very  much  about  plaintiffs 
and  defendants.  If  you  can  tell  us  anything,  I  wish  you  would 
take  the  chair  and  tell  us  what  you  want  to. 

The  Chairman.  I  suggest  we  go  on  with  Mr.  Troy,  and  to-morrow 
with  Mr.  McCarthy  and  then  the  Spokane  Chamber  of  Commerce 
and  that  will  conclude  the  hearing  of  the  intermountain  representa- 
tives.   If  there  is  no  objection  we  will  hear  Mr.  Troy  to  a  conclusion. 

STATEMENT  OF  MR.  EDWARD  P.  E.  TROY— Resumed. 

The  Vice  Chairman.  Before  Mr.  Troy  begins  I  wish  to  state  that 
I  am  going  to  insist  that  to-morrow  morning  the  witnesses  be  listed 
and  the  time  be  allotted,  and  when  the  time  expires,  the  hammer  fall 
no  matter  whether  he  is  talking  or  being  cross-examined. 

Mr.  Troy.  I  did  not  expect  to  go  on  yesterday  nor  to-day  either, 
Mr.  Chairman,  and  of  course  I  am  not  as  fully  prepared  as  I  should 
like,  but  I  have  been  making  some  notes  during  the  hearings.  I 
think  from  what  you  have  heard  already  here,  and  from  the  evidence 
that  is  contained  in  the  three  volumes  of  your  hearings,  that  it  is 
quite  evident  that  the  private  ownership  of  railroads  has  broke! 
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down  entirely.  It  seems  to  be  admitted  by  all  sides  that  there  is  no 
hope  for  private  ownership;  that  if  we  continue  as  we  are,  as  has  been 
said  by  Mr.  Thelen,  president  of  our  California  commission,  and  Mr. 
Edgerton,  and  if  I  have  read  aright,  even  said  by  Mr.  Thorn  in  his 
evidence  that  is  contained  there — and  I  believe  from  what  I  have 
heard  of  him  he  is  probably  the  ablest  representative  that  the  rail- 
roads have  in  the  United  States — that  he  practically  admits  that  the 
private  ownership  of  railroads  has  broken  down,  and  that  if  the 
Government  does  not  come  to  their  assistance  and  do  something,  and 
if  the  railroads  can  not  do  something  toward  getting  capital  with 
which  to  do  business,  that  we  can  have  no  further  increases  in  the 
transportation  accommodations  of  the  country. 

Mr.  Tiiiim.  It  may  be  proper  for  me  to  say  that  the  witness  mis- 
understands my  position.  T  do  not  want  to  interrupt  him  further 
than  lo  say  that. 

Mr.  Trot.  Mr.  Thorn,  as  I  read  his  evidence,  slated  that  if  pri- 
vate ownership  of  railroads  should  break  down,  then  the  only  alter- 
native of  the  country  was  Government  ownership,  and  that  seems  to 
me  to  be  the  only  safe  thing  for  the  country  under  any  circumstances 
at  all:  and  I  want  to  say  this — it  is  in  compliment  to  your  committee 
and  is  owing  to  you — that  your  own  actions  in  this  hearing  are  to  me. 
evidence  of  the  advantage  of  Government  ownership.  The  people, 
through  you.  have  ownership  of  their  Government,  of  the  legislative 
functions  of  the  Government,  and  you  gentlemen  have  spent  this 
week  and  part  of  last  week  here  listening,  as  I  have  observed,  with 
the  greatest  of  patience  to  every  witness  who  is  called  here,  and  ask- 
in;:'  questions,  using  your  utmost  ability,  and  in  every  manner  trying 
to  get  at  the  truth,  and  1  will  say  to  you  frankly,  gentlemen,  that  the 
press,  through  the  manner  in  which  they  have  frequently  attacked 
Congress  and  Members  of  Congress,  had  at  least  shaken  my  confi- 
dence in  Congress  and  its  Members,  but  that  your  actions  here  in  this 
investigation  have  greatly  restored  my  confidence  in  our  national 
Representatives,  and  I  feel,  at  least,  that  you  are  endeavoring  to  get 
the  truth.  You  want  to  do  what  is  right,  and  I  think  that  can  be 
obtained  only  under  Government  ownership,  because,  as  I  said  yes- 
terday, all  men — railroad  men  and  others — yield  to  the  pressure  be- 
hind them,  and  it  has  been  said  that  the  pressure  behind  the  rail- 
roads is  the  jobbers,  and  the  various  regulating  bodies  will  yield  to 
pressure — not  dishonestly,  but  they  will  yield  to  pressure.  You 
yield  to  the  pressure  of  the  people  that  elect  yon  to  the  high  and 
honored  position  you  now  hold. 

So,  your  own  action  is  one  of  the  strongest  arguments  in  favor  of 
Government  owneship  of  all  public  utilities. 

Wherever  it  is  possible,  of  course,  that  we  can  have  full  and  free 
competition,  then  1  would  be  opposed  to  Government  ownership,  btit 
wherever  it  is  a  monopoly  or  may  be  made  monopoly,  then  I  favor 
Government  ownership,  and  the  majority  of  those  with  whom  I  am 
associated  are  of  the  same  idea.  They  believe  we  should  have  Gov- 
ernment ownership  of  all  of  the  public  utilities.  While  many 
Socialists  work  together  with  us,  I  personally  do  not  uphold  the 
socialistic  view  of  the  Government  undertaking  control  of  all  in- 
struments of  production;  so,  it  is  not  the  socialistic  view  I  am  pre- 
senting to  vou  at  all:  it  is  merelv  that  the  citizens  who  believe  that 
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these  corporations  arc  performing  public  functions,  functions  that 
arc  natural  to  be  performed  by  the  Government  and  not  by  any  indi- 
vidual. The  very  fact  that,  in  order  thai  these  corporations  may 
carry  out  their  functions,  you  confer  upon  them  Government  powers. 
for  instance,  as  the  right  of  eminent  domain,  is  conclusive  evidence  to 
me  that  it  i-  a  Government  function  that  they  arc  performing,  and 
that  they  could  not  exist  without  possessing  some  of  those  govern- 
mental functions.  So.  if  private  ownership  has  broken  down,  then, 
as  Mr.  Thorn  says,  it  is  evident  there  is  no  alternative  but  govern- 
mental ownership. 

Senator  Cummins.  Mr.  Troy,  Mr.  Thorn  has  no  right  to  interrupt 
you.  but  as  1  remember  Mr.  Thorn's  position,  it  was  not  that  private 
ownership  has  broken  down,  but  that  the  present  system  of  gov- 
ernmental regulation  had  broken  down.  1  think  he  did  not  go  so 
far  as  to  declare  that  there  was  no  system  of  regulation  that  would 
make  private  ownership  a  better  instrumentality  for  doing  a  public 
service,  than  Government  ownership  and  operation.  I  think  it  i- 
only  just  to  Mr.  Thorn  to  make  that  distinction. 

Mi-.  Troy.  1  hope  you  did  not  so  understand  me.  1  say  the  con- 
clusion to  be  drawn  from  his  evidence,  as  I  have  read  it.  i-  that  as 
it  exists,  private  ownership  has  broken  down  and  it  can  not  increase 
its  facilities  for  serving  the  people  without  the  Government  coming 
to  its  rescue  and  furnishing  it  capital.  They  say  they  can  not  secure 
any  further  capital  and  can  not  extend  their  railroad  improvements. 
I  understood  the  committee  itself  is  of  that  opinion,  that  we  can  not 
have  any  increases  of  transportation  facilities  in  the  country  to-day, 
as  transportation  conditions  exist. 

Senator  Cummins.  Not  every  member  of  the  committee  is  of  that 
opinion.  Mr.  Thorn  contends  that  unless  we  permit  the  railroad- 
to  increase  their  revenue — not  that  the  Government  is  to  furnish  the 
revenue — but  unless  the  rates  charged  for  the  services  rendered  arns 
increased  that  there  can  be  no  enlargement  of  railroad  facilities. 
That  is  his  contention,  as  I  remember  it. 

Mr.  Troy.  Well,  I  would  interpret  that  as  further  evidence  of  the 
failure  of  private  ownership.  I  made  up  some  figures  six  months 
ago  as  to  the  accumulations  of  the  majority  of  the  railroads. 

1  am  not  familiar  with  the  railroad  situation  in  the  East,  and 
because  of  the  failure  of  the  Interstate  Commerce  Commission  to 
give  the  people  the  data  and  statistics  it  has  been  impossible  for  me 
to  get  anything  up  to  date,  but  from  what  figures  we  have  I  tried 
to  work  out  the  profits  the  railroads  have  accumulated,  in  addition 
to  paying  their  dividends,  and  I  found  it  was  over  a  billion  dollars. 
1  think  the  Chicago.  Burlington  &  Quincy — I  am  not  positive  of 
that — has  accumulated  a  sum,  and  it  has  been  invested  in  the  road 
that  is  about  equal  to  or  exceeds  the  capital  invested.  The  Southern 
Pacific.  I  remember,  had  a  profit  on  the  31st  of  December,  1916,  of 
about  $170,000,000.  and  at  the  same  rate,  at  the  end  of  this  year  it 
would  have  accumulated  a  profit  of  about  $200,000,000.  and  the 
capital  of  the  Southern  Pacific,  if  T  remember  rightly,  is  only  about 
s_>:.0.000.000.  and  the  Southern  Pacific  could  pay  dividends  out  of  the 
profit  it  has  accumulated  for  IS  years  without  making  any  further 
profits,  and  yet  the  Southern  Pacific  was  one  of  the  companies  that 
applied  to  the  Interstate  Commerce  Commission  for  increases  of  rates 
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and  also  applied  to  the  local  California  railroad  commission  for  an 
increase  in  their  rates,  although  it  had  made  this  enormous  accumu- 
lation of  profit  during  the  year  1916  and  had  made  a  greater  profit 
than  ever  before  in  the  history  of  the  railroad — about  $60,000,000 — 
and  yet  those  gentlemen,  you  might  almost  say,  had  the  impertinence 
to  come  before  the  public  and  say  they  were  entitled  to  increases  of 
rates,  and  that  if  they  did  not  get  an  increase  of  rates  they  could  not 
continue  to  do  business  and  give  service  to  the  people. 

Now,  gentlemen,  with  such  a  profit — the  greatest  profit  they  have 
ever  received  in  their  history — if  such  are  the  conditions  in  the  oper- 
ation of  their  business  that  they  tell  you  they  can  not  give  further 
service  to  the  people  without  an  increase  of  rates,  is  not  that  a  con- 
fession of  the  failure  and  breaking  down  of  private  ownership?  I 
can  not  place  any  other  interpretation  upon  it. 

The  history  of  the  Southern  Pacific — and  I  do  not  mean  to  be  per- 
sonal in  anything  I  say — the  men  who  operate  the  Southern  Pacific 
are  all  good  men,  and,  under  Government  ownership,  I  believe  they 
would  operate  the  road  as  efficiently  and  more  efficiently  than  they 
do  for  the  Southern  Pacific  Railroad  Co.;  and  that  applies  to  even 
the  worst  men  in  the  employ  of  the  Southern  Pacific.  We  had  one 
man,  who  was  chairman  of  our  park  commission — and  he  made  one 
of  the  best  park  commissioners  we  ever  had  in  San  Francisco — and 
yet  he  was  at  the  head  of  the  publicity  bureau  of  the  Southern  Pa- 
cific, and  attended  to  all  the  corruption  in  the  legislature.  He  was 
the  man  who  was  doing  all  that  awful  work  for  the  railroads,  and 
wanted  to  do  it.  Whv,  I  remember  at  one  time  when  a  gentleman 
who  was  active  in  politics  said  to  this  man,  "  I  know  how  you  can 
get  rid  of  the  political  bosses."  he  said,  "  But  if  we  get  rid  of  the 
political  bosses,  what  will  become  of  me?  "  He  wanted  to  continue 
that  system ;  but  at  the  same  time,  when  placed  on  his  honor  and 
given  an  appointment  under  the  municipal  government  to  conduct  a 
branch  of  the  government,  he  gave  us  the  best  administrative  govern- 
ment we  ever  had  in  this  city,  and  really  initiated  the  work  of  build- 
ing our  beautiful  parks. 

So,  under  Government  ownership,  even  from  the  evil  men  you  get 
better  services  than  you  do  now  under  private  ownership  from  the 
very  best  men.  The  Railway  Age  Gazette,  in  excusing  the  awful 
scandal  of  the  Rock  Island  Railroad,  said  that  it  was  because  that 
railroad  was  managed  from  a  distance — its  ownership  was  not  resi- 
dent— that  it  was  foreign  to  that  section  of  the  country,  and  that  the 
ownership  existed  a  thousand  miles  from  the  location  of  the  road. 
But  here  we  have  the  Southern  Pacific,  owned  in  Wall  Street,  in 
England,  and  in  Berlin,  and  other  sections  of  Europe,  and  its  direc- 
tors aud  its  president  are  3,000  miles  away  from  here.  Of  course, 
they  give  the  very  estimable  gentleman  who  is  managing  their  prop- 
erty here  the  title,  as  I  read  it  in  their  report,  of  president  of  the  lines 
west  of  El  Paso— not  president  of  the  company,  mind  you — and  they 
call  a  lot  of  their  local  men  vice  presidents,  in  that  way  giving  them 
more  dignified  titles  in  the  local  community  and  making  the  local 
people  think  the  management  is  a  local  one.  Mr.  Krutschnitt,  the 
chairman  of  the  executive  committee,  is  the  real  president  of  the  com- 
pany, and  he  is  in  New  York. 
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That  company,  gentlemen — and,  I  state,  I  am  not  persona]  at  all 
in  what  I  say — but  from  the  very  beginning  the  Southern  Pacific  Co. 
has  been  the  head  and  brains  of  all  of  the  corruption  in  California. 
It  had  an  organized  corruption  bureau  and  interfered  with  all  legis- 
lation. Well,  you  may  say,  it  was  necessary  for  them  to  be  in  pol  it  its. 
I  have  heard  that  expression,  and  I  read  it  frequently  in  the  railroad 
journals  and  other  public-service  corporation  journals  that  I  sub- 
scribe to ;  but  they  interfere  in  every  character  of  legislation  and  dic- 
tate every  piece  of  important  legislation  in  this  State. 

I  can  remember  that  it  was  along  about  1908,  or  around  about  that 
time,  when  the  ladies  here  in  this  State  who  were  making  their  fight 
for  suffrage,  had  practically  pledged  the  members  of  the  legislature  to 
submit  a  suffrage  amendment  to  the  people,  but  when  they  went  to  the 
legislature  they  were  defeated.  One  of  the  ladies  who  was  very  active 
in  that  movement,  a  brilliant,  able,  and  good  woman,  after  she  re- 
turned to  this  city  from  the  legislature,  was  sent  for  by  Mr.  William 
F.  Herrin,  the  attorney  for  the  railroad,  and  to  whom  all  these 
legislative  agents  report,  and  this  lady  said  that  Mr.  Herrin  said: 
"  Mrs.  So-and-so,  why  did  you  go  to  the  legislature  to  try  to  put  that 
bill  through?  Why  didn't  you  come  and  see  me  first?  Don't  you 
known  you  can  not  get  anything  through  the  legislature  without  my 
consent  ?  " — that  Mr.  Herrin  sent  for  her  and  told  her  that,  and  your 
associate  in  the  Senate  now,  Hiram  W.  Johnson,  was  elected  governor 
of  this  State  by  simply  going  through  California  and  speaking  the 
few  words  that  he,  if  elected  governor,  would  drive  the  Southern 
Pacific  Railroad  out  of  politics,  and  during  the  first  four  years  Hiram 
Johnson  was  governor  that  is  what  happened,  and  Hiram  Johnson 
was  the  first  governor  California  ever  had  that  did  that,  and  he  did 
more  for  the  progress  of  legislation  than  any  governor  we  had  before. 
And  then  the  railroads  began,  in  a  very  insidious  way,  to  again  get 
control  of  the  legislature,  and  this  last  legislature  that  we  had — why, 
gentlemen,  the  railroads  took  a  man,  a  Mr.  Hill,  who  I  am  told  was 
secretary  to  Mr.  William  F.  Harriman,  and  they  made  him  their 
representative,  and  he  appeared  before  the  people  of  California  as  the 
political  representative,  as  he  said,  of  all  the  corporations,  and  bagan 
to  organize  the  State,  giving  it  out  to  fight  the  jitneys  in  order  to  get 
legislation  against  jitney  busses.  He  organized  the  electric  railroads 
and  went  to  Sacramento,  and  in  Sacramento  they  thought  they  could 
deceive  the  people  by  assuming  a  booby  mask,  and  they  put  to  the 
front  some  one  everybody  believed  was  harmless,  but  all  the  time  hav- 
ing behind  him  these  able  men. 

Look  up  the  last  legislature.  Take  the  tax  commission.  It  was 
a  body  that  made  some  spjendid  recommendations  in  the  way  of  tax 
legislation  that  would  have  been  a  great  benefit  to  the  people  of  Cali- 
fornia. They  made  a  few  concessions  to  the  reactionaries  in  order 
to  get  their  legislation  through,  but  the  assembly  was  reputed  to  be 
controlled  absolutely  by  the  corporations,  and  nothing  of  advantage 
to  the  people  that  this  commission  recommended  was  adopted,  and  the 
only  thing  adopted  was  a  reactionary  measure  taking  away  from  the 
cities  and  counties  control  of  taxation  and  giving  a  few  officials 
in  the  State  capital  the  right  of  veto  upon  any  increase  in  taxation 
in  any  county  or  city,  and  that  is  something  that  the  railroads  have 
been  seeking  for  years.    In  fact,  the  Santa  Fe  Railroad  in  its  report  to 
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its  stockholders,  urges  that  they  do  everything  to  keep  down  taxation, 
and  yet  in  California  here  it  makes  no  difference  to  them  on  their 
operative  property  what  the  taxes  may  be,  because  they  are  not  taxed 
locally  by  the  cities  and  counties  or  districts  on  their  operative  prop- 
erty. Yet  they  interfere  in  every  character  of  legislation  in  Cali- 
fornia. 

At  one  time  they  dominated  the  selection  and  appointment  of  every 
official  from  constable  up  to  the  supreme  court  in  the  State.  There 
was  a  perfect  reign  of  terrorism  in  California  caused  by  the  Southern 
Pacific  Railroad,  and  to-day  we  have  all  the  corporations  operating 
together  under  one  head,  going  to  the  legislature  and  telling  the 
people  they  have  one  representative  in  their  lobby. 

You  can  see.  gentlemen,  why  it  is  that  a  person  in  California,  with 
that  experience  with  the  public  railroads  alone  and  other  public- 
service  corporations,  would  fear  a  tremendous  corporation  like  that 
which  has  been  proposed — one  great  corporation  to  operate  all  the 
railroads  of  the  United  States.  They  know  how  the  Southern  Pacific 
Railroad  in  this  State  lias  dominated  things.  There  is  not  a  corner 
of  the  State  where  it  has  not  dominated  the  politics  of  local  as  well 
as  State  affairs,  and  if  a  corporation  like  the  Southern  Pacific,  with 
but  about  7,000  miles  of  track,  could  become  so  powerful,  with  its 
foreign  management,  what  would  be  the  result  if  we  had  such  a 
corporation  as  has  been  proposed,  or  even  the  regional  corporations 
proposed?     It  is  awful. 

Recently  the  Bulletin,  an  evening  paper  here,  has  been  publishing 
some  reminiscences  of  a  former  political  boss — a  Mr.  Martin  B. 
Kelly.  He  has  described  how.  in  the  appointment  of  a  Senator  when 
one  of  our  Senators  had  died,  the  governor  was  to  be  paid  $50,000  to 
appoint  a  Senator  that  the  railroads  wanted.  It  has  been  recognized 
for  years  that  the  Southern  Pacific  has  dominated  all  political  offices. 
One  of  the  greatest  scandals  and  most  lengthy  period  of  fighting 
with  the  railroads  and  litigation  with  the  railroads  that  wTe  have 
had  was  over  taxation  during  the  eighties  and  later  We  fortunately 
had  Mr.  John  P.  Dunn  and  others.  They  allowed  us  a  State  board 
of  assessment.  The  railroads  fought  those  assessments  and  tried 
to  get  a  reassessment  bill  through  the  legislature.  It  was  notorious 
that  they  bribed  members  of  the  legislature  and  paid  them  $500 
apiece  to  get  the  bill  through  the  legislature.  The  whole  history  of 
the  Southern  Pacific  Railroad  from  beginning  to  end  in  this  State 
has  been  one  of  corruption  and  one  of  terrorism. 

You  gentlemen,  I  presume,  are  familiar  with  the  report  of  the 
Pacific  Railroad  Commission,  of  which  Senator  Black  was  chairman. 
In  that  report  he  showed  that  a  small  grofip  of  men  had  robbed  the 
railroads  by  letting  contracts  to  themselves,  and  they,  as  directors 
of  the  railroad  company,  sat  on  the  board  of  directors  and  voted 
for  the  letting  of  contracts  by  the  railroad  company  to  themselves. 
This  commission  figured  they  robbed  the  Central  Pacific  and  the 
Southern  Pacific  Railroads  of  over  $100,000,000  of  bonds,  and  yet 
that  $100,000,000  has  since  that  time  been  a  charge  upon  the  people 
of  the  State  of  California  and  upon  the  transportation  in  and  out 
of  this  State.  We  have  had  to  pay  interest  on  that  great  principal 
all  the  time. 

We  feel  the  need  of  Government  owmership  in  this  State,  and  I  have 
been  writing  on  that  question  and  talking  on  that  question  for  25 
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years,  and  I  fee]  certain  that  a  great  majority  of  the  people  of 
California  are  in  favor  of  Government  ownership,  and  I  feel  thai 
if  the  question  were  put  to  a  vote  in  California,  that  even  to  get  rid 
of  the  political  corruption  that  has  existed  in  this  State,  the  inter- 
ference with  all  our  affairs,  political,  business,  social,  and  religious 
because  there  is  no  phase  of  life  in  California  that  this  corporation 
has  not  interfered  with — -but  to  get  rid  of  that  horrible  interference, 
that  our  people  would  vote  from  5  to  1  to  10  to  1  in  favor  of  Govern- 
ment ownership  of  railroads.  It  is  the  most  oppressive  and  danger- 
ous thing  that  we  have  ever  had  in  California. 

The  people  had  confidence  in  Gov.  Johnson  because  of  his  partici- 
pation in  the  graft  prosecutions  and  they  elected  him  by  an  over- 
whelming A'ote,  and  he  proved  he  was  worthy  of  the  confidence  of  the 
people  of  California  by  the  great  things  he  did. 

The  Chairman.  Do  you  claim,  Mr.  Troy,  that  those  abuses  exist 
to-day  ? 

Mr.  Troy.  To  a  very  large  degree;  yes,  sir.  The  Southern  Pacific 
Railroad- — for  instance,  you  were  told  by  Commissioner  Edgerton 
about  the  proposal  to  separate  the  Southern  Pacific  Railroad  Co. 
from  the  Central  Pacific  Railroad  Co.  Mr.  Edgerton  stated  he  did 
not  favor  that.  But  I  favor  that.  I  believe  it  is  wrong  to  have  that 
combination,  and  I  will  say  that  I  remember  as  a  schoolboy — I  was 
born  in  this  city — as  a  schoolboy  one  of  my  schoolmates  went  into 
the  employ  of  the  Central  Pacific,  and  he  told  me  that  at  that  time 
they  were  extending  the  Southern  Pacific,  and  he  told  me  the  South- 
ern Pacific  was  stealing  the  cars  and  other  equipment  of  the  Central 
Pacific,  a  Government-aided  railroad,  and  turning  them  over  to  the 
Southern  Pacific,  painting  out  the  Central  Pacific  designations,  and 
painting  in  their  stead  "Southern  Pacific" — a  Government-aided 
road  and  the  cars  bought  by  them. 

When  that  action  was  recently  before  the  court  the  Attorney  Gen- 
eral, endeavoring  to  bring  about  that  separation  of  the  Southern 
Pacific  Railroad  Co.  from  the  Central  Pacific  Railroad  Co. — why.  the 
Southern  Pacific  merely  sent  its  traffic  man  through  the  State  and 
brought  about  meetings  of  chambers  of  commerce  in  the  different 
counties  and  towns,  and  the  business  men  there,  under  the  thumb  of 
the  railroad,  did  not  dare  to  disobey  their  orders,  and  adopted  reso- 
lutions, sending  them  to  the  Attorney  General,  and  wherever  else  they 
could  to  reach  the  court,  urging  against  the  separation  of  those  two 
railroads.  As  a  matter  of  fact,  if  those  two  railroads  were  separated, 
then  we  would  have  two  competing  lines  in  California  in  addition  to 
the  Santa  Fe  and  the  Western  Pacific,  and  the  people  would  certainly, 
at  least,  get  the  benefit  of  some  of  that  competition. 

The  only  argument  against  the  separation  of  those  two  railroad-  i- 
that  they  are  so  interwoven  and  intertwined  in  their  business  it  would 
be  impossible  to  separate  them.  The  only  intertwining  here  is  in  a 
line  from  Benecia  to  Sacramento  and  some  sections  of  the  line  in  the 
San  Joaquin  Valley.  As  a  matter  of  fact,  those  two  railroad  com- 
panies— the  operating  company  here  is  the  Southern  Pacific  Co.— the 
Southern  Pacific  owns  but  very  little  railroad.  It  owns  the  termi- 
nals here  in  San  Francisco,  and  when  a  franchise  was  granted  for  a 
terminal — I  think  it  was  in  Oakland,  if  I  remember  rightly — it  had 
it  granted  to  themselves,  the  Southern  Pacific,  so  that  they  could 
control  the  terminal,  and  controlling  the  doorway  they  would  control 
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the  entire  line.  But  they  also  own  the  stock  of  the  owning  companies 
of  the  main  line  and  other  lines — the  Central  Pacific  Railroad  Co. 
and  the  Southern  Pacific — and  then  they  lease  those  railroads  to 
themselves,  as  owners,  and  operate  them.  Why  is  that  done?  Why, 
simply  so  that  they  can  complicate  things — and  they  do  it  pur- 
posely— so  that  they  can  not  be  unscrambled  except  with  great  diffi- 
culty. 

Six  years  ago  I  was  in  Oregon  doing  some  work  for  Mr.  W.  S. 
Ouran  and  others,  valuing  some  branches  of  the  Southern  Pacific 
and  the  Portland  Railway,  Lighting  &  Power  Co.,  and  the  Western 
Union  and  some  other  public-service  corporations,  and  I  found  the 
Southern  Pacific — it,  as  I  state^  owns  stocks  in  these  companies — if 
3  remember  rightly  it  leased  two  of  the  companies  of  the  owning  com- 
panies the  rolling  stock  and  then  leased  back  to  the  owning  companies 
the  rolling  stock  and  right  of  way  and  stock  and  equipment,  and  in 
every  way  they  tried  to  tangle  things  up  in  every  possible  way  so  as 
to  confuse  the  courts  and  confuse  any  regulating  body,  and  solely  in 
order  to  make  more  money. 

That  brings  to  my  mind  one  point  on  that:  The  Southern  Pacific 
Railroad  Co.  owns,  I  think,  a  half  interest  with  the  Santa  Fe  and  a 
few  small  private  owners  in  the  Associated  Oil  Co.  and  some  other 
oil  companies.  The}7  sell  that  oil  to  themselves  on  the  market  price 
of  oil  and  then  the  oil  company  pays  dividends  out  of  its  pockets — 
the  dividends  of  one  of  the  companies,  as  I  recollect,  was  about  25 
or  30  per  cent  on  the  stock — and  that  dividend  is  paid  into  the  South- 
ern Pacific  for  its  ownership  of  that  stock,  and  it  is  not  put  in  as  a 
credit  against  the  operating  expenses  to  reduce  the  operating  ex- 
penses; no,  but  they  credit  that  to  nonoperating  revenue  and  by  that 
means  they  make  a  showing  of  higher  operating  cost,  and  they  make 
this  showing  in  order  to  go  before  the  commission  and  say,  "  Here  is 
what  it  costs  to  operate  over  our  road,"  and  they  get  their  rates  in- 
creased. The  telephone  companj'  does  the  same  thing.  The  P.  T. 
&  T.  Co.  has  the  Western  Electric  Co.  that  it  owns.  It  owns  all  the 
stock  and  controls  it  and  compels  all  the  local  telephone  companies 
to  purchase  all  their  equipment  and  supplies  from  that  Western 
Electric  Co.,  and  then  not  only  do  they  make  a  profit,  gentlemen,  off 
the  supplies  that  the  Western  Electric  sells  to  the  telephone  company, 
but.  in  the  testimony  before  the  Oregon  Commission  and  testimony 
before  our  commission  it  was  shown  that  they  make  a  charge  on  all 
of  the  income  of  the  Pacific  Telephone  Co.  of  2^  per  cent,  simply 
because  they  are  organized  as  a  business  and  furnish  them  with  sup- 
plies. After  running  that  business  the  telephone  company  pays  2£ 
per  cent  of  its  income  and,  again,  it  pays  a  rental  for  the  instruments 
equal  to  44  per  cent  of  their  revenue. 

These  public  service  corporations  are  never  honest— never  honest 
with  the  regulating  body  or  with  the  people  or  with  the  legislature. 
They  always  try  to  deceive  them  and  always  try  to  make  false  show- 
ings, always  for  the  one  purpose  of  making  more  money.  They  re- 
duce their  service  and  will  not  give  proper  service  to  the  people  in  or- 
der to  make  more  money. 

Under  Government  ownership  the  sole  purpose  of  Government 
ownership  is  service — to  give  service  to  the  people  at  the  lowest 
possible  cost,  and  that  is  the  result  always.     We  have  the  railroads 
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coming  before  the  Interstate  Commerce  Commission  with  enormous 
profits,  and  their  profits  increasing,  and  yet  asking  for  increases  in 
rates. 

Take,  for  instance,  the  Pasadena  municipal  electric  plant,  of  which 
Mr.  C.  W.  Gorman  lias  been  the  efficient  manager  since  1906.  In  his 
report  he  shows  there  lias  been  an  almost  50  per  cent  increase  in  the 
cost  of  operation  of  that  plant,  but  by  good  management  he  has  been 
able  to  economize  in  other  directions,  so  thai  the  actual  increase  in 
cost  of  maintaining  that  plan  is  very  slight — pari  of  which  coming 
from  an  increase  of  business.  Yet  the  railroads,  on  the  other  hand, 
notwithstanding  their  profit,  want  increases  in  rates;  and  I  want 
to  say  this,  gentlemen,  as  to  the  Interstate  Commerce  Commission — I 
simply  want  to  lay  the  facts  before  you.  and  I  do  not  make  any 
charge,  and  I  do  not  think  I  have  made  any  charge  against  the  com- 
mission, but  anybody  can  draw  their  own  inference: 

The  Interstate  Commerce  Commission  sent  an  examiner  out  here 
last  year.  I  do  not  know  what  his  report  was;  but,  as  nearly  as  I 
can  recollect  it,  it  was  against  any  increase  in  the  rates.  That  makes 
no  difference.  They  took  the  report  of  the  examiner,  and  at  the 
same  time  they  had  the  reports  of  the  railroads — the  Southern 
Pacific  Railroad  as  to  its  receipts,  and  the  reports  of  the  Santa  Fe 
as  to  its  receipts,  and  all  the  other  railroads  in  this  case  as  to  their 
receipts — and  everyone  showed  enormous  increases  in  receipts  and 
profits — the  Southern  Pacific  showing  a  profit  of  $60,000,000,  a 
greater  profit  than  they  ever  had  before,  yet  the  Interstate  Com- 
merce Commission  issued  an  order  last  January — I  believe  it  was 
during  January — increasing  rates  on  many  commodities  15  per 
cent,  and  the  reason  they  gave  was  that  they  wanted  to  equalize 
rates  on  account  of  competition  with  the  Panama  Canal.  They 
wanted  to  equalize  them  by  raising  them.  They  never  equalize 
them  by  reducing  them.  The  local  commission  was  then  consider- 
ing further  increases  in  freight  rates,  which  were  being  asked  in 
May,  only  five  months  after  the  previous  increase  another  increase 
was  made  that  figured  all  the  way  from  30  to  35  per  cent,  yet,  not- 
withstanding that  fact,  the  Interstate  Commerce  Commission  did 
allow  the  railroads  an  increase  of  15  per  cent  on  a  ton  of  coal  from 
the  Utah  coal  fields  and  the  Colorado  and  Wyoming  coal  fields  that 
supply  California  with  coal.  They  are  the  principal  supply  fields, 
and  we  are  endeavoring  to  get  a  reduction  in  the  price  of  coal  to- 
the  people.  They  raise  rates  instead  of  reducing  them.  While  the 
Government  is  constituting  governmental  regulatory  bodies  to  cut 
down  rates,  the  Interstate  Commerce  Commission  is  raising  them. 
While  this  country  is  at  war,  with  many  young  men  going  to  the 
front  to  defend  the  country,  the  railroad  companies  are  rushing  to 
the  front  asking  for  increases  in  their  receipts. 

I  believe  there  is  a  definite  positive  reason  behind  this  thing. 
The  railroad  companies  see  that  we  have  Government  ownership 
tfith  us  right  now.  It  is  right  here  and  they  can  not  escape  it, 
and  they  want  to  get  these  increases  so,  in  case  of  the  purchase  of 
the  railroads  bv  the  Government,  they  want  the  purchase  price 
fixed  on  their  profits — to  have  the  value  of  the  property  based  on 
the  profits  earned — and,  if  they  can  make  extremely  high  profits,  in 
that  way  they  will  demand  more  money  for  their  properties.     That 
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is  shown  to  be  true  from  the  fact  that  the  railroads  are  objecting; 
to  the  valuation  that  is  going  on,  and  if  they  have  an  official  journal 
in  the  United  States,  it  is  the  Railway  A^e  Gazette,  and  in  an  issue 
of  that  paper,  which  I  got  about  a  week  ago,  one  of  the  most  recent 
issues,  I  noticed  it  denies  the  statement  of  Commissioner  Thalen  that 
some  of  the  railroads  favored  the  valuation,  and  said  in  an  editorial 
that  the  railroads  have  always  opposed  valuation  and  have  never 
favored  it. 

You  have  asked  the  question.  Senator,  as  to  what  was  the  basis 
of  rates.  You  asked  it  of  some  gentleman  here.  I  have  made  in- 
quiries as  to  that  matter  for  many  years.  1  wrote,  when  John  Mar- 
ble and  Franklin  K.  Lane  were  members  of  the  commission,  and  I 
got  the  decisions  of  the  commission  and  read  them  carefully,  and 
I  must  say  that  I  could  not  find  any  basis  for  rate  making,  except 
one,  and  the  reason  was  that  which  a  child  will  give  you  for  any- 
thing that  it  might  be  asked  about — simply  because. 

There  is  no  other  reason  the  railroads  can  give  for  their  rates 
than  the  simple  word  "because."  They  have  no  logical  basis  of  any 
kind,  and  in  fact  John  Marble  told  me,  to  show  you.  Senator,  the 
railroads  are  business  men  and  always  want  to  make  money — John 
Marble  and  I  were  very  good  friends  and  we  used  to  exchange 
views  frequently.  Tie  told  me  there  was  only  one  railroad  in  the 
country — whether  he  meant  up  to  that  time  or  at  that  time  I  do  not 
know — but  he  said  there  was  only  one  railroad  in  the  country  that 
knew  what  it  cost  to  carry  freight,  and  that  was  the  Pennsylvania, 
and  that  it  was  tour-tenths  of  a  cent  a  mile,  and  he  told  me  of  an 
incident  that  happened  during  the  competitive  period.  I  think  it 
A\a>  in  connection  with  a  railroad  manager  in  St.  Louis,  where  they 
were  making  various  allowances  to  the  shippers,  and  this  manager 
thought  that  some  of  the  allowances  made  to  one  of  the  shippers 
looked  odd.  and  he  had  his  clerks  look  it  up  and  found  his  railroad 
was  paying  that  shipper  in  allowances  more  money  than  the  railroads 
were  receiving  from  the  shipper  for  carrying  his  freight.  That  was 
the  businesslike  way  in  which  some  of  the  railroads  conducted  their 
business.  They  carried  passengers  during  some  of  their  competi- 
tion at  one  time  from  Los  Angeles  to  Xew  York  for  $1.  Judge 
Sims  asked  one  of  the  witnesses  if  the  railroads  should  not  have 
increased  charges  for  carrying  the  baggage  of  a  passenger  and  if 
it  was  not  unfair  to  carry  the  baggage  of  one  passenger  and  no 
baggage  of  another  without  making  a  difference  in  the  charge. 

Why.  Senator  Buckley,  of  Grand  Junction.  Colo.,  now  stopping  at 
Palo  Alto,  told  me  he  came  from  there  a  few  weeks  ago.  I  spent  a 
few  days  with  him  last  week,  and  his  ticket  read  from  Grand  Junc- 
tion via  San  Francisco  to  San  Diego,  about  500  miles  south  of  here, 
and  Grand  Junction  is  about  1,300  miles  east,  and  when  he  stopped 
he  wanted  to  get  his  return  on  his  ticket.  They  said,  "No;  the  fare 
is  the  same  to  San  Francisco  as  it  is  to  San  Diego."  That  is  the 
logical  way  in  wdiich  the  railroads  charge  fares  as  well  as  freight 
rates.  There  is  no  logical  basis  for  their  charges  at  all ;  not  even  the 
old  cry  of  all  the  traffic  will  bear,  that  C.  P.  Huntington  used  so 
often  to  give  expression  to  is  the  true  rule. 

I  have  spoken  to  you  gentlemen  along  certain  lines  to  demonstrate 
to  you  that  bodies  like  the  Interstate  Commerce  Commission,  in  the 
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work  it  is  doing,  is  not  giving  out  information  to  the  public,  while 
you  gentlemen,  being  close  to  the  public,  give  out  all  the  information 
you  have,  and  you  know  that  the  public  is  entitled  to  all  this  informa- 
tion, and  as  to  the  basis  of  rates — what  is  the  rule  with  reference  to 
rates.  Why,  John  Marble,  who  was  as  good  a  man  as  ever  lived  on  the 
earth — he  was  honest,  very  able,  conscientious,  and  liberal,  and  his 
sympathies  were  with  the  people— when  he  first  went  on  as  an 
attorney  with  the  Interstate  Commerce  Commission,  when  he  would 
come  out  here  I  could  observe  he  had  not  lost  any  of  his  old  attitude 
toward  the  people,  but  when  he  became  secretary  of  the  commission 
and  finally  a  member  of  the  commission,  I  could  gradually  notice  a 
change  in  his  sentiment,  and  while  he  was  on  the  commission,  at  one 
time  he  made  a  remark  to  me,  in  discussing  railroad  rates,  "  It  makes 
no  difference  what  a  rate  is  as  long  as  there  is  no  discrimination." 

That  is  the  very  sentiment  you  have  had  expressed  here  to-day, 
even  by  the  gentleman  who  proceeded  me  from  Reno.  He  said  that 
he  was  willing  that  the  rates  should  be  raised,  and  you,  Senator  Cum- 
mins, brought  out  the  fact  that  no  consideration  has  been  given  to 
the  consumer,  who  pays  the  freight,  and  that  is  the  fact  before  the 
Interstate  Commerce  Commission  and  all  regulating  bodies,  that  no 
consideration  is  given  to  the  consumer  who  pays  the  freight.  The 
contest,  in  all  the  evidence  that  I  have  had  access  to,  in  the  15  per 
cent  advance  rate  case,  and  all  the  cry,  was  for  the  shipper,  and  as 
far  as  I  know  the  only  reason  the  Interstate  Commerce  Commission 
refused  to  allow  the  15  per  cent  advance  was  because  of  the  chaos 
it  would  bring  about  in  the  commercial  interests  of  the  United  States 
in  upsetting  differentials,  but  as  far  as  the  interests  of  the  people 
were  concerned,  I  could  see  nothing  in  the  decision  of  the  commis- 
sion or  in  the  evidence  that  was  presented  before  that  commission — 
I  could  not  see  any  consideration  at  all  for  the  people.  The  people 
have  nobody  to  plead  their  cause.  With  this  continued  pressure  that 
is  back  of  the  commercial  bodies,  I  have  seen  the  San  Francisco 
Chamber  of  Commerce — Mr.  Mann  is  an  able  and  a  good  man,  and 
he  represents  that  body  as  attorney — I  have  seen  where  he  has  gone 
before  the  commission  asking  that  rates  be  kept  up,  and  I  have  seen 
other  commercial  bodies  urge  against  reductions.  I  heard  the  com- 
missioner from  Arizona  opposing  the  back-haul  charge  to  Arizona 
from  coast  points,  but  if  the  other  rates  were  raised  to  equalize  the 
situation,  he  had  no  objection  to  it.    He  thought  it  was  all  right. 

As  long,  as  it  will  take  care  of  the  interests  of  the  business  of  the 
commercial  people  of  that  community,  they  do  not  care  what  the 
rate  is,  and  that  idea  is  going  to  prevail  always  in  regulation  of  rates 
under  a  private  corporation,  but  under  Government  ownership  there 
will  be  no  consideration  of  the  interests  of  any  private  persons  who 
want  to  make  a  profit  out  of  transportation.  The  only  consideration 
will  be  the  people — service  to  the  people  of  the  United  States,  and 
the  commercial  interests  will  not  be  dominant  then,  in  case  of  Gov- 
ernment ownership  of  railroads.  The  people  will  realize  then  that  it 
is  to  them  that  are  passed  all  the  charges  made  by  railroads  on  any 
business  handled  by  them.  That  is  another  reason  why  we  should 
have  Government  ownership  of  railroads,  to  get  rid  of  that  oppres- 
sion in  charges  and  utter  disregard  of  the  rights  of  the  people. 
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Take,  for  example,  in  San  Francisco.  I  think  you  gentlemen 
should  make  this  a  part  of  your  record — you  ought  to  be  familiar 
with  all  the  phases  of  the,  question — you  should  get  the  book  pub- 
lished by  Franklin  Hitchcock  called  "  The  System,"  in  which  he 
gives  the  history  of  the  scandal  and  graft  in  San  Francisco.  You 
should  become  familiar  with  that. 

There  was  one  man  who  was  indicted  by  the  grand  jury  and 
charged  with  bribery  of  the  board  of  supervisors.  This  man  was 
assistant  to  Calhoun,  president  of  the  United  Railroads.  Ever  since 
then  that  man,  who  was  brought  out  from  the  East  by  Calhoun,  has 
been  forcing  himself  on  public  bodies  and  public  organizations  and 
getting  into  public  organizations  of  every  character  to  give  him 
prominence,  and  to  my  mind  one  of  the  most  scandalous  things  that 
has  occurred — and  it  is  more  scandalous  since  Gen.  Pershing  has 
gone  to  France — but  when  Gen.  Pershing  was  down  here  in  Mexico 
this  man  went  down  there  and  wrote  letters  to  the  press  telling  of 
his  visit  "to  Gen.  Pershing  as  his  guest  and  companion — this  man 
who  was  indicted  for  bribing  supervisors — and  this  man  brings  in- 
fluence to  bear  on  all  parties  to  bring  him  into  prominence.  The 
last  thing  that  has  occurred,  and  another  scandalous  thing,  is  that  I 
understand  from  the  adjutant  general  of  the  State  of  California  that 
this  man  has  been  commissioned  a  lieutenant  colonel  of  a  regiment 
that  is  popularly  known  as  the  Grizzlies,  which  have  been  stationed 
down  below  the  city  a  few  miles.  That  man  who  is  charged  with  the 
most  traitorous  conduct  to  his  country  by  a  grand  jury  in  betraying 
his  country  in  peace  now  wants  to  pose  as  a  leader  of  a  part  of  the 
American  Army  in  time  of  war.  If  such  a  man  should  be  put  as  the 
head  of  the  forces  of  our  country,  or  should  be  in  close  and  intimate 
touch  with  the  general,  certainly  the  people  would  not  have  much 
confidence  in  the  Army.  I  do  not  believe  the  President — as  he  must 
know  of  this  man's  character — will  ever  promote  him  to  command 
any  portion  of  the  Army  of  the  United  States,  even  if  our  State  gov- 
ernment does  place  him  in  control  of  part  of  the  State  forces. 

You  can  see  what  we  have  to  contend  with.  These  men  who  cor- 
rupt and  bribe  and  endeavor  to  destroy  and  tear  down  the  Govern- 
ment are  not  satisfied  with  the  money  they  make  out  of  the  corrup- 
tion. They  want  more.  They  want  social  power  and  governmental 
power.  They  go  into  the  churches  of  all  denominations,  and  men  in 
the  churches  who  have  stood  honestly  for  the  best  interests  of  the 
Government  have  been  driven  out  of  the  community. 

Seven  years  ago  I  was  in  San  Diego  writing  for  the  Scripps  papers 
on  franchise  questions.  There  was  a  Rev.  Mr.  Gill  down  there,  the 
pastor  of  the  Methodist.  Church,  a  brilliant  man  who  had  built  up  his 
church  from  the  poorest  to  the  greatest  in  that  city.  On  moral 
grounds  he  was  opposed  to  granting  a  franchise  in  that  town,  and 
the  forces  down  there  that  control  that  town  drove  him  out  of  the 
church  and  out  of  the  city.  Here  in  two  other  churches  of  different 
denominations  in  San  Francisco  men  have  been  driven  out  of  their 
church  because  they  stood  for  decency  in  public  life  in  San  Francisco. 
So,  these  things  go  into  every  nook  and  cranny  of  our  life,  and  the 
people  are  afraid  to  express  their  own  convictions.  The  merchants 
fear  to  express  their  opinion.  I  know  personally  of  a  case  where  a 
newspaper  was  publishing  some  articles  written  by  me,  I  will  say. 
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againsl  a  certain  charter  amendment.  The  editor  promised  me  he 
would  publish  them.  He  had  not  published  more  than  two  of  them 
when  17  men.  a  committee  of  the  advertisers  in  the  paper,  called  on 

the  paper  to  support  the  charter  amendment  and  demanded  that  the 
paper  make  me  do  likewise,  and  that  if  the  paper  did  not  do  that 
they  would  take  away  advertising  amounting  to  $360,000  a  year  and 
destroy  it.    That  is  the  way  the  press  is  controlled. 

These  public-service  corporations  organize  through  the  hanks, 
and  the  banks  make  loans  to  the  merchants,  and  the  railroads,  con- 
trolling their  freight  shipments,  have  absolute  control  in  these 
matters.  They  have  such  control  over  the  merchants  that  they  are 
able  to  compel  the  merchants  to  go  out  and  plead  their  cause— the 
cause  of  the  corporations — in  utter  disregard  of  the  people. 

We  had  an  instance  here  in  the  granting  of  a  franchise  to  the 
Southern  Pacific  Co.  Mr.  Mann  and  Mr.  W.  R.  Wheeler,  represent- 
ing the  chamber  of  commerce,  went  to  the  board  of  supervisors  and 
asked  that  they  insert,  as  a  condition  of  that  franchise,  that  the 
Southern  Pacific  should  no  longer  make  a  switching  charge  to  the 
private  team  tracks  that  they  had  been  making.  The  United  States 
Supreme  Court  afterwards  held  that  to  be  discriminatory.  The 
Southern  Pacific  was  collecting  $250,000  a  year  from  the  merchants 
of  San  Francisco  for  that  team-track  charge  which  they  made  at 
San  Francisco,  San  Diego,  Los  Angeles,  and  nowhere  else.  The 
public  utility  committee  did  put  in  a  provision  of  that  kind  in  the 
franchise,  and  the  franchise  was  passed  to  print,  and  should  have  been 
passed  in  90  days.  Nothing  was  done,  and  they  waited  until  six  or 
eight  months  later,  and  when  the  election  came  on  these  men  were 
defeated — the  corporations  defeated  them— and  when  they  got  a 
board  here  composed  of  men  they  wanted,  the  man  who  was  presi- 
dent, Mr.  Brand,  went  up  to  Mayor  Roth  and  discussed  personally 
with  him  this  clause,  and  Mayor  Roth  came  out  and  told  the  suiter- 
visors  to  strike  out  that  clause,  and  in  that  form  the  franchise  was 
granted  to  the  Southern  Pacific.  The  chamber  of  commerce  did 
nothing  to  protect  the  interests  of  the  merchants.  Then,  a  short 
while  afterwards,  it  was  announced  that  no  appropriation  had  been 
made  by  the  chamber  of  commerce  to  sustain  the  work  and  pay  the 
salary  of  Mr.  W.  R.  Wheeler,  and  he  had  to  resign. 

That  is  the  way  the  Southern  Pacific  Railroad  interferes  in  our 
affairs.  In  that  same  franchise  we  sought  to  submit  it  to  a  referen- 
dum of  the  people,  and  our  board  of  elections  threw  it  out.  They 
ride  ruthlessly  over  the  people's  rights  and  destroy  and  disregard 
all  legislation  that  the  people  may  adopt  to  maintain  their  rights. 
Now,  I  have  gone  on,  gentlemen,  in  a  way  that  I  had  not  thought 
of  at  the  time 

The  Chairman.  Mr.  Troy,  can  you  bring  your  remarks  to  a  close 
within  a  short  time?  We  will  have  a  full  calendar  to-morrow  and 
we  ought  to  adjourn  now.  Could  you  get  through  in.  say.  15  min- 
utes ? 

Mr.  Trow  I  wanted  to  touch  a  little  more  on  the  subject  of  taxa- 
tion. The  figures  I  stated  vesterday  were  merely  an  assumption, 
but  I  have  looked  up  the  1916  statistical  report  and  I  find  that  the 
taxes  paid  by  the  railroads  that  year  were  one  hundred  and  forty- 
four  and  some  odd  million  dollars,  and  the  capital  of  the  railroads 
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in  stock  and  bonds  was  six  billion  and  some  odd  dollars,  and  the 
funded  debts  amounted  to  nine  billion  seven  hundred  and  some  odd 
million  dollars.  Figuring  the  tax  on  a  capitalization  basis  of  5  per 
cent,  it  would  give  a  capitalization  on  that  tax  of  $2,820,000,000. 
As  to  the  value  of  their  land,  their  right  of  way — as  to  their  fran- 
chises and  other  intangible  property — of  course,  I  do  not  know  that, 
but  it  is  generally  conceded,  I  find,  by  all  writers,  that  the  stocks 
of  railroads  do  not  represent  any  investment  at  all,  taking  it  as  a 
whole. 

Of  course,  some  stocks  have  been  paid  for,  but  considering  the 
watering,  the  bond  issuing,  and  plundering  done  by  railroads  like 
the  Southern  Pacific  in  the  aggregate,  the  stock  does  not  represent 
any  investment.  I  figure  that  that  stock  would  pay  sixty-one  one- 
hundred-and-sevenths  of  the  total  it  would  represent.  You  can  see, 
gentlemen,  that  if  you  were  to  take  over  the  railroads  of  the  United 
States  to-morrow,  you  would  have  to  pay  approximately  one  billion 
and  seventy-seven  odd  million  dollars  more  than  they  were  worth, 
due  to  the  fact  that  the  railroads  are  allowed  to  recover  the  taxes 
they  pay  on  their  land  values  and  franchise  values.  That  is  de- 
cidedly unfair.    No  private  owner  of  land  could  do  that. 

Another  matter  I  wanted  to  bring  to  your  attention  was  the 
waste  which  exists  under  private  ownership.  We  have  some  of  it 
right  on  the  coast,  two  roads,  one  of  them  the  Southern  Pacific,  in 
some  places  for  a  distance  of  a  couple  of  hundred  miles  paralelling 
one  another.  I  believe  you  can  throw  a  stone  from  the  Southern 
Pacific  to  the  Western  Pacific.  I  believe  there  was  something  like 
$80,000,000  invested  there,  and  it  was  sold  for  $16,000,000  in  the 
Federal  courts  after  the  Western  Pacific  failed.  Then  again,  take  in 
Oregon,  in  the  Deschutes  River,  when  Harriman  attempted  to  come 
into  California  and  down  that  river,  or  rather  Hill,  when  he  started 
to  build  his  line,  Harriman  went  right  along  the  river,  foot  for  foot 
with  him. 

There  was  a  pure  waste  of  capital  and  that  was  done  for  the  pur- 
pose of  keeping  Hill  out  of  California.  This  extension  jointly  by 
the  Southern  Pacific  and  the  Santa  Fe  of  this  Northwestern  Pacific 
from  above  Ukiah  to  Eureka — that  was  done  for  the  purpose  o£ 
keeping  Hill  out  of  California,  keeping  other  roads  out  that  would 
give  additional  service  to  the  people.  This  control  in  private  hands 
is  dangerous.  I  would  hold  it  as  a  principle  under  private  owner- 
ship that  there  should  be  the  fullest  and  freest  competition.  That 
is  the  only  way  to  get  service.  In  public  ownership,  or  Government 
ownership,  then  you  can  have  monopoly  and  there  will  be  no  waste 
in  construction.  In  fact,  the  Government  could  sell  the  service  to 
tbp  people  at  a  far  less  price  than  the  railroads  can,  because  of  the 
infinite  number  of  economies  that  could  be  brought  about  in  that 
manner. 

Not  only  that,  but  we  have  had  discussion  all  day  of  certain  loca- 
tions trying  to  get  advantages  over  other  locations.  You  are  going 
to  have  it  again  to-morrow^simply  the  people  in  one  location  trying 
to  get  an  advantage  over  people  in  another  location — and  each  will 
say  that  they  need  this ;  one  will  try  to  influence  the  railroad  to  give 
them  this  advantage  and  this  system  of  charges,  and  the  other  will 
do  the  same,  and  there  will  be  charges  of  favoritism  and  all  that, 
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but  under  Government  ownership,  gentlemen,  you  would  not   have 
that  trouble. 

Under  the  parcels-post  system  you  have  a  fair,  just,  and  equitable 
system,  and  so,  if  we  had  Government  ownership  of  railroads,  all 
inequalities  would  be  wiped  out  and  eliminated  entirely,  and  you 
would  not  have  this  discussion  here  consuming  your  valuable  time, 
and  the  work  of  the  Interstate  Commerce  Commission  would  be 
reduced  to  a  mere  nothing.  As  one  of  the  witnesses  in  your  former 
hearings  stated,  in  Germany  they  have  one  man  who  handles  all  the 
railroads  at  a  salary  of  $9,000  a  year,  when,  in  this  country,  there 
are  individual  men  who  get  $50,000  and  more  a  year  to  manage  only 
one  railroad. 

The  Railway  Age  Gazette  itself  has  been  complaining  about  the 
management  of  railroads  being  in  control  of  supply  companies  that 
sell  supplies  to  railroads,  and  by  that  means  cutting  off  competition 
in  purchases,  and  thereby  costing  the  railroads  a  great  deal  more 
money.  With  Government  ownership  that  would  be  eliminated. 
There  could  not  be  the  stealing  that  goes  on  under  private  ownership 
under  Government  ownership,  because  under  the  Government  every- 
thing is  done  and  recorded  on  the  public  records,  and  the  Govern- 
ment punishes  anybody  that  may  violate  the  law  and  abscond  with 
Government  funds.  But  under  private  ownership  of  railroad-  you 
find  frequently  people  stealing  railroad  funds  and  the  railroads 
hushing  it  up.  They  know  too  much.  A  man  who  was  a  construc- 
tion man  for  the  railroads  told  me  a  few  years  ago  that  he  had  to 
sign  vouchers  for  the  railroads  for  men  who  never  did  any  work. 
Another  man  told  me  he  was  dismissed  by  the  railroads  and  he 
fought  them  to  restore  him  to  his  employment,  because  he  knew  how 
the  heads  of  the  company  had  been  robbing  the  company.  Graft 
permeates  these  corporations,  but  they  suppress  it. 

Under  Government  ownership  every  act  is  a  public  act.  That  is 
why  I  referred  to  this  committee,  and  the  way  in  which  it  makes 
everything  public — everything  that  transpires  before  your  commit- 
tee is  made  public,  and  everyone  is  able  to  get  a  copy  of  your  pro- 
ceedings. I  went  to  the  Southern  Pacific  office  to  get  a  copy  of  the 
last  report,  and  could  not  get  it.  They  said  it  was  on  file  in  the 
library,  and  I  had  to  get  the  secretary  of  the  public  library  to  tele- 
phone a  half  dozen  times  in  order  to  get  a  copy  of  it.  I  wrote  the 
president  of  the  Southern  Pacific  as  to  land  grants  and  I  got  no 
reply  at  all. 

Gentlemen,  you  are  taxing  the  people  of  the  United  States  now  to 
pay  for  this  war,  but  you  are  taxing  production.  The  people  are 
willing  to  pay  for  the  war,  but  the  taxes  should  be  fair  and  just  and 
equitable.  You  are  taxing  production,  and  you  pass  it  on  to  the 
consumer.  Here  are  these  railroads  that  50  years  ago  were  given 
enormous  grants  of  land,  and  if  you  read  the  testimony  contained 
in  the  proceedings  before  Senator  Black's  committee,  you  will  find 
that  one  of  the  railroad  men  testified  that  the  grant  of  the  Central 
Pacific  in  California  and  Nevada  and  Utah  comprised  8,500,000  acres 
of  land.  Now,  after  50  years,  you  will  find  the  company — I  could 
not  obtain  it  in  the  office,  but  I  finally  found  the  figures  in  Poor's 
Manual— that  they  still  have  8,000,000  acres.  The  Southern  Pacific 
Land  Co.  in  the  southern  part  of  the  State,  in  the  Imperial  Valley, 
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will  keep  the  country  as  a  desert  as  long  as  they  can,  and  wait,  until 
the  people  force  development. 

When  I  was  down  there  a  few  years  ago,  I  was  told  by  a  gentle- 
man there  that  the  Southern  Pacific  Co.  had  taken  45,000  acres  of 
land  in  and  around  Niland,  and  in  that  vicinity,  and  had  given  an 
option  to  certain  people,  to  a  certain  firm,  in  which  Gen.  Otis  and  his 
son  and  Harry  Chandler  are  among  the  principal  stockholders,  and 
that  they  did  not  pay  a  single  dollar  for  it.  They  simply  got  an 
option,  and  are  selling  the  land  from  sixty  to  one  hundred  and 
twenty-five  dollars  an  acre,  and  the  poor  farmer  who  buys  it  has  to 
develop  it  at  a  great  cost.  Instead  of  giving  that  land  to  farmers, 
they  turn  it  over  to  newspaper  men  whose  papers  are  supporting 
them,  and  allow  them  to  make  millions  of  profits  out  of  it.  They 
keep  our  whole  State  back. 

I  could  give  any  number  of  instances  to  prove  my  argument.  The 
State  forester  shows  that  the  Southern  Pacific  owns  18  per  cent  of 
the  timber  of  California,  and  the  Southern  Pacific  is  developing  none 
of  it,  and  in  that  way  is  keeping  the  country  back,  and  up  in  that 
section  right  in  the  timber  country,  farmers  and  others  who  want  to 
get  timber  have  to  pay  more  than  we  have  to  pay  in  San  Francisco 
where  our  lumber  is  brought  1,500  miles  from  Washington  and  a 
shorter  distance  from  Oregon.  That  is  due  to  the  fact  that  these 
companies  have  been  able  to  keep  this  property  out  of  use  and  the 
Government  should  put  a  tax  upon  their  lands,  according  to  popu- 
lation and  dining  the  War  of  the  Rebellion,  about  1862,  the  Govern- 
ment did  impose  a  tax  upon  all  land  throughout  the  United  States. 
I  found  that  tax  entered  upon  the  assessment  roll  of  the  county  of 
Sacramento  for  the  year  1802  and  it  has  been  entered  on  other  coun- 
ties. They  do  have  the  power  to  do  that.  It  is  a  most  fruitful  sort 
of  taxation  and  one  that  would  be  beneficial. 

In  Kern  County,  the  great  oil  county,  where  probably  more  oil  is 
produced  than  any  other  section  of  the  world,  the  Southern  Pacific, 
with  their  land  grants,  kept  that  county  back  for  years.  Oil  was 
first  discovered  on  a  Government  section.  The  Southern  Pacific  has 
never  developed  its  land.  Under  Government  ownership  the  Gov- 
ernment is  more  progressive  than  the  private  owners. 

The  telephone  monopoly  has  kept  back  the  development  of  tele- 
phonic inventions.  The  automatic  telephone  is  the  best  equipped 
one.  but  in  order  to  make  profits  the  great  telephone  monopoly  that 
we  have  use  the  old  telephones  and  will  not  furnish  the  new  tele- 
phones to  the  people.  We  have  the  Home  telephone  here  with  the 
automatic  telephone  in  use.  and  the  Pacific  Co.  bought  that  company 
out  and  dismantled  the  plant,  and  I  understand  that  the  city  gov- 
ernment of  Eddington  bought  up  that  equipment  and  sent  it  to 
Australia.  The  Australian  Government  is  using  the  automatic  Tele- 
phone, and  on  the  question  of  telephones,  I  think,  gentlemen,  you 
ought  to  make  as  part  of  your  record  the  statements  and  testimony 
of  former  Congressman  David  J.  Lewis.  His  statements  are  the  most 
able  and  exhaustive  on  the  telegraph  and  telephone  questions  that  I 
have  ever  read.  As  I  notice,  the  act  provides  for  a  study  of  that  ques- 
tion by  your  committee,  I  believe  you  can  obtain  a  mass  of  informa- 
tion from  his  testimony. 

Mr.  Esch.  Mr.  Lewis  made  a  request  to  appear  before  us,  but  after 
the  request,  he  was  made  a  member  of  the  Tariff  Commission. 
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The  Vice  Chairman.  We  will  use  his  report. 

The  Chairman.  This  is  a  very  interesting  witness  and  his  testi- 
mony is  quite  valuable.  He  has  had  almost  two  and  a  half  hours. 
We  will  not  have  time  enough  to  allot  that  much  time  to  other  wit- 
nesses. 

Mr.  Troy.  I  did  not  intend  to  take  that  much  of  your  time. 

The  Chairman.  We  thank  you  for  the  information  you  have  given 
us,  but  we  can  not  give  that  much  time  to  other  witnesses. 

The  Vice  Chairman.  With  the  understanding  the  witness  has 
closed,  I  move  that  we  adjourn  until  half-past  9.  at  which  time  we 
will  hold  an  executive  session  and  go  on  with  the  regular  session  at 
10  o'clock. 

Mr.  Troy.  If  you  want  to  put  in  any  time  later  on,  I  will  be  in 
attendance. 

The  Vice  Chairman.  I  hardly  think  that  we  will  be  lacking  in 
witnesses. 

(Whereupon,  at  5  o'clock  p.  m.  an  adjournment  was  taken  until 
to-morrow,  Tuesday,  November  6,  1917,  at  9.30  o'clock  a.  m.) 


TUESDAY,  NOVEMBER  6,   1917. 

The  committee  met  at  the  Palace  Hotel,  at  10  o'clock  a.  m.,  Tues- 
day, November  6,  1917,  pursuant  to  adjournment,  Senator  Francis 
G.  Newlands  presiding,  Hon.  William  C.  Adamson,  vice  chairman. 

The  Chairman.  The  committee  will  come  to  order. 

STATEMENT  OF  MR.  W.  S.  McCARTHY. 

The  Chairman.  Will  you  please  state  your  residence  and  occupa- 
tion? 

Mr.  McCarthy.  W.  S.  McCarthy,  representing  the  Traffic  Bureau 
of  Utah,  412  Kearns  Building,  Salt  Lake  City.  In  that  connection, 
I  should  like  to  say,  gentlemen,  that  the  Traffic  Bureau  of  Utah  is  an 
organization  composed  principally  of  shippers  of  Ogden,  Salt  Lake 
City,  and  Provo.  Until  this  year  there  was  no  public  utility  com- 
mission in  Utah.  It  was  the  last  State  in  the  Union  to  establish  a 
public  utilities  law  and  establish  a  commission. 

By  way  of  explanation,  I  might  say  that  it  might  seem  strange 
that  our  commission  is  not  represented  here.  They  have  been  very 
busy  since  the  law  went  into  effect  and  they  went  into  office  in  March, 
and  without  intending  any  disrespect  to  them  in  any  way  I  wish  to 
explain  that  they  are  probably  not  as  familiar  with  these  trans- 
continental rate  adjustments  and  transcontinental  rate  situations  as 
some  of  us  who  have  been  connected  with  the  matter  for  years. 

The  Commercial  Club  Traffic  Bureau  of  Salt  Lake  City.  Utah. 
as  it  was  formerly  known  and  as  it  is  referred  to  in  some  of  the 
matters  before  the  Interstate  Commerce  Commission,  now  the  Traffic 
Bureau  of  Utah,  has  been  endeavoring  since  1908  to  bring  about  a 
readjustment  of  rates  to  the  intermountain  country  to  what  is  re- 
garded as  a  reasonable  basis,  and  has  spent  a  great  deal  of  money  in 
that  effort. 
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Before  proceeding,  I  should  like  to  read  a  telegram,  dated  Boise. 
Idaho,  November  2,  addressed  to  me,  as  follows : 

Impossible  for  commission  to  come  before  Newlands  committee.  We  strongly 
support  absolute  long  and  short  haul  clause.  We  oppose  curtailment  of  powers 
of  State  commissions  by  extension  of  powers  of  Interstate  Commerce  Commis- 
sion.    Please  represent  Idaho  commission  as  above. 

At  the  outset,  gentlemen,  I  wish  to  say  that  the  interests  I  repre- 
sent feel  that  security  issues  of  public  utility  corporations  should 
be  under  most  strict  governmental  supervision.  We  think  that 
some  action  looking  to  providing  for  such  supervision  should  be 
taken.  We  also  feel  that  the  fourth  section  of  the  act  to  regulate 
commerce,  the  long  and  short  haul  clause,  should  be  amended  and 
should  be  made  absolute,  because  of  the  gross  abuses  that  the  ex- 
emptions authorized  at  the  present  time  have  resulted  in.  It  is  our 
view,  as  has  been  expressed  here,  that  it  was  the  intention  of  Con- 
gress to  allow  departures  from  the  provisions  of  the  fourth  section 
only  in  special  cases,  and  we  do  not  feel  that  any  adjustment  of 
rates  that  covers  territory  comprising  practically  one-third  of  the 
United  States  can,  in  any  sense  of  the  word,  be  regarded  as  a  special 
case. 

Some  questions  that  were  asked  by  members  of  the  committee 
seem  to  make  it  desirable  to  review  the  history  of  this  fourth  section, 
as  applied  to  the  intermountain  territory  in  a  little  greater  detail 
than  it  has  been  set  forth,  and  I  think  I  can  do  that  very  briefly. 

In  observance  of  the  fourth  section  of  the  act  to  regulate  com- 
merce as  amended  June  18,  1910,  transcontinental  carriers  through 
their  agents  issuing  westbound  continental  tariffs,  filed  with  the 
Interstate  Commerce  Commission  fourth  section  applications  seek- 
ing authority  to  assess  charges  on  shipments  of  freight  originating 
in  eastern  defined  territory,  destined  to  points  intermediate  to 
Pacific  coast  terminals,  higher  than  were  contemporaneously  in  effect 
from  the  same  points  of  origin  to  Pacific  coast  terminals. 

After  hearing  and  investigation  of  these  applications,  the  Inter- 
state Commerce  Commission  on  June  22,  1011,  in  disposing  of  them 
ordered  that  westbound  rates  from  Missouri  River  points  must  not 
be  higher  at  any  intermediate  point  than  to  a  more  distant  point. 
From  Chicago  territory  the  rates  to  intermediate  points  might  ex- 
ceed those  to  more  distant  points  by  not  over  7  per  cent ;  from  Pitts- 
burgh territory  by  not  over  15  per  cent;  from  Atlantic  seaboard  ter- 
ritory by  not  over  25  per  cent.  As  a  result  of  the  decision  just  re- 
ferred to  the  Interstate  Commerce  Commission  on  July  31,  1911. 
promulgated  their  fourth  section  Order  No.  124,  denying  transcon- 
tinental carriers,  effective  November  15,  1911,  further  relief  from  the 
provisions  of  the  fourth  section  of  the  act  to  regulate  commerce  than 
as  provided  in  their  decisions  of  June  22,  1911,  just  referred  to. 

Appeal  was  taken  by  the  carrier  to  the  Commerce  Court  from  the 
decision  of  the  commission  of  June  22,  1911,  and  on  November  9, 
1911,  that  court  set  aside  the  order  of  the  commission.  Upon  appeal 
to  the  Supreme  Court  of  the  United  States  a  decision  reversing  the 
decision  of  the  Commerce  Court  was  announced  on  June  22,  1914. 

In  July,  1914,  these  carriers  filed  with  the  Interstate  Commerce 
Commission  a  petition  asking  that  the  effective  date  of  their  fourth 
section  Order  No.  124  be  extended  until  October  1,  1914,  in  order  to 
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enable  carriers  to  publish,  file,  and  make  effective  rates  to  conform 
with  the  requirements  of  the  order,  except  on  certain  commodities 
that  were  subject  to  greater  competition  by  the  sea,  and  that  as  to 
the  rates  on  these  commodities  the  effective  date  of  the  order  be  ex- 
tended until  January  1,  1915. 

Finally,  on  November  15,  1914,  and  on  July  15,  1915,  or  more 
than  four  years  after  the  fourth  section  of  the  act  was  amended, 
rates  were  published  in  conformity  with  the  commission's  order  of 
June  22,  1911,  and  as  amended. 

On  September  9,  1916,  the  Merchants'  Association  of  Spokane, 
Wash.,  filed  a  petition  alleging  that  there  was  not  at  that  time,  and 
had  not  been  since  April  5,  1916,  any  water  competition  between  the 
Atlantic  and  the  Pacific  coasts  of  the  United  States,  and  that  there 
existed  no  justification  for  the  maintenance  of  lower  rates  from  east- 
ern denned  territories  to  the  Pacific  coast  than  to  intermediate  points. 
The  petition  requested  the  commission  to  reopen  the  fourth  section 
applications  relating  to  rates  from  eastern  defined  territories  to  the 
Pacific  coast  and  intermediate  points,  and  after  hearing  and  investi- 
gation to  make  such  new  or  amended  order  relating  to  these  rates  as 
the  conditions  shown  might  justify. 

As  a  result  of  this  petition  the  commission  on  June  30,  1917,  found 
that  rates  on  commodities  from  eastern  defined  territories  to  Pacific 
coast  terminals  lower  than  the  rates  on  like  traffic  to  intermediate 
points  were  not  justified  under  existing  circumstances  and  denied, 
effective  October  15,  1917,  the  application  of  the  carriers  for  author- 
ity to  maintain  rates  to  Pacific  coast  ports  lower  than  the  rates  con- 
temporaneously in  effect  to  intermediate  points. 

On  August  9,  1917,  section  15  of  the  act  to  regulate  commerce  was 
amended,  providing  that  until  January  1,  1920,  no  increased  rate, 
fare,  charge,  or  classification  shall  be  filed,  except  after  approval 
thereof  has  been  secured  from  the  commission.  Such  approval  may, 
in  the  discretion  of  the  commission,  be  given  without  formal  hearing, 
and  such  case  shall  not  affect  any  subsequent  proceeding  relative  to 
such  rate,  fare,  charge,  or  classification. 

Transcontinental  carriers,  in  compliance  with  the  commission's 
fourth  section  order  of  June  30,  1917,  submitted  a  revised  schedule 
of  rates  on  commodities  from  eastern  defined  territories  to  Pacific 
coast  and  intermediate  points  which  involved  some  increases  in  the 
present  rates  and  which,  by  recent  amendment  to  section  15  of  the 
act  to  regulate  commerce,  can  not  be  filed  until  approval  thereof  by 
the  commission;  therefore  that  body  on  September  28,  1917,  post- 
poned until  further  order  the  effective  date  of  its  fourth  section  order 
of  June  30,  1917,  which,  as  previously  stated,  denied  the  application 
of  the  transcontinental  earners  to  maintain  lower  rates  to  Pacific 
coast  ports  than  to  intermediate  points.  The  application  of  the 
transcontinental  carriers  for  authority  to  publish  increased  rates 
just  referred  to  is  to  be  heard  at  New  York,  Chicago,  and  Portland 
this  month;  consequently  the  removal  of  the  discrimination  at  the 
intermediate  points  will  undoubtedly  be  several  months  longer 
delayed. 

The  people  of  the  intermountain  territory  have  during  the  past 
seven  or  eight  years  expended  many  thousands  of  dollars  in  pro- 
testing against  these  discriminatory  and  unlawful  conditions,  and 
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the  foregoing  will  give  you  an  idea  of  the  manner  by  which  justice 
has  been  delayed. 

Right  there  I  desire  to  say  that  I  was  very  much  interested  in  Mr. 
Adamson's  comment  of  yesterday  or  the  day  before  as  to  the  need 
for  a  community  keeping  up  a  fight,  and,  having  had  a  number  of 
years'  experience  in  that,  I  want  to  say,  gentlemen,  that  that  is  a 
thing  that  wears  on  the  public.  It  becomes  tiresome  and  men  are 
finally  inclined  to  give  up.  The  organization  I  represent,  while  it  is 
still  a  shippers'  organization,  and  it  may  be  considered  that  they  have 
a  purely  selfish  motive  in  spending  their  money  to  bring  about  better 
conditions  for  their  own  business — yet  the  fact  remains  that  the 
people  of  the  State  of  Utah  or  of  the  entire  intermountain  country 
have  whatever  benefit  has  come  from  the  efforts  of  the  people  of 
Utah  and  Spokane  and  of  Reno  and  of  Phoenix  and  the  different 
organizations  that  have  fought  these  things  out.  The  general  people 
have  received  the  benefits. 

Now,  as  to  the  reasons  for  a  higher  charge  at  the  intermediate 
points  than  at  the  terminal.  I  have  heard  this  question  argued  many 
times  by  railroad  men  and  others  interested  in  it,  and  the  reason  given 
is  always  the  same.  In  short,  it  is  that  the  revenue  derived  from 
Pacific  coast  terminal  rates  is  not  sufficient;  the  rates  are  not  fully 
compensatory.  They  should  be  higher,  and  they  would  be  higher  if 
it  were  not  for  the  sea.  That  same  argument  is  offered  as  a  reason, 
finally,  for  the  existence  of  every  rate,  regardless  of  what  it  is.  If 
you  look  through  the  transcontinental  tariffs  you  will  find,  for 
example,  a  rate  of  $4.50  a  hundred  from  New  York  to  Pacific  coast 
terminals  on  a  given  commodity.  The  rate  on  the  same  commodity 
from  Salt  Lake  City  or  Ogden.  a  point  800  miles  inland,  is  $5.63. 
You  follow  down  through  the  tariff,  taking  up  these  different  rates, 
and  you  come  on  down  and  find  a  rate  of  a  dollar,  for  example.  The 
rate  on  that  same  commodity  to  a  point  800  miles  inland  is  $1.25. 
You  come  down  to  the  matter  of  bar  iron,  for  example,  and  the  rate 
to  the  Pacific  coast  terminal  is  65  cents.  Now,  in  that  range  of  rates 
between  $4.50  a  hundred  and  65  cents  a  hundred,  where  is  there  a 
compensatory  rate,  or  what  is  it  ( 

Nobody  has  ever  attempted  to  show,  and  as  far  as  I  know  the 
Interstate  Commerce  Commission  itself  has  never  given  any  analysis 
or  made  any  investigation  to  ascertain  what  the  cost  of  handling 
this  traffic  is.  The  only  figure  that  I  have  ever  seen,  or  anybody  else 
has  ever  seen,  to  my  knowledge,  is  one  presented  by  the  Southern 
Pacific  Co.,  I  think,  in  its  application  for  relief  from  the  provisions 
of  the  fourth  section  eastbound  in  connection  with  the  rates  on  barley, 
beans,  canned  goods,  etc.,  where  they  show  that  the  so-called  out-of- 
pocket  cost,  which  covers  terminal  cost  and  everything  but  the 
interest  on  bonds  and  dividends  and  stocks,  was  8  cents  per  car-mile. 
As  I  said,  we  have  never  known  of  the  commission  or  any  commercial 
body  attempting  to  prove  or  disprove  that  statement  or  to  find  out 
what  the  cost  is,  and  we  are  very  much  interested  and  willing  that  the 
carriers  should  earn  and  have  reasonable  returns  on  their  invest- 
ments. We  would  like  to  know  something  about  it.  We  think  these 
rates  should  not  be  established  merely  upon  guesswork  or  on  the 
adjustment  of  some  individual  whose  opinion  may  not  be  any  more 
valuable  than  our  own. 
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Of  course,  under  the  law  and  the  decisions  of  the  Supreme  Court 
every  rate  a  carrier  makes  must  at  least  cover  the  OUt-of-pocket  cost  ; 
otherwise  they  violate  the  law  and  impose  undue  burdens  on  some 
of  the  other  traffic  to  make  up  that  loss. 

In  the  case  of  the  United  States  of  America,  the  Interstate  Com- 
merce Commission,  and  others  versus  the  Santa  Fe  Railway  and 
others,  Nos.  130  and  162,  U.  S.,  6,  October  term,  1913,  the  Supreme 
Court  says : 

We  observe,  moreover,  thai  in  addition  ii  came  to  be  settled  Hint  where  com- 
petitive conditions  authorized  carriers  to  lower  their  rates  to  a  particular  place 
the  right  to  meet  the  competition  by  lowering  rates  to  such  place  was  not  con- 
fined to  shipments  from  the  point  of  origin  of  the  competition,  hut  empowered 
all  carriers  in  the  interest  of  freedom  of  commerce  and  to  afford  enlarged  op- 
portunity to  shippers  to  accept,  if  they  chose  to  do  so,  shipments  to  such  com- 
petitive points  at  lower  rates  than  their  general  tariff  rates;  a  right  which 
came  aptly  to  he  described  as  "market  competition"  (because  the  practice 
served  to  enlarge  markets  and  develop  the  freedom  of  traffic  and  intercourse.) 
It  is  to  be  observed,  however,  that  the  right  thus  conceded  was  not  absolute, 
because  its  exercise  was  only  permitted  provided  the  rates  were  not  so  lowered 
as  to  be  nonremunerative  and  thereby  cast  an  unnecessary  burden  upon  other 
shippers. 

It  is  our  belief,  based  largely  upon  the  testimony  we  have  heard 
from  the  carriers  and  the  claims  they  have  made,  that  one  of  two 
things  is  absolutely  and  unquestionably  true,  either  the  present  trans- 
continental terminal  rate  is  a  reasonable  rate  and  a  compensatory 
rate  and  all  that  should  be  charged  for  the  service  to  be  performed,  or 
else  it  is  too  low  and  is  placing  a  burden  upon  the  traffic  of  the  in- 
terior. So  far  as  I  know,  the  Interstate  Commerce  Commission  has 
never  made  or  ordered  into  effect  any  rates  anywhere  nearly  as  radi- 
cal as  the  carriers  themselves  have  voluntarily  made. 

I  referred  some  time  ago  to  the  range  of  rates  to  the  Pacific  coast. 
If  a  rate  of  65  cents  on  bar  iron  from  Chicago  to  the  Pacific  coast  pays 
the  out-of-pocket  cost  and  some  profit,  it  seems  to  us  that  that  same 
rate  of  65  cents  applied  800  miles  inland,  where  the  carrier  is  relieved 
from  one  of  the  most  difficult  hauls  in  the  United  States — and  I  say 
that  advisedly,  because  I  have  heard  their  own  operating  officers  tes- 
tify as  to  the  difficulties  of  operating  conditions,  the  heavy  grades, 
miles  of  snowsheds,  snow-cleaning  apparatus  with  fires  kept  con- 
stantly going  all  the  time,  with  lookouts  on  the  mountains  with 
powerful  telecopes  watching  the  snowsheds — we  contend  where  they 
are  relieved  of  an  800-mile  haul  over  a  line  of  that  kind,  and  are  paid 
that  same  rate,  which  we  are  willing  to  pay,  they  are  getting  money 
enough. 

In  connection  with  the  65-cent  rate  I  would  like  to  call  attention  to 
the  fact  that  at  the  time  the  canal  opened  the  carriers  voluntarily  put 
in  a  55-cent  rate,  and  they  wanted  to  carry  that  rate  back  to  Pitts- 
burgh and  at  the  same  time  maintain  this  higher  scale  at  the  inter- 
mediate points. 

Taking  the  65-cent  rate  on  bar  iron,  that  rate  from  Chicago  to  San 
Francisco  or  any  Pacific  coast  terminal  produces  a  per  ton-mile  earn- 
ing of  5.76  mills.  If  it  were  applied  at  Utah  common  points  it 
would  produce  per  ton-mile  earnings  of  8.65  mills,  or  50  per  cent 
more  revenue  than  it  produced  out  of  the  Pacific  coast  terminal  earn- 
ings. If  the  65-cent  rates  represents  all  of  the  out-of-pocket  cost  and 
some  profit,  it  really  seems  that  a  rate  50  per  cent  higher  should  pro- 
vide for  dividends,  etc.,  and  should  be  fully  compensatory,  but  the 
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carriers  are  not  satisfied  with  that.  They  say  to  the  shipper  of 
Utah,  or  the  consumer  in  Utah :  "  Your  rate  on  this  commodity  is 
82  cents.  You  must  pay  per  ton-mile  earnings  of  10.84  mills,  or,  in 
other  words,  for  10,000  ton-miles  transportation  you  pay  $108.40. 
yet  we  will  sell  the  same  thing  to  the  Pacific  coast  dealer  for  $57.60." 

Now,  to  go  a  little  further  in  our  effort  to  find  what  is  or  would  be 
a  compensatory  rate,  in  the  hearing  at.  I  think,  Spokane,  in  Decem- 
ber last  or  January  last,  the  fact  was  developed  that  the  carriers  had 
voluntarily  published  a  rate  on  iron  and  steel  articles  for  export  from 
Chicago  to  north  Pacific  coast  terminals  of  40  cents  per  hundred- 
weight. That  was  not  a  commission-made  rate,  but  they  made  it 
themselves  in  order  to  handle  that  business  between  Chicago  and  the 
Pacific  coast. 

Mr.  McCkae.  It  was  30  cents. 

Mr.  McCarthy.  No:  I  understood  there  was  a  30-cent  rate  from 
Cleveland  to  the  Pacific  coast.  This  rate  I  am  speaking  of  is  the 
Chicago  rate. 

It  may  be  argued,  as  I  have  some  time  heard  it,  that  that  is  done 
in  the  interest  of  the  industries  of  this  country.  Possibly  that  is 
true,  but  there  are  outlets  from  the  United  States  on  the  Alantic 
seaboard,  and  that  tonnage  could  move  at  a  lower  rate  through  the 
Atlantic  seaboard.  This  rate  takes  the  tonnage  from  the  line  lead- 
ing east  from  Chicago  to  the  seaboard. 

This  rate  of  40  cents  from  Chicago  to  the  Pacific  coast  terminals 
produces  ton-mile  earnings  of  3.54  mills  as  against  the  domestic  rate 
of  5.76  and  the  interior  rate  of  10.84  mills.  Going  a  little  fur- 
ther  

Mr.  Escii.  You  mean  ten  and  eighty-four  hundredths  mills? 

Mr.  McCarthy.  Yes,  sir.  Going  a  little  further  in  that  direction 
we  find  a  rate  of  $4.50  per  gross  ton.  or  practically  20  cents  a  hun- 
dred from  Chicago  to  the  north  Pacific  coast,  and  that  produces  1.77 
mills  per  ton-mile. 

In  all  this  range  of  rates,  from  10  to  8.05,  5.76,  3.54,  to  1.77,  where 
is  the  compensatory  rate  and  how  far  should  the  carriers  be  permitted 
to  go  without  some  one  stepping  in  and  saying  they  are  imposing  an 
unnecessary  burden  on  the  people  of  the  interior?  The  impression 
may  prevail  that  the  tonnage  of  the  Pacific  coast  is  very  much  greater 
than  that  of  the  interior  country.  I  think  the  commission  itself  was 
surprised  to  find,  in  a  hearing  not  very  long  ago,  that,  as  I  recall  it. 
the  relation  was  about  as  5  to  3  in  favor  of  the  interior  country,  it 
having  the  greater  tonnage. 

When  you  consider  this  65-cent  rate  from  Chicago  to  the  Pacific 
coast  terminals  and  an  82-cent  rate  from  Chicago  to  Utah  in  connec- 
tion with  the  fact  that  the  rate  on  bar  iron  from  San  Francisco  to 
Utah,  eastbound,  is  62  cents  per  hundred,  only  3  cents  a  hundred  less 
than  from  Pittsburgh  to  San  Francisco,  and  that  scale  of  rates  is  be- 
ing defended  by  the  carriers  as  being  at  least  not  unreasonably  high, 
you  can  not  escape  the  conviction  that  there  must  be  money  in  drop- 
ping the  westbound  tonnage  at  the  Utah  common  points,  if  the  haul 
west  of  that  point  is  worth  62  cents  a  hundred,  and  it  must  be  worth 
that  or  the  railroads  would  not  put  it  in. 

Another  thing  that  has  a  strong  appeal  on  this  subject  is  the  fact 
that  every  railroad  from  the  Atlantic  seaboard  to  Utah  common 
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points  enjoys  its  maximum  haul  and  it  does  not  make  any  difference 
whether  the  tonnage  is  going;  to  Reno  or  San  Francisco  or  Hong- 
kong, it  travels  just  as  far  over  their  rails  as  it  can  travel  when 
it  is  delivered  at  the  Utah  common  points.  It  is  then  turned  over  to 
another  railroad  to  complete  the  transportation  if  it  moves  west  of 
there. 

As  to  this  matter  of  earnings  on  transcontinental  traffic  and  their 
inadequacy,  in  the  hearing  of  Salt  Lake  City,  in  case  2662,  the  first 
case  brought  by  the  people  of  Utah,  an  official  of  the  Southern 
Pacific  Co.,  in  response  to  questions  by  Judge  Bartine,  made  the 
statement,  as  I  remember  it — and  I  have  no  desire  to  misquote  him, 
and  if  I  am  not  correct  I  should  like  to  be  corrected — but  as  1  re- 
member the  statement,  it  was  to  the  effect  that  of  the  traffic  on  the 
Central  Pacific  Railroad,  the  line  west  of  Ogden,  a  portion  of  the 
local  traffic  was  carried  at  an  actual  loss  of  money.  The  remainder 
of  that  traffic  was  mainly  transcontinental  terminal  traffic  which 
was  handled  at  little  or  no  profit,  yet,  when  you  come  to  analyze 
the  earnings  of  the  Central  Pacific  Railroad,  you  learn  something 
that  is  rather  astonishing.  There  is  no  doubt  in  anybody's  mind 
about  the  wealth  of  the  State  of  Nevada,  but  it  does  not  happen  to 
produce  the  tonnage  that  some  of  the  States  do,  and  you  gentlemen 
who  have  traveled  throughout  this  country,  have  gone  across  the 
States  of  Illinois,  Iowa,  Wisconsin,  down  through  Missouri,  and 
between  Chicago  and  Kansas  City,  for  example,  or  between  Chicago 
and  Omaha,  and  if  you  do  not  already  know  this,  I  think  you  will 
be  surprised:  You  will  find  that  the  earnings  of  that  Central  Pacific 
Railroad  in  the  last  year  for  which  the  figures  for  that  line  were 
available,  were  $10,29*6.44  net  per  mile  of  railroad.  This  is,  $641.04 
more  per  mile  of  railroad  than  the  combined  earnings  of  four  lines 
between  Omaha  and  Chicago,  the  Chicago,  Burlington  &  Quincy,  the 
Chicago  &  North  Western,  the  Chicago,  Milwaukee  &  St.  Paul,  and 
the  Chicago,  Rock  Island  &  Pacific,  and  how,  in  the  face  of  earnings 
of  that  kind,  anybody  can  claim  for  one  instant  that  the  transconti- 
nental terminal  rates  are  not  compensatory  rates,  I,  for  one,  can  not 
understand. 

Senator  Cummins.  Did  you  use  the  term  "  net  "  earnings? 

Mr.  McCarthy.  Net  per  mile  of  railroad. 

Senator  Cummins.  After  deducting  what — cost  of  operation  and 
maintenance  simply? 

Mr.  McCarthy.  That  is  my  understanding  of  it;  yes,  sir.  In  that 
connection  I  will  say  that  an  exhibit  covering  that  is  in  the  records 
of  the  Interstate  Commerce  Commission. 

Mr.  Sims.  Can  you  not  refer  to  that  matter  definitelv? 

Mr.  McCarthy!  I  will  do  that  definitely,  and  I  would  like  to  say 
further,  Mr.  Sims,  that  there  are  certain  exhibits  to  which  I  shall 
refer  here  that  I  should  like  to  file  with  this  committee,  because  I 
believe  they  will  give  you  a  great  deal  of  information  which  you  are 
seeking. 

The  Chairman.  Are  they  very  bulky? 

Mr.  McCarthy.  I  do  not  have  them  with  me. 

The  Chairman.  I  say,  are  they  very  bulky  ? 

Mr.  McCarthy.  Not  particularlv  so. 

The  Chairman.  Have  you  any  idea  how  many  pages  they  cover? 
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Mr.  McCarthy.  Some  are  rather  bulky,  but  on  any  one  page  of 
the  exhibit  it  would  not  be  necessary  to  examine  any  more  than  two 
or  three  items  to  give  the  information  you  want.  They  were  pre- 
pared in  cases  for  use  before  the  Interstate  Commerce  Commission 
and  show  information  in  detail  as  to  each  commodity. 

The  Chairman.  Could  you  cull  out  the  portions  which  you  want? 

Mr.  McCarthy.  I  have  not  the  exhibits  with  me. 

The  Chairman.  You  can  do  that  in  the  future  and  send  them  to 
the  clerk,  can  you  not? 

Mr.  McCarthy.  Yes,  sir;  I  misunderstood  you.  For  example,  one 
of  these  exhibits— and  I  will  state  briefly  what  they  are  for  your  in- 
formation— is  a  statement  sho\ving  the  carload  rates  on  a  large  num- 
ber of  commodities  from  Xew  York  City.  Pittsburgh,  and  other 
eastern  points,  to  the  destinations  shown;  it  also  shows  the  propor- 
tion of  the  transcontinental  rates  accruing  to  the  lines  east  and  west 
of  the  Utah  common  points.  It  shows  how  much  more  revenue  the 
carriers  up  to  the  Utah  common  points  would  earn  if  they  were  to 
drop  the  shipments  at  Utah  and  charge  the  rate  to  the  Pacific  coast, 
instead  of  charging  us  the  higher  rate,  as  they  are  continuing  to  do. 
Another  exhibit  is  one  filed  by  C.  J.  McDonald,  assistant  superin- 
tendent of  transportation  of  the  Southern  Pacific,  explaining  the 
operating  difficulties  on  the  Southern  Pacific  line  between  Ogden  and 
San  Francisco.  There  is  also  an  exhibit  showing  the  out-of-pocket 
cost,  a  statement 

Mr.  Sims.  Suppose  the  witness  be  permitted  to  put  in  the  hearings 
such  portions  of  these  exhibits  as  he  deems  pertinent  to  this  contro- 
versy, without  putting  in  all  of  them  ? 

The  Chairman.  There  is  no  objection  to  that.  Mr.  McCarthy,  if 
you  will  send  such  portions  to  the  clerk  as  you  think  applicable  to 
this  hearing,  they  will  be  inserted. 

Traffic  Skbvice  Bubeatj  ok  Utah, 

Salt  Lake  City,  I  tali.  December     .>,  1917. 
Hon.  Francis  (J.  Newlands, 

United  status  senate.   Washington,  />.  ('. 

Deab  Sib:  In  addition  to  those  forwarded  to  the  clerk  of  your  committee,  I 
am  sending  you  a  set  of  exhibits  which  I  requested  leave  to  tile  when  testifying 
in   San  Francisco  early  in  November. 

Each  of  these  exhibits  has  been  in  evidence  before  the  Intel-state  Commerce 
Commission  in  connection  with  cases  affecting  intermountain  rates. 

No.  1  is  a  statement  furnished  by  the  Southern  Pacific  Co.,  showing  in  cents 
per  car-mile  the  so-called  out-of-pocket  cost  for  the  movement  of  traffic  over 
their  line. 

No.  2  is  an  extract  from  the  testimony  of  Mr.  N.  T.  Porter  and  is  submitted 
in  support  of  my  statement  at  the  San  Francisco  hearing  wih  reference  to  the 
attitude  of  carriers  toward  development  of  the  intermountain  territory  in  gen- 
eral and  the  marble  industry  in  particular. 

No.  3,  abstract  from  testimony  of  Mr.  C.  J.  McDonald,  docket  8260,  offered  to 
show  the  extremely  difficult  operating  conditions  of  the  line  Ogden  to  Sacra- 
mento, and  in  proof  of  our  contention  that  even  though  it  were  admitted  that 
any  rate  between  the  terminals  paid  only  out-of-pocket  costs,  it  yet  would  yield 
a  very  liberal  return  on  traffic  stopped  at  any  point  east  of  the  Sierra  Mountains. 

No.  4,  extract  from  the  testimony  of  Mr.  G.  W.  Luce,  freight  traffic  manager 
of  the  Southern  Pacific  Co.,  docket  2662,  proves  that  if,  as  claimed,  transconti- 
nental terminal  traffic  is  handled  at  cost  an  undue  burden  is  laid  upon  the  traffic 
of  other  communities.  That  claim,  however,  is  not  borne  out  by  the  figures 
set  forth  in  No.  7,  which  show  that  the  net  earnings  per  mile  of  road  of  the 
Central  Pacific  Co.  for  the  period  shown  exceeded  by  $641  the  combined  earn- 
ings of  four  of  the  great  railroads  of  the  United  States  operating  west  of 
Chicago. 
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Exhibit  No.  5,  key  to  which  appears  on  page  next  to  front  cover,  shows  In 
cents  per  hundred  pounds  the  proportion  of  rales  to  Pacific  coasl  terminals  car- 
ried in  line  "A"  accruing  to  lines  east  and  west  of  Ogden,  Utah.  Line  "  ( ;  " 
indicates  rates  applicable  at  Utah  common  points,  except  when  rates  shown  in 
line  "C"  applying  at  intermediate  points  between  Utah  and  Pacific  coasl  are 
lower. 

Exhibit  No.  8  covers  list  of  what  are  commonly  known  as  Schedule  "C"  cum 
modifies,  upon  which  it  is  claimed  by  carriers  the  effect  of  water  competition  is 
most   keenly   felt.      In   this   statement   are   shown    the   earnings   in   dollars   per 
minimum  car  at  rates  shown  in  line  "B"  and  division  of  those  earnings  east  of 
Ogden,  Utah,  as  shown  in  line  "D"  and  west  of  that  point  as  per  line  "  E." 

Reference  to  one  item  will  serve  to  clearly  illustrate  the  Utah  and  Pacific 
coast  rate  adjustments.  Exhibit  No.  5,  page  14,  item  bolts,  from  group  I>  (Chi- 
cage),  line  "(J."  to  Utah  84  cents  per  hundredweight.  Same  item,  page  1, 
exhibit  No.  8,  group  D  (Chicago),  shows  that  an  80,000-pound  car  of  bolts  mov- 
ing Chicago  to  Ogden  earns  $672,  while  a  similar  car  destined  San  Francisco 
would  pay  the  lines  up  to  Ogden  $329.12.  Applying  the  figure  shown  in  exhibit 
No.  1  to  the  movement  of  this  car  Chicago  to  ogden,  1,500  miles,  we  find  the  out- 
of-pocket  cost  $135.60,  so  that  if  the  so-called  water  compelled  unremunerative 
rate  to  the  Pacific  coast  terminals  were  applied  at  Ogden  carriers  up  to  that 
point  would  yet  have  $193.52  above  their  out-of-pocket  cost,  instead  of  $536.40, 
which  the  rate  at  present  in  effect  to  Utah  produces. 

Exhibit  No.  6  shows  rates  on  what  are  commonly  known  as  Schedule  "  B  " 
commodities,  which  it  is  claimed  are  not  so  highly  susceptible  to  water  competi- 
tion and  the  earnings  east  and  west  of  Ogden  at  the  rates  shown  in  line  "A." 

Respectfully  submitted. 

W.  S.  McCarthy. 

(The  exhibits  referred  to  are  not  printed,  but  are  on  file  with  the 
clerk  of  the  committee.) 

Senator  Cummins.  Is  there  anything  in  the  exhibits  that  will 
sIioav  the  proportion  of  earnings  of  the  Central  Pacific  derived  from 
terminal  traffic  and  the  proportion  derived  from  local  traffic? 

Mr.  McCarthy.  No;  these  exhibits  apply  simply  to  the  through 
rate.  I  think,  however,  that  those  figures — in  fact,  I  know — have 
been  submitted  to  the  Interstate  Commerce  Commission  by  the  Ne- 
vada Commission,  and  I  believe,  Senator,  that  you  can  elicit  that 
information  from  Judge  Bartine.    I  think  he  has  that  information. 

As  to  the  effect  of  this  rate  adjustment  upon  a  community,  if  a 
manufacturer,  we  will  say,  of  steel,  desired  to  locate  in  the  State  of 
Utah,  or  a  manufacturer  of  any  commodity,  we  will  say  that  he 
would  require  4,000  tons  of  steel  to  erect  his  plant ;  the  transportation 
charge  on  this  steel  from  Pittsburgh  to  Salt  Lake  City  would  be 
$80,000;  whereas  if  the  same  building  were  to  be  erected  in  San 
Francisco,  the  transportation  charge  from  Pittsburgh  would  be  $60,- 
000,  or  $20,000  less,  notwithstanding  that  the  traffic  could  move  to 
San  Francisco  through  Salt  Lake  City  from  Pittsburgh,  an  addi- 
tional distance  of  approximately  800  miles  over  the  Sierra  Nevada 
Range  of  mountains,  where  operating  conditions  of  railroads  are 
well  known  to  be  extremely  difficult.  The  proportion  of  the  trans- 
portation charge  of  the  $60,000  on  the  steel  destined  to  San  Fran- 
cisco that  would  accrue  to  the  railroads  operating  west  of  Salt  Lake 
City  would  amount  to  $20,536;  or,  in  other  words,  if  the  rate  in 
effect  to  San  Francisco  from  Pittsburgh  was  applied  at  Salt  Lake 
City,  the  revenue  of  the  carriers  operating  between  Chicago  and  'Salt 
Lake  City  would  be  $20,536  in  excess  of  the  earnings  the  same  car- 
riers would  receive  if  the  traffic  moved  through  to  S'an  Francisco; 
or  if  this  steel  should  originate  at  Chicago,  the  transportation  charge 
from  that  point  to  San  Francisco  would  be  $52,000,  compared  with 


1630  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

a  transportation  charge  of  $65,000  if  the  traffic  was  destined  to  Salt 
Lake  City. 

If  this  stool  were  purchased  from  the  Colorado  Fuel  &  Iron  Co. 
for  shipment  from  Minnequa,  Colo.,  the  transportation  charge  to  San 
Francisco  would  be  $40,000.  compared  with  a  charge  of  $60,000  if 
the  traffic  was  destined  to  amT  point  on  the  main  line  of  the  Southern 
Pacific  or  Western  Pacific  railroads  in  Nevada. 

Surely  Congress  did  not  have  in  mind  any  such  discriminative 
freight-rate  adjustments  as  those  that  I  have  just  mentioned  when 
they  amended  the  fourth  section  of  the  act  in  1910. 

Mr.  Sims.  What  point  in  Colorado  is  that? 

Mr.  McCarthy.  It  is  Pueblo,  practically.  Minnequa  is  the  name. 
There  is  a  small  steel-manufacturing  plant  in  Utah,  recently  estab- 
lished, and  until  a  year  ago  the  rate — this  matter  was  brought  up  at 
a  hearing  and  stated  and  restated  until  the  carriers  finally  made  a 
readjustment  of  the  rates — the  rate  on  steel  from  Pittsburgh  at  that 
time  to  the  Pacific  coast  was  65  cents,  from  Chicago  to  the  Pacific 
coast  it  was  55  cents,  and  from  Pueblo,  Colo.,  to  the  Pacific  coast 
it  was  40  cents;  from  Midvale,  Utah,  which  is  a  suburb  of  Salt  Lake 
(  ity.  to  the  Pacific  coast  it  was  65  cents.  When  that  was  finally  ad- 
justed, Midvale  was  accorded  the  same  rate  as  Pueblo,  600  miles  east 
of  it.  They  are  the  same  to-day,  I  understand.  They  are  no  higher 
to  the  Pacific  coast. 

Another  feature  of  this  matter  that  I  would  like  to  call  to  your 
attention  is  the  fact  that  eastbound  there  is  no  violation  of  the 
fourth  section.  As  I  understand  it,  all  the  ships  that  move  from 
New  York  to  the  Pacific  coast  go  back.  They  do  not  go  out  of 
the  business  when  they  get  there.  They  go  back  to  the  Atlantic 
seaboard,  and  there  should  be  the  same  competition  in  one  direction 
as  in  the  other:  and  if  it  is  water  competition  that  has  the  effect  of 
raising  this  lump  at  a  point  800  miles  inland  in  the  rate  structure, 
why  should  it  not  raise  it  as  well  eastbound  as  westbound?  But  it 
does  not,  and  it  never  has,  until  on  certain  eastbound  rates  when 
you  start  east — I  heard  of  a  case  of  that  kind  brought  to  my  atten- 
tion some  time  ago.  It  was  a  small  matter,  but  it  shows  what  the 
interior  country  is  up  against  in  the  matter  of  freight  rates.  The 
concern  with  which  I  am  personally  connected — and  I  will  say  for 
your  information  that  I  earn  my  living  in  the  hardware  business — - 
some  time  ago,  in  March,  1917,  when  this  occurred,  made  a  ship- 
ment of  310  pounds  of  leather  for  use  in  the  manufacture  of  some 
goods  which  we  were  having  made  in  Omaha,  from  Salt  Lake  City 
to  Omaha.  Now,  the  rate  of  leather  from  the  Pacific  coast  to  all 
points  east  is  $1.15  per  hundred,  and  that  rate,  as  you  go  east, 
applies  at  Reno,  Winnemucca,  and  Elcom,  and  all  intermediate 
points,  until  you  strike  the  limits  of  Salt  Lake  City.  Just  outside 
of  the  limits  of  Salt  Lake  City,  and  practically  in  it,  is  a  place  called 
Buena  Vista,  and  this  rate  of  $1.15  applies  from  Buena  Vista  to 

The  Chairman.  To  what  point  east  ? 

Mr.  McCarthy.  To  the  Atlantic  seaboard — all  points  east.  The 
rates  are  blanketed.  When  the  consignee  in  Omaha  paid  the  charges 
on  this  shipment  and  sent  the  bill  back  to  us  I  noticed  a  rate  that  I 
thought  was  a  little  bit  too  high,  and  I  had  it  checked.  The  ship- 
ment was  charged  at  the  rate  of  $2  a  hundred  from  Salt  Lake  City, 
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and  within  10  minute's  ride  in  an  automobile  west  of  us,  toward  the 
Pacific  coast,  the  rate  is  $1.15.  So  I  had  a  claim  made  on  that,  using 
a  rate  of  8  cents  westbound  from  Salt  Lake  City  to  Buena  Vista, 
ami  then  adding  the  $1.15  rate  which  applies  from  Buena  Vista  to 
New  York  or  Buffalo  or  Chicago  or  Omaha — to  all  points  east — 
making  a  rate  of  $1.23.  I  was  willing  to  pay  them  8  cents  for  a 
service  they  did  not  perform.  I  have  a  letter  addressed  to  our  house, 
dated  June  20,  1917: 

Your  claim  No.  4S07  :  ours  and  short-line  claim  No.  777-190-12. 
Salt  Lake  City  Hardware  Go. 

Gentlemen:  Returning  freight  hill:  wish  to  advise  that  this  matter  was  re- 
ferred to  Mr.  Reeves,  our  general  freight  agent,  and  we  are  now  in  receipt  of 
advice  that  the  Lago  combination — 

That  is  another  point  farther  west  of  Buena  Vista  from  which  the 
same  rate  applies — 

we  are  now  in  receipt  of  advice  that  the  Lago  combination  can  not  be  applied 
on  the  shipment  in  question. 
Claim  is  respectfully  declined. 

That  is  typical.  Our  experience  in  Utah  has  long  since  brought  us 
to  the  conclusion  that  the  only  remedy  for  this  very  discriminatory 
and  unjust  situation  is  an  amendment  to  the  long-and-short-haul 
clause,  making  it  absolute. 

The  reasons  advanced  are  the  same  old  ones.  Thej^  are  the  ones 
that  have  been  always  advanced,  and  in  looking  over  some  of  these 
things,  I  found  in  the  testimony  taken  by  the  Interstate  Commerce 
Commission  as  far  back  as  1902,  in  the  case  of  Business  Men's  League 
of  St.  Louis  versus  Atchison,  Topeka  &  Santa  Fe  Railway  (9  I.  C.  C, 
318),  a  discussion  occurred  between  TV.  F.  Herrin,  chief  counsel  of 
the  Southern  Pacific  Co.  and  Paul  Morton,  then  vice  president  in 
charge  of  traffic  of  the  Santa  Fe  Railway,  a  portion  of  which  I  shall 
read: 

Mr.  Herrin.  Why  don't  you  treat  the  San  Bernardino  man  as  well  as  you 
treat  the  Los  Angeles  man? 

Mr.  Morton.  There  are  several  reasons.  The  Los  Angeles  man  is  a  little 
nearer  the  sea,  and  the  question  of  market  competition  does  not  come  in. 

Mr.  Herrin.  That  is  you  do  not  treat  him  as  well  because  you  are  not 
obliged  to? 

Remember,  this  is  the  railroad  counsel  propounding  these  ques- 
tions. 

Mr.  Morton.  That  is  probably  the  chief  reason — or  because  we  can  not  af- 
ford to,  I  will  say.  There  is  not  any  first-class  reason  except  the  one  that  we 
can  not  afford  to. 

Mr.  Herrin.  You  justify  giving  the  Chicago  points  the  same  rate  as  the 
Atlantic  coast,  largely  on  the  theory  of  building  up  Chicago  and  building  up 
The  Middle  West? 

Mr.  Morton.  Yes;  in  the  sense  of  equity. 

Mr.  Herrin.  Well,  why  should  you  not  build  up  your  Pacific  Coast  inter- 
mediates in  the  same  way? 

Mr.  Morton.  I  am  not  sure  that  we  won't  have  to  do  that  some  day. 

Mi-.  Herrin.  Is  there  no  reason  why  you  should  discriminate  in  favor  of  a 
town  nearer  Chicago,  like  San  Bernardino? 

Mr.  Morton.  There  is  a  difference  of  market  competition. 

Mr.  Herrin.  That  is  the  only  reason? 

Mr.  Morton.  That  is  a  reason. 

1 1 79<XV- 19— vol  3 1 8 


1632  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

In  1911  the  commission,  in  the  case  of  City  of  Spokane  versus 
Northern  Pacific  Railway  Co.  (21  I.  C.  C,  421),  had  this  to  say  in 
regard  to  the  development  of  the  intermoimtain  territory  : 

To  a  disinterested  observer  it  would  seem  to  he  in  the  true  interest  of  these 
transcontinental  lines,  which  begin  at  the  Missouri  River,  to  make  rates  which 
would  build  up  interior  points  as  against  the  coast.  The  haul  of  these  points 
is  shorter  and  less  expensive.  The  distribution  from  these  points  is  easier, 
but,  above  all,  the  traffic  which  is  created  at  such  a  point  belongs  to  the  rail 
line  which  creates  it.  while  the  traffic  which  is  fostered  upon  the  coast  is  the 
prey  of  every  vessel  which  sails  the  sea.  Carriers  in  the  future  will  doubtless 
adopt  this  method  and  will  voluntarily  make  rates  to  interior  points  like 
Spokane  which  will  enable  those  localities  to  compete  with  coast  cities. 

But  they  have  not  done  it. 

As  to  the  attitude  of  the  Pacific  coast,  the  questions  asked  yester- 
day brought  to  mind  a  hearing  held  here  in  San  Francisco  on  this 
very  matter  just  about  a  year  ago. 

A  representative  of  the  San  Francisco  Chamber  of  Commerce  was 
on  the  witness  stand  and  defending  the  present  method  of  making 
rates,  and.  as  I  recall  the  testimony,  he  was  asked  if  he  regarded  the 
present  plan  as  fair,  equitable,  just,  and  reasonable,  charging  a 
higher  rate  at  a  point  800  miles  inland  than  was  charged  at  the 
coast,  and  he  said  he  did.  He  thought  it  was  proper  entirely  and 
worked  no  injustice  to  anyone.  Inquiry  was  made  concerning  the 
manufacturing  industry  of  the  Pacific  coast,  and  he  gave  informa- 
tion as  to  the  volume  of  it.  There  is  a  large  amount  of  it  done  here, 
but  when  he  was  asked  if.  in  view  of  the  fact  that  that  method  of 
rate  making  is  correct  in  principle — in  view  of  the  fact  he  admitted 
it  was  equitable  and  fair  and  just — he  was  asked  if  he  would  be 
willing  to  have  that  same  method  of  rate  making  apply  eastbound 
so  that  the  marketing  of  Pacific  coast  goods  might  be  handicapped 
in  that  immense  consuming  territory,  we  will  say,  in  the  vicinity  of 
Buffalo  and  Chicago,  and  he  said,  no,  that  would  not  do;  the  Pa- 
cific coast  did  not  want  that,  notwithstanding  they  claim  it  is 
equitable  and  just  when  applied  to  some  one  else,  and  in  all  these 
hearings,  wherever  they  have  been  held — the  Pacific  coast  has,  and 
I  do  not  criticize  them  for  it;  it  is  their  right,  and  I  do  not  know 
but  that  they  would  be  open  to  criticism  if  they  did  not  defend  their 
interests — but  they  are  always  there  doing  it,  and  we  of  the  inter- 
mountain  country  feel  that  we  have  too  long  helped  pay  the  freight 
bills  of  the  Pacific  coast,  and  we  think  we  are  entitled  to  relief. 

Another  matter  that  is  probably  of  not  much  importance,  but  I 
would  like  to  touch  upon,  is  the  fact  that,  so  far  as  Salt  Lake  City, 
at  least,  is  concerned,  it  was  a  jobbing  city  before  any  city  that  is 
interested  in  this  hearing  or  is  taking  a  part  in  it,  except,  possibly, 
San  Francisco,  was  in  existence,  and  has  had  a  larger  jobbing  terri- 
tory in  the  old  days  than  to-day.  Its  territory  covers  a  radius  of 
about  200  miles  to-day. 

In  case  2662,  to  which  reference  was  made,  we  were  given  a  de- 
cision by  the  Interstate  Commerce  Commission  which  resulted  in 
great  benefit  to  the  people.  At  the  expiration  of  the  two-year  period 
covered  by  the  decision  the  carriers  came  in  and  filed  a  tariff  cover- 
ing marked  advanced  in  rates.  They  did  not  claim  that  the  rates 
ordered  in  by  the  Interstate  Commerce  were  not  reasonable  rates. 
They  did  not  claim  that  they  were  unreasonably  low ;  they  could  not 
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very  well,  because  the  Interstate  Commerce  Commission  in  deciding 
that  case  on  the  testimony  and  evidence  before  it,  it  seems  to  us 
now,  was  so  convinced  that  they  considered  some  drastic  action  was 
necessary,  but  they  wanted  to  be  sure  of  the  effect  of  it  before  taking 
action,  and  so  they  had  a  large  force  of  men  investigating  the 
revenues  of  the  carriers  and  applying  the  rates  which  they  intended 
to  order  into  effect  to  the  tonnage  of  the  past  to  ascertain  just  what 
the  effect  of  that  decision  would  be  when  put  in.  So  it  could  hardly 
be  claimed  that  the  Interstate  Commerce  Commission  had  persecuted 
the  railroads.  They  were  fair  to  them,  although  they  did  make  some 
marked  reductions  in  the  rate. 

At  the  end  of  the  two-year  period  the  carriers  came  in  with  a 
tariff  making  marked  advances.  Protest  was  made,  and  a  hearing 
was  held  by  the  Interstate  Commerce  Commission  in  I.  and  S.  case 
411.  The  sole  basis  of  their  contention  at  that  time  was  that  the 
rates  to  Utah  were  too  low  because  they  did  not  give  Denver,  400 
miles  east,  sufficient  territory.  A  change  was  desired,  and  an  in- 
crease of  rates  to  Utah  was  desired,  in  order  to  bring  about  a  more 
harmonious  adjustment  of  rates,  and  the  commission  permitted  some 
marked  advances  to  be  made  over  the  rates  ordered  into  effect  two 
years  prior  to  that  time.  So  far  as  Denver  was  concerned,  this  may 
have  resulted  in  a  more  harmonious  relation,  but  the  effect  on  Utah 
was  that  while  they  were  trying  to  move  Utah  further  away  from 
Denver,  to  give  Denver  more  territory,  they  moved  Salt  Lake  City 
over  into  Reno  and  Spokane,  and  90  per  cent  of  our  rates  to-day  are 
Spokane  rates,  and  decisions  of  that  kind  are  rather  discouraging, 
and  they  constitute  one  more  of  the  long  line  of  reasons  which  lead 
us  to  believe  that  we  will  only  get  relief  at  the  hands  of  Congress. 

I  wish  to  thank  you  gentlemen  for  your  attention.  I  do  not  think 
I  have  anything  more  to  say  in  reference  to  this  matter. 

Mr.  Sims.  I  want  to  ask  the  gentleman  just  one  or  two  questions. 
I  understood  you  to  say  that  the  San  Francisco  people  had  a  right 
to  make  the  contention  that  they  do  make  in  the  interest  of  their  own 
business.    Did  I  understand  you  to  say  that? 

Mr.  McCarthy.  I  used  that  language,  I  think. 

Mr.  Sims.  Do  you  think  any  community  or  city  or  State  has  a 
right  to  insist  on  unjust  discrimination  simplv  because  it  may  benefit 
them? 

Mr.  McCarthy.  No,  sir. 

Mr.  Sims.  It  is  not  a  right? 

Mr.  McCarthy.  No,  sir;  that  has  not  been  the  .attitude  of  our 
people.  We  feel  that  every  community  has  a  right,  as  we  have.  We 
contend  for  ours,  but  we  do  not  ask  for  any  advantage  over  any  com- 
munity or  any  individual  or  any  line  of  business. 

Mr.  Sims.  But  you  do  insist  that  the  present  arrangement  consti- 
tutes a  discrimination  as  against  your  city? 

Mr.  McCarthy.  Yes,  sir ;  we  certainly  do. 

Mr.  Sims.  And  you  think  no  other"  city  should  have  a  right  to 
take  advantage  of  an  opportunity  such  as  this  if  it  is  not  founded 
in  justice? 

Mr.  McCarthy.  No,  sir;  I  do  not  wish  to  be  understood  that  way 
at  all. 

Mr.  Sims.  I  did  not  think  so,  but  I  thought  you  used  language 
which  might  convey  that  impression,  and  I  wanted  to  clear  it  up. 
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Senator  Cummins.  Did  you  say  that  the  eastbound  rates  are  level 
from  the  Pacific  coast  ? 

Mr.  McCarthy.  To  the  Atlantic  seaboard ;  yes,  sir. 

Senator  Cummins.  You  do  not  mean  that  the  rate  from  San  Fran- 
cisco to  New  York  is  the  same  as  from  Chicago  to  New  York? 

Mr.  McCarthy.  No.  sir;  I  mean  that  the  transcontinental  rates 
eastbound  are  blanketed  across  the  country,  generally  speaking. 
What  I  mean  is  no  such  condition  exists  in  the  East  with  reference 
to  eastbound  rates  as  exists  in  the  West  in  connection  with  west- 
bound rates. 

Senator  Cummins.  You  mean  there  are  no  higher  charges  for  the 
shorter  hauls  than  for  the  longer  hauls  in  the  same  direction  over 
the  same  line  ? 

Mr.  McCarthy.  Yes,  sir. 

Senator  Cummins.  How  large  a  part  of  the  freight  which  is  des- 
tined for  the  western  coast  originates  on  the  eastern  seaboard  ? 

Mr.  McCarthy.  Senator,  I  could  not  answer  that  question.  I 
have  no  information  on  which  I  would  hazard  a  guess. 

Senator  Cummins.  There  is  a  very  large  part  of  it.  certainly,  that 
originates  at  some  points  west  of  the  Atlantic  seaboard? 

Mr.  McCarthy.  Oh,  my;  yes,  sir.  I  know  of  a  line  of  merchan- 
dise business  and  the  location  of  manufacturing  concerns  making  the 
line  of  goods  handled  by  the  concern  with  which  I  am  connected — 
T  know  there  is  an  enormous  volume  of  goods  manufactured  long 
distances  west  of  the  Atlantic  seaboard  outside  of  the  influence  of 
water  competition. 

Senator  (Vmmins.  Let  us  take  Chicago  as  a  point  at  which  to 
begin.  There  is  a  great  deal  of  freight  coming  to  the  Pacific  coast 
that  originates  in  the  territory  that  takes  Chicago  rates,  is  there  not? 

Mr.  McCarthy.   Yes,  sir. 

Senator  Cummins.  In  order  that  that  business  shall  be  affected  by 
water  competition,  what  rates  must  be  considered;  that  is  to  say, 
how  would  a  Chicago  shipper  avail  himself  of  water  competition  to 
the  western  coast  ? 

Mr.  McCarthy.  I  have  been  told  that  at  the  time  the  canal  was 
in  operation,  at  the  time  there  were  ships  to  operate  through  the 
canal,  that  a  certain  amount  of  tonnage  moved  from  Chicago  east  to 
New  York  and  was  there  transshipped  and  came  around  by  boat. 

Senator  Cummins.  Any  shippers  from  that  territory  would  be 
compelled  either  to  ship  their  goods  Cast  to  the  seaboaard  or  south  to 
the  seaboard 

Mr.  McCarthy.  Yes,  sir. 

Senator  Cummins,  (continuing).  In  order  to  get  any  water  trans- 
portation. Has  there  ever  been  a  time  when  the  rail  rate,  either  to 
the  Atlantic  seaboard  or  to  the  south  seaboard,  plus  the  ship  rate 
from  whatever  harbor  might  be  reached,  to  reach  the  western  coast, 
has  been  as  low  as  the  rail  rate  from  Chicago  to  San  Francisco? 

Mr.  McCarthy.  Of  my  own  knowledge  I  do  not  know.  I  have 
been  told  that  there  were  very  low  rates  made,  and  yet  in  the  hearing 
of  the  Spokane  case  I  think  a  statement  was  filed  as  an  exhibit,  as  I 
remember,  by  Mr.  Jones,  of  Arizona,  showing  that  the  transconti- 
nental rates  during  the  period  of  most  active  competition  via  the 
canal — the  transcontinental  rail  rates — were  higher  than  they  were 
10  years  ago  before  the  opening  of  the  canal. 
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Senator  Cummins.  I  am  asking  purely  for  information,  because  I 

d<>  not  know. 

Mr.  McCarthy.  1  understand  and  will  endeavor  to  so  answer  the 
question. 

Senator  Cummins.  I  think  it  is  of  interest  to  know  whether  there 
could  be  a  rail  rate  from  the  Chicago  district  to  the  seaboard  and  a 
water  rate  from  the  seaboard  to  the  western  coast  lower  than  the 
all-rail  rate  from  Chicago  to  the  West. 

Mr.  McCarthy.  Your  question  is,  Could  there  be? 

Senator  Cummins.  As  to  whether  there  has  been. 

Mr.  McCarthy.  I  do  not  know,  but  in  consideration  of  that  I  am 
at  a  loss  to  know  practically,  when  I  look. at  these  rates  that  are  made 
on  iron  and  steel  articles,  a  rate  that  produces  as  little  as  1.77  mills 
per  ton-mile  voluntarily  made  by  the  railroads — whether  they  do  it 
to  get  the  business — it  sometimes  makes  one  wonder  if  there  is  any 
limit  to  their  operating  cost. 

The  Chairman.  What  do  you  regard  as  the  normal  cost? 

Mr.  McCarthy.  Well,  I  can  not  see  how  anything  higher  or  any- 
thing— I  do  not  see  how  the  railroads  can  claim,  in  view  of  what 
they  themselves  do,  that  a  rate  for  a  haul  across  the  country  that 
pays  them  one-half  a  cent  a  ton  per  mile  is  an  unremunerative 
rate.  We  have  always  been  told  that  one-half  cent  a  ton  a  mile  rep- 
resented the  cost  of  operation.     I  am  skeptical  of  that. 

The  Chairman.  What  is  the  rate  you  refer  to  on  iron  and  steel  I 

Mr.  McCarthy.  1.77  mills. 

The  Chairman.  What  proportion  of  a  half  cent  a  mile  is  that? 

Mr.  McCarthy.  It  is  less  than  50  per  cent — 40  per  cent. 

Senator  Cummins.  I  am  following  a  different  line.  I  am  not 
speaking  of  a  compensatory  rate,  but  T  want  to  find  out  what  the 
comparative  rates  are.  Freight  shipped  from  Chicago  to  San  Fran- 
cisco by  wTater,  part  rail  and  part  water,  must  travel  anywhere  from 
1.000  to  1,500  miles  on  a  railroad.     That  is  true,  is  it  not? 

Mr.  McCarthy.  Yes,  sir. 

Senator  Cummins.  Do  you  know  what  the  present  rate  on,  for 
instance,  bar  iron  is  from  Chicago  to  New  York? 

Mr.  McCarthy.  No:  I  am  not  familiar  with  the  eastbound  rates. 
Senator,  but  I  should  say,  Senator,  that  it  would  be  in  the  neighbor- 
hood of  at  least  30  cents. 

Senator  Cummins.  Or  from  Chicago  to  New  Orleans,  Galveston, 
or  Mobile? 

Mr.  McCarthy.  I  am  not  familiar  with"  the  southbound  rates 
at  all. 

Senator  Cummins.  I  ask  you  the  same  question  with  regard  to  the 
Pittsburgh  district.  Have  you  ever  known  of  any  considerable  ship- 
ments being  made  from  that  district  to  tidewater,  and  then  by  boat 
to  the  western  coast? 

Mr.  McCarthy.  I  do  not  know  of  any  that  I  have  heard  of.  I 
have  understood  that  there  was  a  considerable  volume  of  tonnage 
that  moved  that  way. 

Senator  Cummins.  What  is  the  distance  from  Chicago  to  San 
Francisco — about  the  distance? 

Mr.  McCarthy.  Chicago  is  about  2,300  miles  in  round  numbers. 

Senator  Cummins.  In  your  hearings  before  the  Interstate  Com- 
merce Commission,  has  it  ever  been  claimed  that  any  considerable 
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part  of  the  westbound  freight  reaching  the  Pacific  coast  would  have 
gone  by  water  if  the  rates  which  have  been  in  force  had  been  raised  ? 

Mr.  'McCarthy.  Yes ;  that  claim  has  been  made  persistently  and 
continuously. 

Senator  Cummins.  Then  there  must  have  been  an  inquiry  about 
what  part  of  the  country — what  territory  in  the  United  States — 
could  have  availed  itself  of  water  transportation.  I  would  like  some 
information  upon  that  point. 

Mr.  McCarthy.  Well,  I  do  not  know  of  any  such  inquiry  ever 
having  been  made.  Senator.  It  has  never  come  to  my  notice  if  an 
inquiry  of  that  kind  was  made. 

Senator  Cummins.  You  have  conceded,  then,  that  a  large  part  of 
the  eastbound  traffic  from  the  Pacific  coast  is  distributed  or  con- 
sumed or  used  in  the  inland  territory  and  it  is  not  used  on  the 
Atlantic  coast? 

Mr.  McCarthy.  No,  sir. 

Senator  Cummins.  And  there  has  been  the  same  necessity  for  low 
rates  on  eastbound  traffic  as  there  has  been  on  westbound  traffic,  has 
there  not? 

Mr.  McCarthy.  Apparently  so;  yes,  sir. 

Senator  Cummins.  And  has  there  ever,  at  any  time,  been  a  rate 
made  for  the  all-rail  business — has  the  all-rail  rate  even  been  re- 
duced in  order  to  meet  the  supposed  competition  of  the  water  route? 

Mr.  McCarthy.  I  do  not  know  that  I  exactly  understand  the 
question,  Senator. 

Senator  Cummins.  Take  a  shipment  from  San  Francisco  to  Pitts- 
burgh :  Has  that  rate  ever  been  made  by  the  railways  to  prevent  the 
same  shipment  from  going  by  water  from  San  Francisco  to  New 
York  and  then  by  rail  to  Pittsburgh? 

Mr.  McCarthy.  I  could  not  answer  that.  I  am  not  sufficiently 
familiar  with  the  movements  of  eastbound  traffic  from  the  Pacific 
coast  to  give  you  an  answer  to  that,  Senator. 

Senator  Cummins.  Now,  what  is  your  theory  about  the  principle 
upon  which  rates  ought  to  be  made? 

Mr.  McCarthy.  Senator,  I  should  certainly  hesitate,  in  the  pres- 
ence of  this  distinguished  company  and  in  the  presence  of  so  many 
gentlemen  of  ability  in  the  matter  of  rate  making,  to  express  an 
opinion  on  that. 

Senator  Cummins.  Well,  primarily,  would  you  adopt  the  cost-of- 
service  principle? 

Mr.  McCarthy.  I  do  not  know  that  I  would;  but  I  do  feel,  in  con- 
sideration of  a  matter  of  this  kind,  the  cost  of  service  should  be  in- 
quired into,  and  before  a  decision  is  rendered  that  would  possibly 
effect  a  discrimination 

Senator  Cummins.  What  is  discrimination? 

Mr.  McCarthy.  It  is  giving  one  community  an  advantage  over 
another. 

Senator  Cummins.  That  involves  an  inquiry  into  what  the  advan- 
tage of  each  community  is,  and  what  rates  it  is  justly  entitled  to; 
and  somewhere  along  the  line  you  have  to  reach  a  conclusion  as  to 
the  basis  upon  which  rates  should  be  made  in  order  to  find  out 
whether  one  community  is  discriminated  against  in  favor  of  another. 

Mr.  McCarthy.  I  agree  with  you  perfectly;  and  I  think  I  made 
some  reference  to  that  in  my  opening  statement. 
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Senator  Cummins.  Yes;  you  did. 

Mr.  McCarthy.  I  feel  as  you  do  about  it — that  there  should  be 
some  basis. 

Senator  Cummins.  Now,  when  a  railroad  undertakes  to  make  a 
rate  to  Salt  Lake  City  from  New  York  or  from  Pittsburgh  or  from 
Chicago,  and  at  the  same  time  is  engaged  in  making  a  rate  on  the 
same  commodity  to  Los  Angeles  or  San  Francisco,  the  railroads  have 
got  to  take  into  account  some  principle  of  justice  and  fair  dealing  in 
making  those  two  rates.     Now,  what  is  it  ? 

Mr.  McCarthy.  Well,  they  must,  it  seems  to  me,  take  into  con- 
sideration— to  some  extent,  at  least — the  cost  of  service — what  they 
can  handle  it  for.  They  must  give  due  consideration  to  the  rights  of 
their  stockholders,  the  payment  of  interest  on  their  obligations,  and 
things  of  that  kind.  While  I  realize  a  man  can  not  do  that  in  connec- 
tion with  every  rate,  every  rate  he  makes,  yet  the  rates  must  be  so 
adjusted  that  the  revenue  from  all  traffic  must  take  care  of  those 
•conditions. 

Senator  Cummins.  The  cost  of  service,  it  seems  to  me,  ought  to  be 
the  initial  principle  observed,  modified,  when  it  comes  to  distribution 
of  rates  among  the  different  kinds  of  commodities,  according  to  the 
welfare  of  the  people.  That  is,  so  that  a  commodity  may  come  within 
the  reach  of  the  people  who  have  to  use  it. 

Mr.  McCarthy.  I  have  given  that  some  consideration  in  this  way, 
Senator :  It  seems  to  be  conceded,  I  take  it,  that  it  costs  no  more  to 
transport  a  car  of  pig  iron  between  given  points  than  it  does  a  car  of 
tea,  we  will  say,  in  the  same  train.  Now,  we  will  say  that  the  car  of 
tea  is  worth  $10,000  a  car  and  the  pig  iron  is  worth  $1,000.  I  do  not 
think  this  theory  of  rate  making  would  be  acceptable  to  the  railroad 
men,  and  I  do  not  know  that  it  should  be  applied;  but  it  is  one  of  the 
phases  of  the  case  that  has  occurred  to  me :  Why  should  the  rate  on 
the  carload  of  tea  exceed  the  rate  on  the  carload  of  pig  iron  to  any 
greater  extent  than  the  amount  of  the  premium  I  would  have  to  pay 
to  the  insurance  men  for  insuring  the  safe  delivery  of  that  tea  to  me 
at  the  point  of  destination? 

Senator  Cummins.  Theoretically,  I  think  there  is  no  answer  to  that 
■suggestion,  but  the  principle  I  have  mentioned  is  modified  at  that 
point  in  order  to  give  pig  iron,  which  is  of  more  general  use  and 
which  must  be  secured  at  the  lowest  possible  cost,  the  advantage. 
T  think  we  all  realize  on  these  different  kinds  of  commodities  the 
principle  is  adjusted  in  that  way;  but  take  two  cars  of  bar  iron — 
and  I  mentioned  that  because  you  used  the  illustration — one  destined 
to  Salt  Lake  from  Pittsburgh  and  the  other  destined  to  Los  Angeles — 
the  principle  which  justifies  the  discrimination  as  between  kinds  of 
traffic  would  not  apply,  would  it  ? 

Mr.  McCarthy.  No;  it  would  not. 

Senator  Cummins.  There  is  no  reason,  therefore,  in  departing  in 
that  instance  from  the  rule  of  the  cost  of  service,  is  there  ? 

Mr.  McCarthy.  None  that  I  can  see. 

Senator  Cummins.  I  think  if  we  hold  that  firmly  in  mind  we 
reach  a  better  idea  on  this  subject.  Then,  unless  some  other  con- 
sideration intervenes,  the  rates  from  Salt  Lake  to  Los  Angeles  should 
lie  adjusted  on  the  cost  of  service,  each  one  bearing  that  burden  which 
is  necessary  to  enable  the  railroad  company  to  render  service  and  to 
return  a  fair  reward  upon  the  capital  invested  or  on  the  value  of  its 
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property.  Now,  there  comes  in  another  condition.  Let  us  assume 
that  the  railroad  company  finds  that  at  Los  Angeles  if  it  charges  the 
cost  of  service — and  I  am  now  including  in  that  the  full  compensation 
to  capital — it  is  not  going  to  get  that  business ;  that  it  will  go  some- 
where else.     What,  then,  is  the  duty  of  the  railroad  company  ? 

Mr.  McCarthy.  Well,  I  think  that  is  clearly  pointed  out  in  a 
Supreme  Court  decision.  Senator.  I  never  did  have  any  particular 
quarrel  with  the  railroad  men  who  hold  that  viewpoint;  I  think  that 
the  railroad  might  be  permitted  to  meet  that  competition  in  its  own 
wa}\  but  I  do  not  believe,  and  never  have  believed — and  I  am  not 
alone  in  that  opinion — that  the  railroads  should  be  permitted  to  go 
as  far  afield  as  they  have.  I  think  they  have  shamefully  abused  the 
privilege  that  they  have  been  given  in  that  respect.  I  am  not  deny- 
ing the  correctness  <>f  the  principle.  I  think  they  might  be  permitted 
to  do  so  within  reasonable  bounds. 

Senator  Cummins.  I  am  not  altogether  persuaded  and  never  have 
been  that  the  railroad  is  justified  in  meeting  that  competition  in  a 
way  that  will  involve  any  additional  burden  upon  the  intermediate 
points,  but  I  am  not  sure  about  it.  You  say  you  are  willing  that 
the  terminal  points  should  have  a  rate  that  pays  the  cost  of  service 
less  the  reward  to  capital — that  is,  the  out-of-pocket  cost. 

Mr.  McCarthy.  If  they  elect  to  handle  the  business  on  that 
basis 

Senator  Cummins.  But.  then,  when  it  does  that  the  entire  burden 
of  rewarding  capital  falls  upon  the  intermediate  points. 

Mr.  McCarthy.  That  is  true:  and  to  that  extent  they  are.  you 
might  say.  discriminated  against;  but  in  the  making  of  rates.  Sena- 
tor, I  think  everyone  will  agree  with  me  that  all  commodities  do  not 
bear  their  full  share  of  the  transportation  expense.  There  are  com- 
modities, of  course,  that  would  not  move  unless  they  were  moved  at 
a  low  rate,  and  it  might  be  that  the  business  of  a  community  would 
be  hampered  by  the  inability  to  move  them.  So,  certain  commodi- 
ties may  be  a  little  less  than  they  should,  and  others  pay  a  little  more 
to  make  up  the  deficit,  and  the  same  thing  might  apply  with  reference 
to  communities.  So  far  as  I  have  always  considered  that,  we  would 
be  satisfied  if  they  would  give  us  the  same  rate  as  the  Pacific  coast. 
We  have  not  contended  for  a  lower  rate. 

Senator  CuMmins.  Of  course,  that  is  in  the  nature  of  a  compro- 
mise. It  is  one  of  the  things  that  you  would  be  willing  to  have 
brought  about  because  it  would  better  conditions  that  you  are  now 
confronted  with.  But  I  am  trying  to  get  at  the  real  justice  of  it,  both 
to  the  railroads  and  to  the  community,  and  it  is  so  complicated  that 
it  is  pretty  nearly  impossible  to  analyze. 

Now.  I  put  it  to  you  this  way  in  order  to  simplify  it:  Suppose  that 
a  railroad  has  its  rates  all  properly  adjusted,  according  to  funda- 
mental principles,  and  it  is  earning  enough  money.  Now,  it  finds 
that  as  to  some  particular  commodity  it  can  secure  a  large  amount  of 
traffic  at  terminal  points  if  it  will  reduce  its  rate  to  meet  the  compe- 
tition, we  will  say,  by  water,  and  it  can  not  get  that  increased  traffic 
unless  it  does  reduce  the  rate,  Under  those  circumstances  it  can 
take  that  traffic  without  imposing  great  additional  burden  upon  its 
property,  because  it  is  doing,  we  will  say.  a  business  with  another 
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kind  of  traffic  that  fairly  adjusts  it  and  that  it  is  not  discriminating. 
Do  you  think,  under  those  circumstances,  it  is  the  duty  of  the,  rail- 
road company  to  take  the  traffic  or  to  refuse  it,  assuming,  always, 
that  there  is  no  out-of-pocket  cost,  because  I  take  it  the  Supreme 
Court  has  rather  settled  that? 

Mr.  McCarthy.  Senator,  I  will  have  to  answer  that  in  this  way  : 
Theoretically,  purely,  I  should  say  that  that  would  be  proper  and  cor- 
rect to  permit  the  railroad  company  to  do  it.  hut  it  does  not  work  out 
in  practice,  and  for  that  reason  I  am  of  the  opinion  that  I  have  sev- 
eral times  expressed.  In  theory  that  is  all  light,  but  it  does  not  work 
out  in  practice.  It  does  impose  an  obligation  upon  the  people  of  the 
interior  country 

Senator  Cummins.  The  reason  it  does  not  work  out  in  practice  may 
be  that  this  ghost  of  competition  is  not  a  real  or  substantial  factor. 
That  is  one  of  the  reasons,  is  it  not  ? 

Mr.  McCarthy.  That  might  be.  I  have  recently  had  my  doubts 
about  that.  I  am  not  so  sure  about  that,  because  I  have  had  experi- 
ence in  the  moving  of  freight  by  water,  and  I  have  figured  on  that 
to  see  if  it  could  be  done,  but  my  experience  in  connection  with  the 
movement  of  freight  by  water  is  that  it  is  not  satisfactory.  I  would 
prefer  to  pay  for  the  rail  service,  and  I  believe  most  shippers  are  of 
the  same  mind — are  willing  to  pay  more  to  get  the  rail  service. 

Senator  Cummins.  Generally  speaking,  the  transcontinental  rail- 
roads have  all  they  can  do,  even  though  the  water  competition  carries 
all  that  it  can  take;  is  not  that  true? 

Mr.  McCarthy.  That  is  true,  as  far  as  I  know,  and  I  think  it 
would  continue  to  be  true  even  though  there  were  plenty  of  ships. 
All  the  traffic  that  goes  by  ship  does  not  stay  on  the  wharf  on  which 
it  is  unloaded  by  a  long  ways.  It  is  moved  back  into  the  country. 
That  is  why  some  of  these  railroads  were  built  in  the  first  place, 
from  tidewater  out.  Their  rates  are  high  and  remunerative,  or  at 
least  should  be  as  compared  with  other  rates,  and  I  do  not  believe 
that  the  railroads  of  this  country  would  be  wrecked,  by  any  means, 
if  they  did  have  to  forego  some  of  this  transcontinental  traffic. 

Senator  Cummins.  Has  it  ever  been  contended  that  the  cost  of 
service — accepting  that  as  the  rule  for  making  rates — is  less  in  ship- 
ments to  the  terminal  points  than  to  the  intermediate  points?  In 
the  term  "  cost  of  service  "  I  include  every  expense,  direct  and  inci-. 
dental,  which  may  fall  upon  the  railroads. 

Mr.  McCarthy.  I  think  that  is  the  real  basis  of  their  contention. 
It  is  long-haul  traffic,  taken  at  one  end  of  the  line  and  delivered  at 
another.  In  all  my  experience  as  a  traffic  man  I  never  have  heard 
a  traffic  man  make  the  argument  that  breaking  bulk  in  transit — that 
is,  transporting  a  shipment  between  two  points  and  stopping  at  one 
point  and  unloading  it  and  reloading  it  and  turning  it  over  to  an- 
other carrier — was  cheaper  than  the  through  transportation. 

Senator  Cummins.  There  is  one  point  of  view  which  naturally  is 
somewhat  obscure  in  a  hearing  of  this  sort,  and  I  want  to  call  it  to 
your  attention.  You  are  thinking  mainly  of  the  opportunity  of  the 
manufacturers  and  distributors  of  Utah  to  do  business — to  meet  com- 
petition— and  the  absolute  rate  is  of  less  importance  to  you  than  a 
comparative  or  relative  rate,  I  assume. 

Mr.  McCarthy.  Not  altogether,  Senator.  While  I  do  not  wish  to 
have  it  appear  that  we  are  defending  the  interests  of  the  general 
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public,  or  anything-  of  that  kind,  we  are  good  enough  business  men  to 
know  if  our  community  does  not  prosper  we  can  not,  and  we  know 
it  is  not  a  good  thing  to  have  the  money  drained  from  our  commun- 
ity in  excessive  charges  of  any  kind,  whether  transportation  or  any 
other.  In  this  matter  of  rates  I  think  that  the  general  public  is  very 
largely  benefited  by  an  increase  in  competition.  Xow,  I  will  illus- 
trate that  in  this  way :  Take  a  community,  we  will  say,  that  is  mid- 
way between  Salt  Lake  City  and  Denver,  say  300  miles;  we  will  say 
that  it  costs  us  the  same  to  lay  our  commodity  down.  We  have  an 
article  that  we  can  sell  at  $3  a  hundred.  The  freight  rate  from  the 
midway  point  to  Denver  is  25  cents  a  hundred  and  the  freight  rate 
from  Salt  Lake  City  to  the  midway  point,  we  will  say,  would  be  75 
rents  a  hundred.  It  is  human  nature  for  the  Denver  jo'bber  to  charge 
$3.70,  because  lie  knows  that  the  best  price  we  can  possibly  make  is 
$3.75,  so  that  the  consumer  does  not  get  the  benefit  of  a  competitive 
condition  to  which  lie  is  entitled.  We  had  that  same  condition  exist- 
ing with  reference  to  San  Francisco  and  Salt  Lake  City,  and  I  re- 
member it  took  a  conference  of  nine  days  and  a  threat  to  take  the 
matter  up  before  the  Interstate  Commerce  Commission  to  get  the 
rates  adjusted.  The  jobber  is  only  human  after  all,  and  he  has  his 
faults. 

Senator  (V.mmins.  He  has  the  same  faults  and  only  the  same 
faults  of  all  of  us.  We  are  all  selfish,  and  properly  so.  This  would 
be  a  very  stagnant  world  if  there  was  not  a  great  deal  of  selfishness 
in  it.  But  you  are  mainly  interested  in  adjusting  your  rates  with 
competing  points  and  not  in  the  absolute  rate  itself,  are  you  not? 

Mr.  McCarthy.  That  is  true,  as  long  as  it  is  a  reasonable  rate, 
which  we  assume  that  the  commission  will  see  that  it  is,  if  brought 
to  their  attention. 

Senator  Cummins.  You  have  never  advocated  an  increase  of  the 
coast  rate,  have  you? 

Mr.  McCarthy.  No,  sir. 

Senator  Clmmixs.  You  have  always  advocated  a  decrease  of  the 
intermediate  rate? 

Mr.  McCarthy.  I  would  not  say  that,  exactly.  Our  contention  is 
that  the  charge  to  the  intermediate  points  should  not  be  any  higher 
than  the  charge  to  the  terminal  points. 

Senator  Cummins.  It  would  have  to  mean  a  decrease  in  the  in- 
termediate rates,  because  the  rates  are  now  higher  than  the  terminal 
rates. 

Mr.  McCarthy.  Yes,  sir. 

Senator  Cummins.  In  all  your  work  have  you  ever  attempted  to 
compute  what  would  be  the  effect  on  the  revenue  of  the  railroads  if 
the  intermediate  points  were  reduced  to  the  level  of  the  coast  points? 

Mr.  McCarthy.  That  is  something  that  I  could  not  do,  Senator, 
because  the  figures  on  which  to  base  a  computation  of  that  kind  are 
not  available. 

Senator  Cummins.  Even  if  you  had  the  figures,  you  could  hardly 
reach  a  satisfactory  conclusion,  because  you  would  not  know  how 
much  the  traffic  of  your  territory  would  increase  under  a  lower  rate? 

Mr.  McCarthy.  That  is  true. 

Senator  Cummins.  That  is  all,  Mr.  Chairman. 

Mr.  Escii.  You  read,  I  think,  from  the  testimony  given  by  Herrin 
and  Morton  with  reference  to  San  Bernardino,  Cal.,  or  else  you  read 
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it  as  a  part  of  the  statement  of  the  Interstate  Commerce  Commission 
in  the  Spokane  case,  stating  that  as  to  intermediate  points  the  carrier 
could  say,  "We  created  your  market,  but  at  the  port  terminals  the 
commerce  is  the  prey  of  every  ship  that  sails  the  sea."  Was  that  the 
substance  of  it? 

Mr.  McCarthy.  Those  are  two  separate  quotations. 

Mr.  Esoh.  Do  I  get  the  substance  of  it  ? 

Mr.  McCarthy.  One  was  the  testimony  of  Mr.  Morton  and  the 
other  was  taken  from  the  report  of  the  Interstate  Commerce  Com- 
mission in  a  Nevada  case.  The  quotation  concerning  the  traffic  fos- 
tered upon  the  coast  being  the  prey  of  every  vessel  which  sails  the 
sea  is  taken  from  the  decision  in  the  City  of  Spokane  versus  Northern 
Pacific  Railway,  21  I.  C.  C.  Reports,  the  opinion  being  written,  I 
believe,  by  Commissioner  Prouty. 

Mr.  Esch.  Is  it  a  fact  that  transcontinental  lines  say  to  the  inter- 
mountain  communities,  "  We  created  you ;  if  it  were  not  for  us  you 
would  not  have  been;  you  can  not  live  without  us,  and  so  we,  being 
your  creator,  have  got  some  right  to  determine  the  rate."  Do  they 
assume  that  attitude? 

Mr.  McCarthy.  Mr.  Esch,  as  to  the  community  in  which  I  live, 
they  could  not  say  that  truthfully,  because  it  was  there  before  they 
came,  and  it  is  a  community  that  has  always  treated  the  railroads 
fairly.  I  think  they  have  very  little  to  complain  about  the  way  we 
have  treated  them.  I  do  not  think  vour  statement  is  correct  as  to 
Utah. 

Mr.  Esch.  I  ask  if  that  is  true  ? 

Mr.  McCarthy.  No,  sir.  I  know  of  a  case  where  industries  might 
have  been  treated  in  that  way.  I  have  one  in  mind  particularly,  in 
Utah,  an  industry  that  should  develop  into  an  enormous  tonnage 
producer  for  a  railroad.  It  is  a  low-grade  commodity  and  the  own- 
ers of  the  property  have  been  trying  for  a  number  of  years  to  get 
rates  that  will  let  them  into  the  eastern  markets,  and  they  asked  for 
a  rate  which  would  favorably  compare  with  the  rate  on  copper  bul- 
lion. It  was  denied  them.  It  was  not  granted.  They  were  told — ■ 
and  this  comes  to  me  from  an  officer  of  the  company ;  I  do  not  know 
it  of  my  own  knowledge — they  were  told  that  the  rates  they  wanted 
could  not  be  given  because  it  was  the  intention  of  the  railroad  com- 
pany to  keep  the  competitors  east  of  them  on  a  basis  which  would 
let  them  into  the  market.  A  railroad  man  connected  with  the  mat- 
ter told  me,  in  the  discussion  of  this  effort  to  obtain  a  lower  rate, 
certain  lines  east  of  the  Mississippi  River  agreed  to  reduce  their  rates 
on  this  particular  commodity  by  a  certain  proportion,  and  the  lines 
west  served  notice  on  them  if  they  did  that  they  would  raise  their 
proportion  to  absorb  the  reduction.  That  sort  of  a  railroad  policy 
does  not  develop  the  country.  We  have  encountered  things  of  that 
kind. 

Mr.  Esch.  Is  that  only  a  specific  instance,  or  can  it  be  duplicated 
in  the  intermountain  country? 

Mr.  McCarthy.  I  think  probably  not  as  glaring  an  instance  as 
that,  but  there  are  some. 

Mr.  Esch.  Senator  Cummins  dwelt  on  the  cost  of  service  in  deter- 
mining rates.  Do  you  think  that  any  other  element  should  be  taken 
into  consideration  in  determining  the  rates,  besides  the  cost  of 
service  ? 
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Mr.  Thom.  Would  it  be  permissible  to  interrupt  the  witness  to  get 
the  exact  case  to  which  the  witness  is  referring?  I  would  like  to 
have  the  exact  case  on  the  record,  so  as  to  investigate  it. 

Mr.  McCarthy.  I  have  no  particular  objection  to  stating  it,  but  I 
do  not  appear  here  pleading  the  cause  of  this  particular  concern;  but 
I  will  state  that  that  case  referred  to  the  application  of  the  Birds- 
eye  Marble  Co.,  of  Utah,  for  rates  from  Thistle,  a  point  on  the 
D.  &  R.  G.  Railroad,  to  points  on  the  eastern  market,  and  I  think  you 
will  find  that  all  in  what  has  been  said  by  the  commission  already. 
Possibly  I  can  give  you  a  reference  to  it.  I  do  not  find  that  referred 
to  in  this  brief.  I  thought  there  might  be  a  reference  to  it,  but  I  do 
not  find  it.     However,  I  think  that  matter  was  referred  to  in  a  case. 

Mr.  Escir.  Renewing  my  question,  do  you  think  there  ought  to  be 
taken  into  consideration  any  other  element  in  determining  the  rate 
aside  from  the  cost  of  service  ? 

Mr.  McCarthy.  I  think,  Mr.  Esch,  the  amount  of  money  legiti- 
mately and  properly  invested  is  entitled  to  consideration,  and  there 
should  be  a  proper  return  on  it,  but  I  think  many  of  these  properties 
are  overcapitalized. 

Mr.  Esch.  You  think  the  value  of  the  service  should  be  taken  into 
consideration? 

Mr.  McCarthy.  Possibly  to  some  extent  or  to  some  degree. 

Mr.  Esch.  In  the  fixing  of  intermountain  rates,  do  you  know 
whether  or  not  the  carriers  are  influenced  in  making  their  intermoun- 
tain rates  more  by  the  value  of  the  service  than  its  cost? 

Mr.  McCarthy.  I  have  heard  that  argument  in  cases  before  the 
commission,  but  whether  or  not  that  is  the  motive  that  actuates  them 
in  making  their  rates  to  the  interior  I  do  not  know. 

Mr.  Troy.  Mr.  Esch,  as  to  the  meaning  of  "  value  of  service,"  as 
I  understood  it.  I  believe  one  of  the  first  cases  that  I  know  of  in  which 
that  principle  was  applied  was  in  the  San  Diego  case — I  think  the 
National  City  Water  case — and  there  the  meaning  of  it  was  that 
the  company  was  not  entitled  to  earn  anything  more  than  a  fair  re- 
turn on  the  money  invested  after  paying  operating  and  other  ex- 
penses, but  that  in  that  case  they  had  invested  more  money  than  was 
necessary  to  give  the  service,  and  part  of  it  was  for  an  irrigation  dis- 
trict down  there,  and  this  was  the  city  water  rates  that  they  were 
dealing  with,  and  therefore  the  court  held  that  the  value  of  the  serv- 
ice for  the  portion  of  the  service  given  to  the  city  for  the  city  water 
service  was  less  than  the  cost  of  the  total  service  to  the  irrigation 
district,  and  therefore  they  only  allowed  them  to  collect,  I  think,  at 
that  time — the  irrigation  district  or  irrigation  water  was  not  being 
used — they  only  allowed  them  to  collect  the  value  of  the  service  of 
that  plant  given  to  the  city,  and  I  always  understood  that  that  was 
the  real  meaning  of  the  term  "  value  of  service." 

Mr.  Esch.  That  has  been  determined  in  decisions  of  the  Supreme 
Court  and  also  adverted  to  by  the  Interstate  Commerce  Commission. 
I  think  it  is  generally  known  what  is  meant  by  the  term,  and  I  was 
asking  the  witness  whether,  in  his  opinion,  it  weighed  in  the  deter- 
mination of  actual  rates. 

Mr.  McCarthy.  I  do  not  know  whether  it  does  or  not. 

The  Vice  Chairman.  You  deny  that  there  is  anything  in  the  exist- 
ing condition  of  water  transportation  to  justify  invoking  an  excep- 
tion to  the  fourth  section,  the  long-and-short-haul  clause? 
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Mr.  McCarthy.  At  the  present  time? 

The  Vice  Chairman.  Yes. 

Mr.  McCarthy.  Most  emphatically.  I  think  to-day.  and  for  the 
last  two  years,  ever  since  the  disappearance  of  water  competition, 
these  rates  should  be  graded. 

The  Vice  Chairman.  If  there  was  a  water  service  competing  be- 
tween points  on  the  two  coasts,  you  concede  that  that  might  he  taken 
into  consideration  ( 

Mr.  McCarthy.   Yes.  sir. 

The  Vice  Chairman.  Can  you  conceive  of  any  other  situation  or 
condition,  aside  from  water  transportation,  that  would  justify  an 
exception  \ 

Mi-.  McCarthy.  Yes;  I  can:  hut  it  is  a  situation  that  would  be  an 
emergency  situation  of  some  sort.  Mr.  Adamson,  and  not  anything 
that  is  of  daily  occurrence — something  that  is  with  us  always.  I  can 
see  where,  in  cases  of  emergency,  great  good  might  he  done  to  some 
one  and  no  harm  done  to  any  one. 

The  Vice  Chairman.  Of  course,  emergencies  are  permissible  as 
exceptions  to  all  rules,  but  I  direct  your  attention  to  the  theory  often 
insisted  on  that  it  is  in  the  interest  of  the  public  good  that  there 
should  he  accommodations  extended  to  centers  of  trade — that  is,  it  is 
of  advantage  to  the  public  that  there  should  be  large  centers  for 
accumulating  and  distributing  goods  to  the  people  in  the  surround- 
ing country — -and  that  that  condition  justifies  what  they  call  basic 
points,  and  that  it  was  justified  in  the  interest  of  the  public  welfare 
that  competitive  rates,  although  conventional,  should  be  allowed  at 
those  places. 

Mr.  McCarthy.  There  might  be  justification  for  that.  I  think, 
though,  that  the  interior  communities  or  intermediate  communities 
are  entitled  to  whatever  advantages  may  flow  from  being  nearer 
their  sources  of  supply  and  being  nearer  the  points  of  consumption. 
I  think,  as  your  question  implies,  that  distributing  centers  and  job- 
bing centers  are  absolutely  necessary. 

The  Vice  Chairman.  Is  not  that  especially  beenficial  in  the  inter- 
mountain  regions — would  it  not  be  beneficial  generally  to  the  sur- 
rounding country  that  Salt  Lake  City  and  other  points  similarly 
situated  should  be  favored  so  that  they  could  build  up  and  accumulate 
and  job  to  the  surrounding  territory? 

Mr.  McCarthy.  I  do  not  agree  with  the  word  "  favored." 

The  Vice  Chairman.  I  mean  by  that,  have  advantageous  rates. 

Mr.  McCarthy-.  I  believe  if  they  are  given  a  fair  rate  adjust- 
ment— all  that  they  are  reasonably  entitled  to — then  they  should 
and  they  would  be  able  to  serve  the  population  within  a  reasonable 
distance  most  effectively  and  economically. 

The  Vice  Chairman.  Would  you,  in  making  what  you  call  a  fair 
rate  adjustment,  give  to  such  a  center  as  Salt  Lake  City  lower  rates 
than  rates  to  the  surrounding  points? 

Mr.  McCarthy.  I  do  not  think  I  would. 

The  Vice  Chairman.  What  advantage  would  it  have  on  the  accu- 
mulation of  capital? 

Mr.  McCarthy.  It  would  have  the  advantage  of  the  accumulation 
of  capital,  the  ability  to  concentrate  stocks  of  goods,  to  manufacture 
and  to  distribute  them.  Of  course  every  -mall  town  can  not  be  a 
distributing  center. 
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The  Vice  Chairman.  My  observation  has  been  that  in  the  East 
the  policy  of  the  railroads  has  been  to  make  rates  that  would  en- 
courage manufacturers  along  their  lines.  Does  such  a  policy  as 
that  prevail  anywhere  in  the  West? 

Mr.  McCarthy.  Why,  in  some  cases  I  believe  it  does. 

The  Vice  Chairman.  The  purpose  of  that  being  to  build  up  traffic. 

Mr.  McCarthy.  Although  as  to  manufacturing  I  do  not  think 
that  policy  is  pursued  in  the  intermountain  country.  It  appears 
to  be — whether  intentional  or  not  I  do  not  know — but  it  at  least 
seems  that  the  carriers  would  prefer  to  haul  in  manufactured  goods 
than  to  take  the  raw  material  out  for  manufacture. 

The  Vice  Chairman.  If  a  policy  of  that  sort  were  observed,  do 
you  not  think  it  would  be  beneficial  to  your  intermountain  country 
if  they  could  secure  beneficial  rates  on  raw  material  as  well  as  on 
finished  products,  to  build  up  manufactures  and  create  traffic  for 
the  railroads  as  well  as  prosperity  for  the  region? 

Mr.  McCarthy.  I  certainly  do. 

The  Chairman.  I  want  to  call  your  attention  to  the  long  delay 
that  ensued  between  1010,  the  time  this  amendment  was  adopted. 
and  dune  o0,  1917.  when  an  order  was  finally  made  which  was  sub- 
sequently suspended,  and  I  wish  to  ask  you  who  or  what  was  responsi- 
ble for  that  delay? 

Mr.  McCarthy.  Well,  primarily,  I  think  the  carriers. 

The  Chairman.  Well,  can  you  give  us  any  indication  of  how  these 
delays  occurred  '.  Are  you  familiar  with  the  numerous  cases  that  were 
brought  \ 

.Mr.  McCarthy.  Well,  1  have  been  in  the  past.  Senator,  but  my 
recollection  is  rather  hazy  and  I  would  not  like  to  testify  in  detail 
for  a  record  of  this  kind  and  from  memory.  I  do  not  think  it  would 
be  in  justice  to  you. 

'i  .ic  Chairman.  You  have  not  closely  followed  the  various  cases? 
Have  there  been  many  \ 

Mr.  McCarthy.   Yes.  sir. 

The  Chairman.  Involving  different  centers,  such  as  Spokane,  Reno, 
Salt  Lake,  and  Tucson? 

Mr.  McCarthy.  Yes,  sir;  our  interests  have  been  practically  com- 
mon in  all  these  fourth-section  cases. 

The  Chairman.  You  have  conducted  the  cases  with  a  common  un- 
derstanding ? 

Mr.  McCarthy.  I  will  not  say  that,  but  they  have  been  conducted 
along  the  same  lines,  because  our  interests  were  affected  in  the  same 
way. 

The  Chairman.  Do  you  understand  that  such  conditions  as  have 
existed  in  the  intermountain  region  have  also  existed  in  any  other 
section  of  the  country  to  a  greater  or  less  degree? 

Mr.  McCarthy.  Well.  I  have  heard  that  to  some  extent,  but  I 
also  understood  it  was  to  a  very,  very  limited  extent  as  compared 
with  the  intermountain  situation — that  the  same  conditions  existed 
in  the  Southeast. 

The  Chairman.  Have  they  existed  in  the  Northeast? 

Mr.  McCarthy.  No,  sir ;  not  to  my  knowledge. 

The  Chairman.  In  the  Southeast,  have  those  conditions  been  cor- 
rected there? 
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Mr.  McCarthy.  I  do  not  know. 

The  Chairman.  Would  you  say  they  were  less  aggravated  ? 

Mr.  McCarthy.  That  is  my  understanding.  I  am  not  familiar 
with  them. 

The  Chairman.  That  is  all.    Is  Mr-  Wade  ready  to  proceed? 

Mr-  Wade.  I  did  not  understand  I  was  to  proceed  until  after  Judge 
Bartine  had  presented  his  evidence. 

The  Chairman.  I  will  say  right  here  that  I  do  not  regard  the 
intermountain  country  as  having  the  affirmative  of  (his  question. 
There  is  no  reason  why  the  representatives  of  the  various  interests 
should  not  follow  each  other. 

The  Vice  Chairman.  I  think  the  reverse  is  true.  I  think  the 
burden  is  on  those  seeking  the  exception. 

The  Chairman.  I  should  say  so,  too. 

STATEMENT  OF  H.  M.  WADE. 

Mr.  Wade.  I  am  appearing  as  commerce  counsel  for  the  Oakland 
Chamber  of  Commerce.  The  situation  with  respect  to  the  Interstate 
Commerce  Commission,  so  far  as  Oakland  is  concerned,  has  been 
extremely  fair.  There  has  been  no  great  delay,  such  as  I  have  heard 
reviewed  to-day,  so  far  as  it  was  possible  to  avoid  a  delay.  These 
cases  have  arisen  from  what  might  be  primarily  said  to  be  regional 
jealousies. 

In  the  original  cases,  brought  by  Spokane  and  Phoenix,  they  were 
asking  for  relief  from  what  they  considered  abnormal  conditions, 
and  after  the  commission  had  heard  all  the  evidence  presented  by 
both  the  terminal  and  interior  cities  the  decision  was  made  that  gave 
relief — very  material  relief — in  view  of  all  the  conditions  attending 
the  various  movements  of  traffic.  The  westbound  rates  of  the  trans- 
continental lines  were  originally  established  with  reference  to  water. 
Water  has  always  been  a  compelling  factor,  and  the  rates  to  the 
interior  points  were  made  with  relation  to  the  water  conditions,  an 
adjustment  that  could  not  be  considered  unfair,  considered  from  the 
standpoint  of  the  carrier  that  was  required  to  reduce  its  revenue  to 
the  terminals  in  order  to  meet  the  condition  that  was  due  to  circum- 
stances not  within  its  making.  After  the  Spokane  and  Phoenix  cases 
were  decided 

The  Chairman.  When  were  those  cases  decided  ? 

Mr.  Wade.  In  1912,  I  think,  was  the  first  publication  of  the  new 
rates — January  1,  1912.  Various  other  water-compelling  influences 
occurred  that  often  made  the  terminal  rates  that  were  then  in  effect, 
so  that  the  carriers  could  not  draw  the  freight  to  their  rail  lines; 
and  as  a  result  further  hearings  were  held  by  the  commission,  and 
in  1914,  when  the  Panama  Canal  became  a  great  factor  in  the  trans- 
portation between  the  Pacific  and  Atlantic  coasts,  the  commission 
considered  the  whole  adjustment  again  and  ordered  in  rates  that  were 
predicated  entirely  on  the  water  conditions  then  obtaining. 

Among  other  things,  the  commission  determined  a  rate  upon  sev- 
eral commodities  designated  as  schedule  C,  which  was  shown  to  have 
been  enforced  by  water  more  than  any  other  commodities,  and  a  rate, 
for  instance,  on  iron  and  steel  from  Chicago  at  55  cents  and  from 
Pittsburgh  of  65  cents  was  established.  The  rates  to  the  interior 
points  were  graded  on  differentials  over  the  coast  rate;  that  is,  going 
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back  into  the  eastern  territory  as  well  as  in  the  western  territory, 
with  a  blanket  rate  of  75  cents  to  the  interior  points  from  the  Mis- 
souri River. 

After  water  competition  had,  in  a  way,  disappeared  on  account  of 
the  war,  then  the  commission  considered  the  case  again,  on  appeal  of 
Spokane  and  other  interior  cities,  and  made  rates  and  changed  the 
adjustment  by  telling  the  carriers  that  they  would  have  to  iron  out 
the  violations  of  the  fourth  section.  When  the  case  came  on  for 
final  argument,  the  terminal  cities  as  well  as  the  carriers  took  the 
position  that  the  absence  of  water  competition  was  merely  temporary, 
and  it  was  a  condition  that  Avould  not  exist  for  any  appreciable  length 
of  time — at  least,  that  was  the  thought  at  that  time  of  all  concerned. 
At  any  rate,  after  those  arguments  were  presented  to  the  commission, 
they  decided  that  water  competition  was  not  at  this  time  a  factor,  and 
that  the  rates  should  be  leveled:  and  the  carriers  have  recently,  in 
compliance  with  that  order  of  June  30,  1017.  proposed  certain  sched- 
ules of  rates  which  will  eliminate  all  fourth-section  violations.  Oak- 
land still  assumes  the  position  that,  even  though  the  water  compe- 
tition is  temporarily  abandoned,  by  reasons  over  which  we  have  no 
control,  the  possibility  of  its  reestablishment  is  not  removed;  that  it 
is  merely  awaiting  the  making  of  peace  before  the  boats  are  again  in 
operation. 

There  is  a  further  reason:  The  Pacific  coast  cities  have  been  estab- 
lished, and  all  their  manufacturing  industries — and  the  people  in 
general,  the  whole  population — have  been  erected  here  for  the  reason 
that  they  had  almost  positive  proof  of  a  reasonable  adjustment  of 
freight  charges  for  all  time  to  come,  by  reason  of  the  great  natural 
facility — water.  That  is  the  history  of  all  great  cities.  They  have 
all  been  based  on  some  water  influence.  It  is  still  the  contention  of 
the  terminal  cities  that  a  mere  temporary  matter  of  water  being  out 
of  business  or  the  water  transportation  not  being  possible  should  not 
immediately  wipe  out  all  of  the  cities  as  industrial  and  manufactur- 
ing centers.  Great  investments  have  been  made,  perhaps  greater  than 
ever  would  be  made  at  the  interior,  because  they  have  no  products  to 
draw  from  or  the  possibility  of  manufacturing. 

The  agitation  of  the  interior  cities  has  been  going  on  for  the  last  10 
or  15  years,  and  they  always  attempted  to  get  what  is  apparently  not 
possible,  and  what  the  commission  has  found  is  not  possible,  during 
the  time  when  the  conditions  that  have  influenced  and  do  influence 
the  building  of  these  cities  are  present.  The  commission  has  uni- 
formly decided  these  questions  with  as  much  dispatch  as  circum- 
stances would  permit — that  is,  as  far  as  we  can  judge — and  there  has 
been  no  delay  which  can  be  attributed  to  inactivity  on  the  part  of  the 
commission.  It  is  merely  the  great  bulk  of  work  and  the  great  sub- 
ject before  them  to  consider. 

As  an  illustration,  the  commission  found  in  one  of  their  decisions 
that  water  influence  was  felt  as  far  back  as  Cedar  Rapids  on  flour. 
I  know  that  water  influence  was  felt  at  Minneapolis  on  flour,  and 
those  are  merely  examples  of  what  has  occurred  in  the  past  and  what 
will  occur  in  the  future.  Now,  if  flour  can  move  from  Minneapolis 
to  New  York  and  then  be  sent  by  the  canal  or  even  by  the  Horn  at 
a  rate  lower  than  the  transcontinental  lines  would  normally  publish, 
it  does  not  seem  to  me  to  be  a  criterion  bv  which  the  intermountain 
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country  should  demand  rates.  The  situation  with  respect  to  the  fair- 
ness of  the  commission,  I  do  not  believe  can  be  questioned,  because 
in  giving  the  terminal  cities  certain  rate  adjustments,  which  were 
unquestionably  due  to  water  influence,  the  intermountain  cities  at  the 
same  time  benefited  and  benefited  far  more  largely  than  they  could 
have  expected  to  benefit  without  water  facilities.  There  is  not  one 
rate,  but  hundreds  of  rates,  with  that  general  characteristic. 

When  the  commission  decided  on  a  class-rate  scale,  they  made  a 
scale  of  rates  lower  to  Reno  than  to  San  Francisco.  They  found  all 
the  conditions  obtaining  with  respect  to  commodities,  both  carload 
and  less  than  carload,  and  created  the  rates  based  on  what  the  ter- 
minals were  given. 

As  far  as  the  fourth  section  is  concerned,  I  believe  it  goes  without 
saying  that  the  commission  must  have  some  latitude.  They  are  the 
great  rate-making  power,  and  the  railroads  must  institute  rates  at 
their  discretion,  and  there  always  must  remain  in  some  one  a  flexible 
rule  that  where  conditions  are  of  such  a  nature  as  to  justify  relief, 
that  relief  should  be  given ;  otherwise  all  our  country  would  be  in  a 
stagnated  condition. 

Reference  Avas  made  to  the  southeastern  cases  that  involved  a  simi- 
lar situation  as  that  involved  on  the  Pacific  coast,  where  violations 
of  the  fourth  section  were  occasioned  bv  river  and  ocean  competition. 
Anyone  who  has  followed  that  situation  can  at  once  readily  under- 
stand that  it  would  take  anyone  a  long  time  to  reach  a  conclusion 
that  was  fair  to  all  concerned  and  that  it  also  would  take  a  consid- 
erable study.  The  same  is  true  with  respect  to  the  situation  on  the 
Pacific  coast.  We  have  always  insisted  that  San  Francisco  and  Oak- 
land and  other  terminal  cities  were  not,  as  a  right,  entitled  to  a  dif- 
ferent rate  from  the  interior  points,  but  by  reason  of  natural  condi- 
tions that  made  that  situation  proper.  It  is  not  fair  from  any  stand- 
point to  encourage,  by  the  building  of  the  canal  and  the  spending  of 
great  sums  of  money  b}r  the  Government  to  establish  that  service, 
and  to  immediately  take  away  from  the  cities  that  can  take  advan- 
tage oi  that  great  facility  all  that  they  have  gained.  That  is  not  a 
temporary  matter,  as  I  see  it.  That  is  one  that  extends  through  all 
the  years  to  come  and  one  that  has  been  consistently  the  cause  of 
building  up  the  Pacific  coast.  The  interior  points,  like  Salt  Lake 
City  and  Reno,  have  prospered  and  have  grown.  They  have  grown 
possibly  not  to  the  extent  some  of  their  dreamers  have  expected,  but, 
of  course,  dreams  are  fanciful  and  one  can  not  always  realize  his 
dreams.  It  is  not  a  dream  with  respect  to  Oakland,  San  Francisco, 
and  all  those  terminal  points  with  all  those  natural  facilities,  but  it 
is  a  situation  that  entitles  them  to  greater  advantages  than  those 
which  do  not  have  those  advantages  present. 

It  has  not  been  a  quarrel,  as  far  as  the  Pacific  coast  cities  have 
been  concerned,  with  the  interior  points  as  to  what  the  rates  shall  be, 
but  that  the  terminal  cities  are  entitled  to  consideration  differently 
from  that  given  intermediate  points,  and  I  believe  that  the  commis- 
sion has  always  kept  firmly  in  mind  the  conditions  that  we  have 
that  are  not  present  at  the  other  points. 

The  delay  that  has  been  spoken  of  here  of  some  seven  years  in 
determining  this  question  has  not  been  one  that  is  properly  charge- 
able to  the  commission,  as  they  have  made  numerous  orders  and  con- 
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sidered  numerous  different  conditions  in  that  time.  I  think  that 
perhaps  in  the  general  testimony  that  has  been  offered  we  have 
wandered  away  somewhat  from  the  original  purpose,  but  these  few 
remarks  that  I  am  offering  are  in  justification  of  the  fourth  section 
violations,  and  the  continuation  of  the  rule  by  which  the  commission 
shall  have  the  right  to  make  certain  changes  in  the  general  situation 
whenever  it  is  necessary.  Without  this  latitude,  of  course,  the  points 
like  Oakland  or  San  Francisco  or  other  terminal  cities  would 
naturally  decay,  if  the  water  was  not  an  active  source  of  carriage, 
within  the  next  few  years.  The  interior  points,  however,  I  do  not 
believe  would  benefit  by  such  action,  as  a  man  in  locating  any  large 
industry  naturally  looks  to  all  the  facilities  that  are  offered  him  at 
that  particular  point.  The  mere  fact  that  a  city  has  water  has,  I 
believe,  influenced  practically  all  the  great  manufacturing  jobbers. 
It  is  my  opinion  that  it  would  be  many  years,  even  under  the  most 
favorable  conditions,  if  there  was  an  absolute  fourth  section — one 
that  would  not  permit  of  any  deviation — before  the  interior  points 
could  ever  establish  what  they  consider  a  great  manufacturing  dis- 
trict that  would  be  equal  to  that  on  the  Pacific  coast. 

Now.  taking  the  situation  with  respect  to  eastbound  movements 
from  California,  on  which  it  is  testified  that  the  rates  have  been 
blanketed,  there  is  a  reason  for  that  which  has  not  been  expressed, 
and  that  is  that  all  rates,  practically  without  exception,  applying 
from  California,  apply  to  products  of  the  soil  or  those  things  which 
are  directly  manufactured  from  those  products — like  leather  from 
hides.  The  carriers  in  the  past  have  found  it  good  judgment  to 
maintain  a  blanket  rate  on  the  Pacific  coast  terminal  points  and  on 
the  district  that  would  give  all  California  points  an  equal  oppor- 
tunity to  market  their  products  in  the  East.  That  has  resulted  in 
building  up  and  developing  great  parts  of  the  Pacific  coast  and 
intermediate  territory  that  would  not  be  developed  to  the  same  ex- 
tent as  they  have  if  that  were  not  true.  I  do  not  believe  that  the 
fact  that  those  rate  adjustments  are  so  published  and  applied  has 
in  any  way  been  a  detriment  to  the  interior  points,  because  wherever 
those  similar  conditions  were  present  at  the  intermediate  points  I 
have  observed  they  have  been  given  the  benefit  of  those  rates.  For 
instance.  Phoenix  developed  an  industry  in  growing  the  citrus  fruits 
of  California  and  the  rate  was  extended  to  Phoenix,  although  Phoenix 
was  not  on  the  main  line  and  is  not  intermediate  between  California 
and  the  East.    It  is  on  a  branch  line. 

I  do  not  think  there  is  anything  further  I  need  to  say. 

The  Chairman.  Mr.  Wade,  do  you  know  what  proportion  of  the 
gross  tonnage — intercoast  tonnage — between  the  Atlantic  and  Pacific 
is  conveyed  in  any  one  year,  or  was  conveyed  in  any  one  year,  through 
the  Panama  Canal? 

Mr.  Wade.  I  have  not  the  figures  at  the  present  time.  That  is  the 
reason  I  asked  for  delay.  I  saw  that  question  arising,  and  I  believe 
I  have  those  figures,  although  not  with  me.  I  believe  the  tonnage  was 
quite  large. 

The  Chairman.  Was  it  so  large  as  to  seriously  disturb  the  trans- 
continental traffic  of  the  transcontinental  lines? 

Mr.  Wade.  As  an  example,  I  might  mention  the  fact  that  structural 
iron  and  steel,  during  the  time  the  canal  was  in  operation,  was  moved 
from  New  York  on  a  rate  of  between  25  and  35  cents  per  hundred 
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pounds,  while,  al  the  same  time,  prior  to  the  relief  given  by  the  com- 
mission, the  rate  by  the  rail  lines  was  80  cents,  and  naturally  the  rail 
lines  did  not  enjoy  any  of  that  business. 

The  Chairman.  Twenty-five  cents  a  hundred  pounds  would  maka 
only  $5  a  ton,  would  it  not? 

Mr.  Wade.  Five  dollars  a  ton;  yes,  sir. 

The  Chairman.  Can  it  be  safely  assumed  that  goods  can  be  trans- 
ported from  one  coast  to  another  through  the  canal  for  $5  or  $6 
a  ton? 

Mr.  Wade.  It  has  been  so  demonstrated  by  the  American-Hawaiian 
and  the  Luckenbach  Steamship  Line. 

The  Chairman.  What  is  the  least  transcontinental  freight  rate  on 
the  transcontinental  rail  lines  from  coast  to  coast? 

Mr.  Wade.  The  least  rate  that  I  know  of  is  that  applying  on  pig 
iron.  I  think  the  rate  on  pig  iron  now  is  55  cents  from  Chicago,  or 
•">()  cents  from  Chicago. 

The  Chairman.  That  would  be  $11  a  ton? 

Mr.  Wade.  Yes,  sir. 

The  Chairman.  How  much  from  Atlantic  coast  ports? 

Mr.  Wade.  Well,  there  would  be  a  combination  over  Chicago  which 
would  run.  perhaps.  $3.50  or  $4  a  ton  from  the  Atlantic  coast  ports 
above  that — $15  a  ton. 

The  Chairman.  Can  we  safely  assume,  therefore,  that  $15  a  ton 
is  the  least  for  which  the  transcontinental  lines  can  transport  those 
goods,  and  that  the  water  lines  can  transport  the  same  goods  at  a 
price  of  $5  or  $6  a  ton. 

Mr.  Wade.  Yes,  sir. 

The  Chairman.  Then,  from  the  standpoint  of  the  entire  country, 
it  is  an  advantage,  is  it  not,  that  that  service,  as  far  as  it  can  be  done, 
should  be  accomplished  through  the  Panama  Canal? 

Mr.  Wade.  It  is;  certainly. 

The  Chairman.  And  it  is  greatly  to  the  advantage  of  the  Pacific 
coast  cities  that  it  should  be  done,  is  it  not? 

Mr.  Wade.  Yes,  sir;  it  is  an  advantage  that  it  should  be  done. 

The  Chairman.  Xow,  we  will  assume  that  the  Panama  Canal  is 
able  and  sufficiently  equipped  with  ships,  etc.,  to  meet  the  require- 
ments of  the  Pacific  coast  as  far  as  tonnage  is  concerned,  and  then 
that  the  Interstate  Commerce  Commission  levels  the  transcontinental 
rates  in  such  a  way  as  to  make  the  transcontinental  rates  from  the 
East  to  San  Francisco  the  same  as  to  intermediate  points,  such  as 
Reno  and  Spokane.  What  would  be  the  effect,  then,  upon  the  Pacific 
coast  cities,  of  a  sudden  paralysis  of  that  Panama  Canal  traffic  such 
as  occurred  recently  when  the  slides  took  place  in  the  canal  and  later 
on  when  shipping  itself  was  entirely  diverted  to  the  war  uses  of  the 
( irovernment  ? 

Mr.  Wade.  The  shippers  would  have  to  pay  the  higher  rates  which 
the  commission  would  establish. 

The  Chairman.  What  effect  would  that  have  upon  these  great 
centers — upon  the  coast  ? 

Mr.  Wade.  It  would  have  the  same  effect  here  as  it  would  any- 
where else.  If  the  cost  of  obtaining  raw  material  was  immediately 
raised  to  what  would  be  considered  prohibitive  from  the  manufac- 
turers' standpoint  to  compete  with  the  eastern  producers 
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The  Chairman.  How  large  a  population  is  there  in  these  Pacific 
coast  cities? 

Mr.  Wade.  Oh.  between  five  and  six  million:  that  is,  those 
cities 

The  Chairman.  How  large  is  the  population  of  the  intermountain 
region  that  could  be  regarded  as  fairly  tributary  to  the  Pacific  coast 
cities  ? 

Mr.  Wade.  I  judge  it  would  not  be  more  than  3,000,000. 

The  Chairman.  As  much  as  that? 

Mr.  Wade.  Approximately  that :  that  is.  considered  from  the 
standpoint  of  those  cities  that  would  not  be  tributary  exactly  east- 
ward. 

The  Chairman.  Would  you  regard  the  entire  territory  of  3.000,000 
people  as  tributary  to  this  coast,  or  as  dividing  itself  between  the 
Atlantic  coast  and  the  Pacific  coast?  Which  region  controls  most 
of  the  business — the  Pacific  coast  region  or  the  Mississippi  Valley 
region  or  the  region  east  of  that? 

Mr.  Wade.  The  region  east  of  the  Mississippi  Valley  controls  the 
most  tonnage. 

The  Chairman.  How  far  out  to  the  east  does  the  trade  of  San 
Francisco  extend,  in  competition  with  eastern  trade? 

Mr.  Wade.  Well,  there  is  not  a  very  clearly  defined  territory  in 
which  they  compete.  In  some  commodities  the  Pacific  coast  must 
meet  the  competition  of  the  eastern  producers  and  manufacturers, 
especially  those  that  must  ship  in  less-than-carload  quantities  from 
the  East  as  against  carload  movements  from  the  coast  and  less  than 
carload  back.  It  is  the  quantity  that  is  required  that,  of  course,  con- 
trols the  market  in  the  interior. 

The  Chairman.  Your  trade  does  not  extend  beyond  Salt  Lake 
City,  do-s  it? 

Mr.  Wade.  Not  to  any  extent. 

The  Chairman.  From  a  line  drawn  north  and  south  from  Salt 
Lake,  do  you  think  it  would  extend  that  far? 

Mr.  Wade.  Some  goes  that  far;  but  a  fair  line,  I  think,  would  be 
just  west  of  Reno  and  in  the  vicinity  of  Phoenix,  Ariz. 

The  Chairman.  To  the  west  of  that  line,  what  is  the  population  in 
the  intermountain  region — have  you  any  idea? 

Mr.  Wade.  No;  I  do  not  believe  I  could  estimate  that. 

The  Chairman.  The  bulk  of  the  population  of  3,000,000  to  which 
you  referred  is  east  of  that,  is  it  not? 

Mr.  Wade.  Yes,  sir;  largely. 

The  Chairman.  So  only  a  small  portion  of  the  3,000,000  popula- 
tion is  tributary  to  the  Pacific  coast.    Is  that  a  fact? 

Mr.  Wade.  Yes.  sir;  that  would  be  a  fair  statement. 

The  Chairman.  Do  you  think  one-third? 

Mr.  Wade.  Well,  it  is  rather  hard  to  estimate  it.  I  have  not  pre- 
pared any  statistics  or  figures  on  that  subject  and  do  not  want  to 
guess  at  it. 

The  Chairman.  Would  you  expect,  under  the  amendment  that  was 
adopted  in  1910,  the  Interstate  Commerce  Commission  to  be  con- 
stantly making  changes  in  the  relation  of  these  terminal  charges 
to  the  intermediate  charges,  as  conditions  of  ocean  transportation 
varied  ? 
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Mr.  Wade.  I  think  it  is  absolutely  fair  to  do  so  for  this  reason 


The  C ii aii: man.  If  that  had  boon  done,  how  many  changes  would 
you  have  had  to  make  during  the  past  seven  years,  from  1910  to 
1917? 

Mr.  Wade.  Not  any  more  than  has  been  done,  I  should  judge. 

The  Chairman.  The  complaint  is  that  none  of  them  have  been 
made  as  far  as  the  intermountain  region  is  concerned. 

Mr.  Wade.  That  complaint  is  a  little  too  large — extremely  large. 

The  Chairman.  Do  you  contend  that  any  relief  has  been  given 
under  this  act  to  the  intermountain  region  thus  far? 

Mr.  Wade.  I  think  so.     It  certain  has  been  given. 

The  Chairman.  Will  you  give  the  instance. 

Mr.  Wade.  In  the  original  order  of  the  Interstate  Commerce  Com- 
mission in  1912  the  intermountain  region  was  given  a  readjustment 
of  rates.  As  a  matter  of  fact,  in  that  case  the  Salt  Lake  City  rate 
was  taken  as  a  measure  for  the  rates  west,  in  the  intermountain 
territory. 

The  Chairman.  Was  there  any  other  case? 

Mr.  Wade.  And  the  intermountain  cities  have  benefited  by  reason 
of  the  commission's  decision  in  the  schedule  C  case  in  1915.  They 
have  benefited  regularly  whenever  the  coast  rates  have  been  changed 
on  new  conditions  that  came  in  and  made  a  change  necessary.  That 
benefit  has  been  reflected  into  the  interior,  for  the  reason  that  the 
commission  has  consistently  created  rates  to  the  interior  based  upon 
what  was  done  at  the  Pacific  coast,  giving  them  what  they  consid- 
ered their  relative  degree  of  differentials.  My  theory  of  the  situa- 
tion is  this,  that  the  carriers  should  have  a  right  to  participate 
in  the  business  that  would  otherwise  go  by  the  water  when  the  water 
is  a  compelling  quantity,  and  when  the  commission  approved  the 
application  known  as  the  schedule  C  list  of  commodities  they  gave 
the  carriers  the  right  to  publish  rates  on  iron  and  steel,  for  in- 
stance, from  Chicago  of  55  cents,  and  made  this  25-cent  rate  from 
New  York  to  meet  the  rate  from  Pittsburgh;  or  otherwise  all  the 
business  would  have  moved  from  the  Atlantic  seaboard  and  the 
carriers  in  the  West  would  not  have  obtained  any  of  it  at  all.  There 
would  have  been  no  use  for  their  engines  and  cars  and  equipment 
that  they  had  built  up  in  the  past.  I  know  at  one  time,  when  the 
competition  of  the  canal  was  at  its  highest,  that  all  the  western  lines 
had  hundreds  of  empty  cars  scattered  around,  and  it  was  only 
after  relief  was  given  by  the  commission,  that  permitted  them  to 
take  a  part  of  this  tonnage,  that  there  was  any  appreciable  relief 
given  their  equipment  whatever.  That  is  all  that  Oakland  and,  as 
far  as  I  know,  that  is  all  that  the  terminal  cities  are  asking  for. 

The  Chairman.  You  realize,  do  you  not,  Mr.  Wade,  that  seven 
years  is  a  long  time  for  the  intermountain  region  to  wait  for  relief 
through  the  action  of  the  commission. 

Mr.  Wade.  It  would  be  an  extremely  long  time.  Senator,  but 
the  situation  is  this:  When  the  intermountain  man  talks  of  relief  he 
always  talks  of  relief  based  upon  an  absolute  flattening  out  of  every 
rate,  and  not  on  relief  that  would  be  ordinarily  given  by  reason  of 
riivumstances  and  conditions,  but  an  absolute  wiping  out  of  all  con- 
ditions that  go  to  make  the  rate  at  the  terminal. 
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The  Chairman.  Your  contention  is  that  the  relief  has  been  given, 
although  not  all  the  relief  that  the  intermountain  region  expects  and 
demands  ? 

Mr.  Wade.  Yes,  sir;  I  believe  a  review  of  the  decisions  of  the 
commission  will  show  that  very  plainly. 

The  Chairman.  How  do  you  account  for  this  long  delay,  or  has 
there  been,  in  your  judgment,  a  long  delay? 

Mr.  Wade.  There  has  been  no  long  delay.  The  conditions  have 
been  changing  from  time  to  time,  and  the  rates  have  been  changing 
from  time  to  time.  There  has  been  a  long  delay  in  flattening  out 
the  rates,  because  the  conditions  did  not  justify  such  action  on  the 
part  of  the  commission. 

The  Chairman.  Did  this  last  action  or  opinion  of  June  30,  1917, 
flatten  out  the  rates? 

Mr.  Wade.  It  gave  to  the  carriers  the  alternative  of  either  pub- 
lishing the  present  rates  at  the  coast  at  all  intermediate  points  or 
substituting  some  other  adjustment.  The  adjustment  they  have  now 
proposed  and  is  being  heard  by  the  commission  is  an  increase  of  all 
rates. 

The  Chairmax.  An  increase  of  the  terminal  rates. 

Mr.  Wade.  An  increase  of  the  terminal  rates  and  corresponding 
increase  of  a  great  many  interior  rates. 

The  Chairman.  Have  those  schedules  been  made  by  the  railroads? 

Mr.  Wade.  Yes,  sir. 

The  Chairman.  And  they  are  now  being  studied  by  the  com- 
mission? 

Mr.  Wade.  The  commission  is  now  hearing  the  applications  under 
the  amendment  made  in  August  in  the  fifteenth  section.  The  car- 
riers propose  advances,  and  under  the  law  now  advances  can  not  be 
made  until  the  commission  has  given  its  approval,  and  they  appar- 
ently do  not  intend  to  give  their  approval  without  again  hearing  the 
testimony  and  all  the  facts  in  the  case. 

The  Chairman.  That  inquiry  is  proceeding  now  ? 

Mr.  Wade.  That  inquiry  is  proceeding  now. 

The  Chairman.  At  more  than  one  point  ? 

Mr.  Wade.  It  is  now  going  on  in  New  York  and  will  be  held  at 
Chicago  on  the  12th  and  in  Portland  on  the  21st. 

The  Chairman.  Of  November? 

Mr.  Wade.  Yes,  sir. 

The  Chairman.  Then,  what  time  can  a  decision  reasonably  be 
expected  on  that  matter? 

Mr.  Wade.  It  depends  entirely  on  the  record  in  the  case  and  the 
new  situations  that  the  shippers  and  those  interested  can  present  to 
the  commission  as  to  the  reason  why  the  proposed  rates  are  not  rea- 
sonable, and  it  will  depend  entirely  on  the  amount  of  evidence 
offered. 

The  Chairman.  The  area  of  the  question  involved  is  a  very  large 
one.  is  it  not  ? 

Mr.  Wade.  Extremely  large. 

The  Chairman.  Because  it  involves  not  simply  the  question  of 
leveling  rates  between  the  intermountain  region  and  the  Pacific  coast 
but  the  question  of  the  justice  of  raising  rates  at  the  Pacific  coast 
and  other  localities  ? 
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Mr.  Wade.  Yes,  sir;  it  involves  the  volume  of  the  rate. 

The  Chairman.  Is  not  that  case  likely  to  take  a  very  long  time? 

Mr.  Wade.  Well,  judging  from  the  size  of  the  case,  I  should  say 
that  perhaps  the  commission  will  render  a  decision  within  a  reason- 
able time.     They  always  have. 

The  Chairman.  Has  there  ever  been  in  the  history  of  this  region 
a  larger  area  of  change  involved  in  any  case  than  involved  in  the  ques- 
tion now  pending  before  the  Interstate  Commerce  Commission? 

Mr.  Wade.  I  could  not  say  that  there  has  been. 

The  Chairman.  It  would  seem  so. 

Mr.  Wade.  Because  it  involves  practically  all  the  westbound  rates 
and  there  are  practically  no  exceptions  in  the  advances  which  have 
been  proposed. 

The  Chairman.  Do  .you  not  think  it  better,  in  view  of  the  long  time 
that  has  intervened  in  the  enforcement  of  this  law  and  the  numerous 
questions  involved  in  the  future,  that  the  action  of  the  commission 
regarding  this  leveling,  and  the  numerous  economic  changes  in  com- 
munities, and  the  numerous  apprehensions  and  hopes  that  may  be 
raised  by  this  proceeding,  that  it  would  be  better  to  have  an  absolute 
rule? 

Mr.  Wade.  No,  sir;  because  new  occasions  all  require  different 
treatment.  The  rate  situation  is  of  such  vital  importance  to  every 
community  in  the  United  States  that  it  is  absolutely  necessary,  to 
my  mind  and  judgment,  to  have  a  flexible  rule  with  a  tribunal  that  is 
capable  of  applying  the  rule  when  the  circumstances  require  it. 

The  Chairman.  That  is  all. 

The  Vice  Chairman.  Mr.  Chairman,  in  the  language  of  Happy 
Hooligan  and  his  immortal  brother,  Gloomy  Gus,  it  is  time  for 
lunch. 

The  Chairman.  Do  you  wish  to  interrogate  the  witness? 

The  Vice  Chairman.  No,  sir;  I  am  not  in  a  hurry.  I  would  want 
time  to  cross-examine  a  man  of  this  witness's  intelligence. 

The  Chairman.  I  think  we  had  better  proceed  for  half  an  hour 
and  then  adjourn  for  the  day. 

Senator  Cummins.  Mr.  Wade,  I  have  no  definite  opinion  on  this 
subject,  but  I  am  trying  to  get  my  mind  around  it.  I  would  like  you 
to  view  it  from  twro  standpoints,  the  standpoint  of  the  community 
and  the  standpoint  of  the  railroads,  because  I  think  very  different 
considerations  are  material  w7hen  you  look  at  it  from  one  or  the 
other  standpoint.  You  have  said  that  each  community  is  justly  en- 
titled to  all  the  advantages  of  its  natural  condition.  Now,  I  agree 
with  you  about  that.  I  think.  Those  who  live  along  the  Pacific  coast 
are  entitled  to  all  the  advantages  which  water  transportation  will 
yield.     That  is  your  position? 

Mr.  Wade.  Yes,  sir. 

Senator  Cummins.  There  has  never  been  any  effort  by  anybody  to 
take,  any  of  those  advantages  away  from  you.  has  there? 

Mr.  Wade.  Oh,  yes;  the  intermountain  cities  have  always  insisted 
on  it. 

Senator  Cummins.  But  the  intermountain  cities  have  never  sug- 
gested that  the  sea  be  closed  to  you  in  any  form  ? 

Mr.  Wade.  They  have  insisted  that  the  sea  is  not  a  factor. 

Senator  Cummins.  You  are  at  liberty  to  use  the  ocean  to  the  full 
extent  to  which  it  can  serve  you,  are  you  not? 
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Mr.  Wade.  Yes,  sir. 

Senator  Cummins.  That  is  a  natural  advantage  of  Oakland  and 
San  Francisco  and  all  these  other  centers,  but  have  you  any  natural 
right  to  insist  that  freight  shall  be  carried  over  from  Pittsburgh  to 
San  Francisco  or  Oakland  more  cheaply  than  it  is  carried  to  Reno 
or  Salt  Lake?  You  naturally  are  at  a  disadvantage  when  you  go  to 
railroad  transportation,  are  you  not? 

Mr.  Wade.  We  are  at  some  disadvantage  on  account  of  the  greater 
distances  involved. 

Senator  Cummins.  Now,  carefully  separate  the  interests  of  the 
railway  and  its  right  to  participate  in  this  traffic  from  the  natural 
right  of  a  community.  If  Reno  or  Salt  Lake  were  to  insist  upon 
their  natural  rights,  they  could  demand,  could  they  not,  a  lesser 
freight  rate  from  the  East  than  obtained  in  San  Francisco  or  Oak- 
land? 

Mr.  Wade.  Providing  there  was  no  other  condition  present:  yes. 
They  have  been  given  now  what  the  commission  considers  a  reason- 
able rate,  and  it  is  not  possible  to  demand  more  than  a  reasonable 
rate. 

Senator  Cummins.  Let  us  confine  ourselves  rather  to  abstract 
propositions  than  to  anything  the  commission  has  decided.  Freight 
originating  in  Pittsburgh  or  Chicago  and  destined  for  the  West,  one 
carload  for  Salt  Lake  and  another  carload  for  Los  Angeles  of  the 
same  commodity,  natural  justice  demands  that  a  lesser  rate  be  given 
to  Salt  Lake,  does  it  not — that  is  her  advantage  over  you  or  over  the 
Pacific  coast? 

Mr.  Wade.  Oh.  yes:  there  is  a  factor  there,  and  it  is  very  clear. 

Senator  Cummins.  Therefore  the  Pacific  coast  can  not  claim  there 
is  any  infringement  upon  her  natural  rights  or  taking  away  her 
natural  advantage  if  a  lower  freight  rate  be  given  to  these  inter- 
mediate points  than  is  given  to  Pacific  coast  points,  as  I  look  at  it. 

Mr.  Wade.  Not  if  you  eliminate  entirely  the  factor  of  water  car- 
riage. 

Senator  Cummins.  You  can  use  your  water  just  as  freely  as  you 
like,  and  that  is  your  natural  advantage,  and  if  you  can  ship  freight 
from  New  York  to  San  Francisco  at  25  cents  a  hundred  nobody  can 
take  that  privilege  from  you:  but  where  do  you  get  any  natural 
right  to  insist  that  the  railroads  shall  carry  freight  from  Pittsburgh 
to  San  Francisco  more  cheaply  than  it  carries  freight  from  Pitts- 
burgh to  Reno? 

Mr.  Wade.  There  is  no  natural  right.  We  do  not  claim  a  natural 
right. 

Senator  Cummins.  You  have  no  right  to  insist  that  railway  com- 
panies shall  compete  for  traffic  between  the  East  and  West  with 
water  lines,  have  you? 

Mr.  Wade.  No:  we  have  no  right  to  insist  that  they  shall  com- 
pete— no. 

Senator  Cummins.  You  know.  I  assume,  that  in  other  countries, 
where  the  question  has  been  very  carefully  considered,  the  Govern- 
ment has  undertaken  to  regulate  both  water  rates  and  land  rates? 

Mr.  Wade.  Yes.  sir. 

Senator  Cummins.  You  know  that  Germany  and  France  also  and 
Holland  fix  the  minimum  water  rates  upon  certain  commodities  at 
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certain  times  of  the  year  in  order  to  enable  the  land  rates  <<>  be  main- 
tained, do  you  not? 

Mr.  Wade.  Yes,  sir. 

Senator  Cummins.  Do  you  think  that  is  a  good  policy  \ 

Mr.  Wade.  Yes;  I  do.  'i  believe  it  is  in  the  interest  of  the  general 
country. 

Senator  Cummins.  So  that  if  it  be  true  that  the  railroads  are  com- 
pelled to  put  down  their  rates  to  the  Pacific  coast  points,  in  order  to 
get  the  traffic,  to  below  the  point  of  compensation,  as  viewed  from 
the  intermediate  points,  I  infer  that  you  are  of  the  opinion  that  the 
Government  ought  to  fix  minimum  rates  for  water  transportation 
that  would  enable  the  railroads  to  successfully  compete? 

Mr.  Wade.  No;  I  do  not  believe  that  would  be  a  good  policy  to  fix 
the  minimum  rates  for  water  lines,  because  they  have  been  the  factor 
that  has  caused  all  the  great  development  in  the  United  States — the 
fact  they  were  free  to  do  what  they  pleased. 

Senator  Cummins.  I  am  not  at  all  giving  my  adhesion  to  the  policy 
of  fixing  water  rates,  because  I  have  always  doubted  its  wisdom,  but 
that  is  the  only  way  in  which  a  carriage  at  a  higher  cost  can  success- 
fully compete,  is  it  not? 

Mr.  Wade.  Yes,  sir. 

Senator  Cummins.  Now,  having  reached  the  conclusion  that  there 
are  no  natural  rights,  or  no  infringements  of  natural  advantages  on 
the  Pacific  coast  by  giving  to  the  intermediate  points  a  lesser  rate 
than  you  enjoy  here,  let  us  look  at  it  more  from  the  standpoint  of 
the  railroads.  What  lawful  right  have  the  railroads  to  compete  with 
w7ater  transportation,  and  within  what  bounds  may  they  properly 
do  so? 

Mr.  Wade.  They  have  a  natural  right  to  reach  out  and  take  all  the 
tonnage  they  can  in  order  to  keep  the  property  busy  in  performing 
the  function  for  which  it  was  built.  If  they  find  w7ater  competition 
forcing  the  rate  down,  they  should  be  permitted  to  go  out  and  be. 
permitted  to  meet  those  rates  as  far  as  the  cost  of  their  service  will 
permit.  I  do  not  believe  any  rates  established  bv  the  carriers  in  that 
respect  have  been  below  cost. 

Senator  Cummins.  What  right  has  a  railroad  to  do  business  at 
cost? 

Mr.  Wade.  I  do  not  think  they  have  a  right  to  do  business  at 
below  cost.  My  statement  was  that  I  do  not  believe  that  any  of  the 
rates  made  by  the  carriers  were  below  cost. 

Senator  Cummins.  Suppose  the  railroads  had  a  system  of  rates 
which  in  the  absence  of  water  competition  would  give  a  short  haul 
the  lesser  rate,  which  seems  to  be  natural,  and  then  water  competi- 
tion came  in  for  the  longer  haul,  do  you  think  the  railroads  have  a 
right  to  reduce  their  rates  in  order  to  hold  onto  the  business?  I  do 
not  mean  how  much  in  any  particular  rate,  but  generally  speaking. 

Mr.  Wade.  I  think  they  should  be  permitted  to  take  the  business 
that  was  offered  at  something  more  than  the  out-of-pocket  cost  of 
performing  the  service,  in  order  to  be  able  to  continue  their  prop- 
erty upto  the  maximum,  because  it  is  the  volume  of  traffic  that  makes 
the  money. 

Senator  Cummins.  If  they  do  business  at  something  approaching 

cost 
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Mr.  Wade.  Let  me  illustrate  it  this  way:  If  you  have  a  train  inov- 
mg  from  Chicago  to  San  Francisco  and 'there  were  15  or  20  engines 
available  to  handle  it,  and  you  only  had  seven  cars  available  for  the 
traffic  that  was  offered,  under  the  competitive  conditions  now  exist- 
ing, it  would  be  necessary  to  move  the  train  with  seven  cars,  while,  if 
you  had  the  power  to  reach  out  and  take  business  at  something  more 
than  cost,  you  would  have  a  larger  train  and  it  would  mean  an  added 
profit  which  otherwise  would  be  lost. 

Senator  Cummins.  That  is  the  point  I  have  been  trying  to  reach 
with  some  of  the  witnesses.  You  look  upon  the  railroad  as  con- 
structed to  do  noncompetitive  business,  and  that  the  rates  ought  to  be 
adjusted  upon  that  basis,  and  whenever  it  is  necessary  to  reduce  rates, 
provided  they  do  not  go  below  the  cost  of  carriage,  to  get  competitive 
business,  that  it  may  properly  be  done? 

Mr.  Wade.  I  think  so. 

Senator  Cummins.  Well,  do  you  attach  that  to  the  cost  of  service — 
do  you  believe  that  that  grows  out  of  a  consideration  of  the  cost  of 
service  ? 

Mr.  Wade.  No  ;  I  do  not,  Senator.  My  thought  on  that  question  is 
that  it  is  really  not  the  cost  of  service  that  is  so  much  the  question 
with  the  shipper  as  it  is  the  value  of  the  service  to  him;  that  is.  that 
is  the  controlling  factor  on  the  Pacific  coast. 

Senator  Cummins,  But  the  service  is  of  no  greater  value  to  the 
shipper  in  San  Francisco  than  at  Salt  Lake  City? 

Mr.  Wade.  Xo.  sir. 

Senator  Cummins.  You  are  shipping  a  carload  of  iron  to  Salt  Lake 
City  and  another  carload  of  iron  to  San  Francisco,  and  as  far  as  the 
shipper  is  concerned,  the  value  in  each  case  is  the  same,  assuming  he 
makes  the  same  profit  out  of  the  shipments. 

Mr.  Wade.  If  I  may  be  permitted  to  say  this,  perhaps  it  will  make 
my  position  clearer:  If  the  carriers  give  Salt  Lake  City  a  rate  that  is 
in  itself  reasonable  for  the  service,  and  if,  due  to  different  circum- 
stances  and  conditions,  they  are  required  to  give  the  Pacific  coast  a 
rate  that  would  be  less  than  reasonable,  considered  from  the  stand- 
point of  the  haul  and  of  the  circumstances  on  account  of  competition, 
then  Salt  Lake  City  has  no  complaint  because  that  city  has  obtained 
ail  that  it  is  properly  entitled  to. 

Senator  Cummins.  But  do  you  not  beg  the  whole  question  when 
you  say  if  Salt  Lake  City  has  a  rate  that  is  reasonable  in  itself? 
How  do  you  determine  whether  a  rate  is  reasonable  in  itself  or  not ?. 

Air.' Wade.  That  is  a  question  that  it  is  hardly  possible  to  answer 
in  a  few  words. 

Senator  Cummins.  Broadly  speaking,  you  have  to  determine  it  in 
this  way,  I  take  it,  that  the  railroad  company  must  make  so  much 
money,  and  all  rates  together  must  raise  the  money. 

Mr.  Wade.  Yes,  sir. 

Senator  Cummins.  Therefore  each  rate  should  raise  its  proportion 
of  the  money,  should  it  not? 

Mr.  Wade.  Yes,  sir:  each  rate  should  raise  its  proportion  of  the 
money. 

Senator  Cummins.  A  rate  to  Salt  Lake  City  that  is  higher  on  the 
same  commodity  than  one  to  Los  Angeles  does  not  raise  lis  proper 
proportion  of  the  money,  does  it? 
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Mr.  Wade.  Taken  from  the  standpoint  of  water  competition  that 
was  present  on  the  Pacific  coast  prior  to  the  closing  of  the  canal, 
or  the  discontinuance  of  the  service  on  account  of  the  war,  every 
car  of  freight  that  the  rail  carrier  handled  to  the  Pacific  coast  was 
what  might  be  considered  a  profit,  because  when  it  went  by  water 
line  they  never  had  an  opportunity  of  taking  any  of  that  money 
returned  by  the  carrier,  and  while  that  rate  was  lower  than  the  other 
rates,  it  paid  the  cost  of  performing  that  service  which  was  per- 
formed by  the  carrier. 

Senator  Cummins.  That  comes  back  to  the  question  I  asked  about 
the  railroads  being  equipped  to  do  a  noncompetitive  business,  and 
the  rates  should  be  adjusted  on  that  basis,  and  when  it  meets  com- 
petition they  should  be  allowed  to  go  down  to  any  point  to  get  the 
business  that  does  not  go  below  the  actual  cost  of  performing  the 
service. 

Mr.  Wade.  Yes;  perhaps  that  is  stated  a  little  differently,  but  L 
believe  that  is  what  I  have  stated. 

The  Vice  Chairman.  Is  not  the  test  of  the  matter  whether  or  not. 
Salt  Lake  City  or  the  other  intermediate  points  suffer  a  higher  rate  in 
order  that  the  railroads  may  recoup  for  the  reduction  granted  to  the 
Pacific  coast  points;  is  not  that  the  test  of  whether  it  is  right  or  not? 

Mr.  Wade.  Whether  they  suffer  a  higher  rate  than  the  Pacific 
coast  ? 

The  Vice  Chairman.  In  order  that  the  roads  may  recoup  the  losses 
made  at  the  Pacific  coast. 

Mr.  Wade.  I  do  not  believe  I  can  agree  with  you,  for  the  reason  that 
the  rate  at  Salt  Lake  City,  taken  abstractly,  saying  the  commission 
never  passed  on  it  at  all,  would  be  based  upon  the  value  of  the  service 
to  that  shipper  or  consignee. 

The  Vice  Chairman.  But  you  can  not  determine  the  value  of  the 
service  and  its  reasonableness  except  by  comparison  with  other  points. 
Now,  your  contention  is  that  you  have  the  advantage  of  water  com- 
petition and  you  ought  not  to  lose  it  because  the  railroad  runs  through 
an  intermediate  point  in  coming  to  you.  Their  contention  is  that 
when  they  maintain  your  rate  in  order  to  meet  the  water  competition 
here,  whether  they  profess  it  or  figure  it  out  or  not,  that  the  aggre- 
gate result  here  is  that  the  loss  sustained  is  added  to  the  rates  at  these 
intermediate  points.  That  is  the  trouble  about  the  situation.  If  you 
could  demonstrate  that  the  railroad  could  give  them  the  fair  rate  they 
need  and  not  increase  it  by  taking  on  additional  business  here  at  the 
lower  rate,  they  would  have  no  grounds  for  complaint,  but  have  the 
railroads  ever  demonstrated  that,  or  can  they  demonstrate  it? 

Mr.  Wade.  I  do  not  think  it  is  physically  possible  to  make  that 
demonstration. 

The  Vice  Chairman.  Do  you  believe  that  it  is  true  that  their  rates 
are  not  made  higher  in  order  to  make  up  the  aggregate  revenues  of 
the  road,  in  consequence  of  reducing  the  rates  on  the  great  bulk  of 
business  on  the  coast? 

Mr.  Wade.  I  certainly  do. 

The  Vice  Chairman.  Do  you  believe  you  could  ever  make  the 
public  believe  that? 

Mi-.  Wade.  That  is  hard  to  tell. 
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Mr.  Esch.  What  proportion  of  the  output  or  products  of  Cali- 
fornia is  fruit  ? 

Mr.  Wade.  What  proportion  3 

Mr.  Esch.  Yes. 

Mr.  Wade.  Well,  I  have  no  statistics  available.  I  know  that  there 
are  something  like  sixty  or  seventy  thousand  cars  of  fruit  shipped  a 
year. 

Mr.  Escir.  About  60,000  cars  >. 

Mr.  Wade.  Yes,  sir. 

Mr.  Esch.  In  1914,  when  the  Panama  Canal  was  in  operation, 
were  shipments  of  fruit  carried  through  the  canal  to  the  eastern 
ports  ? 

Mr.  Wade.  There  were  some  shipments  of  citrus  fruits,  but  largely 
the  products  of  California,  carried  on  the  boats  were  canned  goods 
and  dried  fruit. 

Mr.  Esch.  Of  course,  as  to  fruits,  they  can  be  carried  through  the 
canal  by  the  use  of  refrigeration? 

Mr.  Wade.  Yes.  sir. 

Mr.  Esch.  Was  it  contemplated  at  any  time  to  carry  a  large  share 
of  the  fruit  by  ships  ? 

Mr.  Wade.  At  one  time  it  was  contemplated  equipping  quite  a  lot 
of  boats  with  refrigeration  to  take  shipments  of  California  fruit.  I 
think  that  perhaps  that  would  have  gone  through  if  it  had  not  been 
for  the  fact  that  the  trouble  occurred — we  had  the  slides  in  the  canal. 

Mr.  Esch.  When  peace  comes  and  travel  through  the  canal  is  re- 
stored, do  you  think  the  time  will  come  when  the  bulk  of  your  fruit 
will  be  carried  by  water? 

Mr.  Wade.  It  is  entirely  possible. 

Mr.  Esch.  Do  you  think  that  that  will  be  true,  in  view  of  the 
reconsignment  privilege  that  it  now  allowed  where  you  ship  by  rail  \ 

Mr.  Wade.  Yes,  sir;  because  the  reconsignment  privilege  has  been 
used  more  as  a  means  of  getting  rid  of  fruit  immediately  after  it  is 
picked  rather  than  for  distribution,  as  I  have  seen  it  worked  out. 

Mr.  Esch.  That  is  considered  a  rather  valuable  privilege,  is  it 
not? 

Mr.  Wade.  It  is  of  some  value;  yes.  sir.  For  instance,  though  it 
has  not  always  been  made  use  of  for  the  purpose  of  reaching  markets, 
it  has  been  used  for  the  purpose  of  delaying  shipment  or  moving  it 
out  of  line  to  save  car  service  and  other  charges. 

Mr.  Esch.  Would  not  quite  a  share  of  it  go  by  rail,  with  a  recon- 
signment privilege,  notwithstanding  the  rate  by  water? 

Mr.  Wade.  Perhaps  it  would  to  points  west  of  Chicago,  but  I 
do  not  believe  that  that  part  that  went  east  of  Chicago  would  move 
by  rail. 

Mr.  Esch.  That  would  go  by  water? 

Mr.  Wade.  Yes;  then  come  back  inland  by  rail  to  wherever  they 
want  to  send  it. 

Mr.  Esch.  That  is  all. 

The  Chairman.  The  committee  will  stand  adjourned  until  to- 
morrow morning  at  10  o'clock. 

(Whereupon,  at  1  o'clock  p.  m.,  an  adjournment  was  taken  until 
to-morrow,  Wednesday.  November  7.  1917.  at  10  o'clock  a.  m.) 
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WEDNESDAY,  NOVEMBER  7,   1917. 

The_  committee  met  at  the  Palace  Hotel.  Wednesday,  November 

7,  1917,  at  10  o'clock  a.  in.,  pursuant  to  adjournment,  Senator  Fran- 
cis G.  Newlands  presiding,  Hon.  William  C.  Adamson,  vice 
chairman. 

The  Chairman.  Mr.  Mann,  are  you  ready  to  proceed? 

Mr.  Mann.  Yes,  sir. 

STATEMENT  OF  MR.  SETH  MANN. 

Mr.  Mann.  If  it  please  the  chairman  and  members  of  the  com- 
mittee, my  name  is  Seth  Mann,  and  I  am  attorney  and  manager  of 
the  traffic  bureau  of  the  San  Francisco  Chamber  of  Commerce.  I 
have  been  engaged  in  this  traffic  work,  and  to  some  extent  in  the 
matters  before  the  commission,  involving  the  administration  of  the 
long-and-short-haul  clause,  for  some  twelve  or  more  years. 

The  first  matter  that  I  think  I  should  touch  upon  in  connection 
with  this  long-and-short-haul  clause  controversy  is  this,  that  we 
consider  that  this  matter  is  not  primarily  a  matter  for  us  to  de- 
fend or  to  support,  but  that  it  is  primarily  a  matter  for  the  carriers 
themselves  to  sustain  and  support.  We  have  no  right  whatever, 
legally  or  otherwise,  to  enforce  before  any  court  or  any  tribunal, 
any  alleged  right  or  title  to  terminal  rates  that  shall  be  lower  to 
the  coast  cities  than  to  the  intermediate  points,  and  we  never  have 
claimed  that.  A  loose  use  of  the  word  "  entitled "  has  sometimes 
been  made  in  connection  with  the  rates  to  the  terminal  points,  and 
is  used  to  indicate  and  to  connote  the  advantages  which  attach  to 
the  coast  cities  by  nature,  and  from  the  fact  that  they  are  situated 
upon  the  unmonopolizable  highways  of  the  sea.  So  that  we  fre- 
quently say  in  this  matter  our  appeal  is  to  the  sea,  because  we  have 
no  appeal  to  any  other  place,  tribunal,  or  court. 

When  the  question  of  lower  rates  to  a  competitive  point  is  up  it  is 
a  matter  for  action  on  the  part  of  the  carrier.  That  is  the  method 
of  all  statutes  of  that  character.  The  statute  of  our  State  here  in 
California  authorizes  the  carriers  to  make  application  to  our  State 
commission  for  relief  from  the  long-and-short-haul  clause  of  this 
State,  and  this  commission  of  the  State  of  California  has  granted 
this  relief  in  a  number  of  instances  and  denied  it  in  a  number  of 
others. 

A  simple  illustration  of  the  relief  from  the  absolute  or  rigid  long- 
and-short-haul  provision  is  the  rate  between  San  Francisco  and  Los 
Angeles.  Heretofore  regular  lines  of  steamers  were  constantly  ply- 
ing the  seas  daily  between  San  Francisco  and  Los  Angeles,  carrying 
freight  and  passengers.  Accordingly,  while  the  first-class  rate  from 
San  Francisco  to  Los  Angeles  is  60  cents,  the  first-class  rate  from 
San  Francisco  to  an  intermediate  point  rises  above  80  cents  to  82 
cents,  I  believe — some  points  below  Bakersfield — and  so  it  continues 
to  this  high  point,  and  then  the  rates  proceed  to  diminish  down 
toward  Los  Angeles  until  the  60-cent  rate  is  met,  for  the  reason 
that  goods  may  move  by  the  sea  from  San  Francisco  to  Los  Angeles 
at  a  rate  which  justifies  the  60-cent  rate,  and  then  may  be  brought 
l>ack  north  to  points  north  of  Los  Angeles  toward  San  Francisco, 
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and  that  combination  of  movement  and  rates  brings  about  the  situ- 
ation that  the  rates  after  reaching  the  high  point  go  down  to  the 
ultimate  competitive  point,  Los  Angeles.  So  we  have  rates  drop- 
ping from  80  cents  to  82  cents  down  to  60  cents,  as  we  go  farther 
south  and  as  the  haul  gets  longer. 

Now,  we  in  the  coast  cities  have  endeavored  to  support  this  situ- 
ation on  the  ground  that  the  carriers  have  a  right  to  make  these 
lower  rates  to  the  competitive  points  if  they  see  fit  to  do  so  on  the 
ground  that  it  is  of  greater  advantage  to  the  carriers  and  to  the 
intermediate  points  to  make  this  rate  to  the  coast  a  lower  rate  than 
to  the  intermediate  points,  and  that  in  our  enjoyment  of  those  rates, 
while  to  our  benefit  and  advantage,  it  is  not  our  absolute  or  legal 
right,  but  that  the  carriers  are  entitled  to  that  relief  because  of  the 
competitive  conditions,  and  that  in  that  sense  we  may  enjoy  those 
lower  rates  without  the  charge  of  enjoying  an  undue  or  unjust  pref- 
erence or  discrimination.  It  is  a  discrimination  to  make  a  lower 
charge  to  a  farther  distant  point,  even  if  it  be  upQn  the  ocean,  than 
to  an  intermediate  point.  Discrimination  exists  because  there  is 
a  difference  in  the  rate,  the  rate  to  the  longer  distant  point  being 
lower  than  the  rate  to  the  shorter  distant  point;  but  it  is  not,  accord- 
ing to  the  holdings  of  the  court  and  Interstate  Commerce  Commis- 
sion, an  undue  or  unjust  discrimination,  and  therefore  in  the  general 
sense  it  is  not  an  illegal  discrimination.  It  is  a  lawful  discrimina- 
tion, and  therefore  Ave  in  the  coast  cities,  I  think,  should  especially 
impress  the  fact  that  we  have  never  in  any  of  these  cases,  notwith- 
standing the  various  severe  charges  that  are  made  against  us  from 
time  to  time,  claimed  that  we  were  either  entitled  to  lower  rates  to 
the  coast  as  a  matter  of  law,  or  that  we  were  profiting  by  an  illegal 
or  unjust  discrimination,  when  the  law  and  the  Interstate  Commerce 
Commission  gave  relief  from  time  to  time  to  the  carriers  from  the 
absolute  demands  of  the  fourth  section,  and  permitted  them  under 
the  law  to  make  lower  rates  to  the  coast  than  to  the  interior.  And 
it  is  in  that  attitude  that  we  present  ourselves,  as  we  always  have 
presented  ourselves,  to  bodies  investigating  the  subject  of  this  long- 
and-short-haul  clause,  both  the  Interstate  Commerce  Commission  and 
the  courts  and  before  this  committee. 

Therefore,  logically  as  it  appeared  to  me,  the  matter  of  this  in- 
vestigation on  this  subject  should  properly  have  been  met  in  the  be- 
ginning by  the  carriers  with  their  defense,  but  I  am  given  to  under- 
stand that  they  may  be  heard  later  upon  this  subject  and  that  this 
meeting  of  this  committee  here  in  San  Francisco  is  for  the  purpose 
of  receiving  the  testimony  of  shippers  on  the  coast,  and  accordingly 
with  that  introduction  I  will  make  some  statements,  such  as  we  have 
frequently  made  heretofore,  covering  the  situation  as  we  understand 
it  to  exist. 

As  to  the  existence  of  water  competition,  it  has  been  claimed  by 
the  intermediate  points,  particularly  the  intermountain  cities  of 
Spokane  and  Keno,  that  water  competition  is  an  excuse.  We  have 
heard  that  word  used  here  in  this  testimony.  They  have  also  ap- 
plied bitterer  words  than  that  at  times  and  have  called  it  bunk,  an 
absurdity,  and  a  fake.  They  have  claimed  that  the  existence  of 
water  competition  was  of  so  small  moment  that  there  was  no  justifi- 
cation for  its  having  any  effect  whatsoever  upon  the  transcontinental 
rates,  particularly  as  far  as  the  terminal  rates  were  concerned.     In 
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that  regard  they  find  themselves  in  opposition  to  and  in  disagreement 
with  a  line  of  decisions  of  the  Interstate  Commerce  Commission 
handed  down  for  the  last  25  years. 

The  first  case  in  which  this  matter  arose  was  the  case  of  the  city 
of  Spokane,  and  was  entitled  The  Merchants'  Union  of  Spokane 
Falls  v.  The  Northern  Pacific  Railroad  Co..  and  it  is  reported  in 
4  I.  C.  C,  at  page  183.  The  complaint  was  filed  April  2.  L889,  and 
was  decided  May  28,  1892.  The  existence  of  water  competition  was 
directly  challenged  in  that  complaint.  The  commission  examined 
the  situation  and  held  that  water  competition,  even  at  that  somewhat 
distant  date  of  1892,  was  a  forceful  competition  and  a  compelling 
competition  which  justified  the  carriers  in  meeting  that  competition 
at  the  coast  points  by  making  rates  such  that  some  at  least  of  the 
traffic  would  continue  to  move  by  rail  instead  of  being  transported 
entirely  by  water. 

There  has  been  some  statement  here  to  the  effect  that  the  Inter- 
state Commerce  Commission  has  been  derelict  in  its  duty  and  has 
taken  an  unconscionable  time  in  the  decision  of  these  matters  and  has 
rendered  only  one  decision — at  least  that  seemed  to  me  to  be  the  re- 
sult of  the  testimony  of  one  of  the  witnesses — and  that  of  June  30 
last.  I  should  like  in  this  connection  to  suggest  a  few  of  the  de- 
cisions, with  their  dates  of  decision,  which  have  been  rendered  by  the 
Interstate  Commerce  Commission  and  which  decide  this  question  of 
the  existence  of  water  competition  and  its  materiality  and  force  of 
determining  rates  which  the  carriers  were  justified  in  charging  to 
the  competitive  points. 

The  first  is  that  very  early  case  of  some  25  years  ago,  which  I  have 
just  cited.  Then  we  have  the  case  of  the  City  of  Spokane  v.  the 
Northern  Pacific  Railway  Co.,  decided  June  7,  i910,  and  reported  in 
19  1.  C.  C,  page  162.  That  covered  certain  recommended  commodity 
rates.  They  were  not  ordered  in  by  the  commission,  but  they  were 
recommended  by  the  commission;  and  later  certain  action  was  taken 
pursuant  to  that  decision,  although  not  directly  in  accordance  with 
the  rates  there  fixed.  Then  we  have  the  Commercial  Club  of  Salt 
Lake  City  v.  the  Atchison,  Topeka  &  Santa  Fe,  reported  in  19  1.  C.  C. 
page  218,  and  decided  June  7,  1910.  An  order  was  issued  later  in  that 
case  on  June  11,  1911.  That  covered  also  certain  recommended  com- 
modity rates  to  these  intermediate  points;  and  I  may  say  that  these 
recommended  commodity  rates — recommended  by  the  commission — 
were  rates  lower  than  those  in  effect  at  that  time  to  the  intermoun- 
tain  points,  and  the  decisions  were  followed  later  by  schedules  of 
lower  commodity  rates  to  these  points,  and  while  those  rates  were 
not  accepted  by  the  commission  as  just  or  reasonable,  they  were  per- 
mitted to  go  into  effect  and  reduced  the  rates  to  the  intermountain 
points  and  to  Salt  Lake.  Then  we  have  the  Railroad  Commission  of 
Nevada  v.  the  Southern  Pacific  Co.,  reported  in  19  I.  C.  C.  page  238, 
decided  June  6,  1910.  This  case  involved  the  class  rates  to  Reno. 
New,  and  a  scale  of  rates  was  fixed  in  that  case,  which  is  still  in  effect, 
the  decision  of  the  Interstate  Commerce  Commission,  of  course,  being 
based  on  the  reasonableness  of  the  rates  themselves.  The  rate  estab- 
lished in  that  case,  first  class,  from  New  York  to  Reno  was  $3.50. 
and  the  carriers  graded  that  rate  to  San  Francisco  on  the  basis  of 
$3.70,  first  class,  and  those  are  the  class  rates  to-day. 
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Then  there  was  the  Spokane  case,  decided  about  the  same  time,  and, 
I  think,  reported  in  the  same  volume  of  the  Interstate  Commerce  Com- 
mission reports,  which  fixed  class  rates  upon  a  similar  basis,  as  I  re- 
member, to  Spokane.  Then  we  had  the  decision  entitled  The  Railroad 
Commission  of  Nevada  v.  the  Southern  Pacific  Co.,  and  the  Maricopa 
Commercial  Club  v.  the  Atchison,  Topeka  &  Santa  Fe,  reported  in 
•21  I.  C.  C,  page  329.  That  case  was  decided  June  22,  1911.  It 
was  decided  after  the  amendment  to  the  fourth  section,  of  June  18, 
1910,  and  took  into  consideration  and  discussed  the  amendments  to 
the  fourth  section  of  the  act  as  they  were  made  in  1910.  That  was 
the  decision  on  what  is  known  as  Schedule  B,  or  Order  No.  124,  which 
tied  the  intermountain  rates  to  the  coast  rates  on  a  percentage  or  pro- 
portion of  the  coast  rates,  whatever  they  might  be  from  time  to  time, 
the  order  being  substantially  this",  that  the  rates  to  Chicago  to  the 
intermountain  points  should  not  exceed  107  per  cent  of  the  rates 
contemporaneously  charged  to  the  coast,  so  that  if  the  rate  was  $1  to 
the  coast,  the  rate  from  Chicago  to  the  higher  intermediate  points 
could  not  exceed  $1.07,  and  so  on,  on  any  other  rates  that  applied  to 
the  coast,  and  also  changing  as  the  rates  to  the  coast  changed,  and  so, 
as  I  say,  fixing  a  proportional  arrangement  as  between  the  inter- 
mediate rates  and  the  coast  rates  and  tying  those  rates  to  the  coast 
rates.  That  order  also  prescribed  that  the  rate  from  the  Buffalo- 
Pittsburgh  territory  should  not  exceed  115  per  cent  of  the  contem- 
poraneous coast  rates,  and  that  the  rates  from  the  New  York  terri- 
tory should  not  exceed  125  per  cent  of  the  contemporaneous  rates  to 
the  coast,  whatever  they  happened  to  be.  That  is  often  referred  to 
as  the  Schedule  B  decision,  or  the  percentage  decision,  or  the  decision 
which  resulted  in  Order  No.  124. 

The  case  for  the  north  was  the  City  of  Spokane  v.  the  Northern 
Pacific  et  al.,  and  that  was  decided  June  22,  1911,  and  is  reported  in 
21  I.  C.  C,  page  400,  and  established  the  same  relation  between  the 
intermediate  high  points  and  the  coast.  Then  came  the  San  Fran- 
cisco and  Portland  cases,  decided  by  the  Interstate  Commerce  Com- 
mission. This  was  Docket  1243  and  is  reported  in  22  I.  C.  C.  at 
page  3G6.  and  there  the  Interstate  Commerce  Commission 

Mr.  Thom.  What  was  the  date  of  that? 

Mr.  Mann.  The  date  of  that  decision  was  February  5,  1912.  The 
subject  matter  of  that  decision  was  largely  water  competition,  which 
exists  between  San  Francisco  and  Portland,  Oreg.,  and  the  carriers 
were  permitted  to  charge  lower  rates  between  San  Francisco  and 
Portland  and  to  charge  higher  rates  to  intermediate  points  for  a 
less  distance,  on  the  ground  of  the  existence  of  this  water  competition 
between  the  two  cities. 

In  the  City  of  Spokane  v.  The  Northern  Pacific  Railway  Co., 
decided  May  14,  1912,  and  reported  in  23  I.  C.  C,  at  page  454,  the 
Interstate  Commerce  Commission  authorized  the  carriers  to  put  into 
the  city  of  Spokane  and  that  territory  proposed  commodity  rates 
less  than  those  existing  at  the  time,  I  think,  however,  passing  on 
those  rates  as  the  final  rates  which  could  be  there  established,  and  in 
the  Railroad  Commission  of  Nevada  v.  The  Southern  Pacific  Co., 
23  I.  C.  C  456,  decided  May  15, 1912,  one  day  later,  a  similar  decision 
was  made  by  the  commission  with  respect  to  rates  applying  at  the 
intermediate  points  of  Nevada  and  Arizona. 
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It  should  be  said  there,  perhaps,  than  some  other  time,  that  the 
decision  of  June  22,  1911,  the  schedule  B  decision— that  is  to  say, 
the  percentage  decision — was  at  that  time  in  course  of  appeal  through 
the  Commerce  Court  to  the  United  States  Supreme  Court  and  the 
questions  there  involved  were  serious,  involving  the  question  of  the 
constitutionality  of  the  newly  amended  fourth  section,  and  also  in- 
volving many  other  things,  the  power  and  jurisdiction  of  the  Inter- 
state Commerce  Commission  to  establish  zones  or  blankets,  etc.,  from 
which  rates  should  apply,  as  the  railroads  had  theretofore  done. 
That  case  was  finally  decided  in  the  United  States  Supreme  Court, 
I  think,  in  June,  1914,  and  during  this  period  of  time  which  was 
elapsing  from  June,  1911,  to  June,  1914,  over  10,000  applications  on 
the  part  of  the  railroads  all  over  the  United  States  from  North  to 
South  and  from  East  to  West  were  pending  before  the  Interstate 
Commerce  Commission,  requesting  relief  from  the  fourth  section  and 
a  right  to  charge  a  lower  rate  to  the  farther  distance  points  than  to 
the  intermediate  points.  The  applications  of  the  Southern  Pacific 
Co.,  for  example,  to  make  these  rates  via  the  Sunset  &  Gulf  eastbound 
on  asphaltum,  beans,  barley,  canned  goods,  dried  fruit,  and  wines, 
are  numbered  in  the  10,000  and  during  this  period  of  time  the  Inter- 
state Commerce  Commission  was  awaiting,  and  properly  awaiting, 
the  decision  of  the  court  of  final  resort,  the  ultimate  authority  in  the 
United  States,  as  to  whether  this  statute  or  this  amended  fourth 
section  was  constitutional  and  as  to  what  the  powers  of  the  com- 
mission were  under  that  statute,  and  these  applications  awaited  that 
decision.  After  that  decision  was  handed  down,  the  commission  pro- 
ceeded, in  my  opinion,  with  celerity  and  efficiency,  to  handle  these 
numerous  applications  for  relief  from  the  fourth  section  from  all 
over  the  United  States,  until  now,  I  think,  they  are  fairly  well  on 
their  way  to  finishing  all  that  work. 

But  that  delay  of  three  years  is  not  properly  chargeable  to  the 
Interstate  Commerce  Commission,  for  they  were  awaiting  the  in- 
struction and  information  from  the  Supreme  Court  of  the  United 
States  ns  to  what  their  powers  were,  if  any  at  all.  It  was  claimed 
in  some  sources,  and  from  some  sources,  that  they  had  no  power 
whatsoever  under  the  statute  on  the  ground  that  it  was  unconsti- 
tutional and  void. 

In  Fourth  Section  Application  Docket  1243  (24  I.  C.  C.,  p.  34), 
decided  June  6,  1912,  the  Interstate  Commerce  Commission  on  the 
application  of  the  carriers  reviewed  their  decision  in  the  Portland 
case  and  affirmed  it.  Then  came  the  Santa  Rosa  terminal  case, 
which  has  been  referred  to  in  the  testimony  at  this  hearing  (24  I.  C. 
C.,  p.  46),  decided  June  4,  1912.  That  was  the  case  when  Santa 
Rosa  said  "  If  there  are  92  terminal  points  in  and  around  San  Fran- 
cisco Bay  getting  terminal  rates,  why  should  we  not  have  them  ?  " 
and  the  commission  said  "  You  may  have  them."  That  was  the 
first  Santa  Rosa  case,  and  out  of  that  situation  which  was  a  loaded 
one,  although  the  Santa  Rosa  people  did  not  know  it,  arose  consider- 
able litigation.  The  result  was  that  under  the  order,  as  Santa  Rosa 
had  complained  only  against  San  Jose,  Sacramento,  Maryville,  and 
Santa  Clara,  that  the  order  ran  to  those  four  points  and  ordered  the 
carriers  to  remove  the  discrimination,  which  they  promptly  did,  of 
course,  by  putting  in  higher  rates  to  San  Jose,  Sacramento,  Marys- 
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ville,  and  Santa  Clara.  Whereupon  there  was  great  declamatory 
oratory,  and  suits  were  commenced  by  these  4  towns  charging  that 
they  were  discriminated  against  and  a  preference  had  been  given 
the  other  92  terminal  points.  The  upshot  of  that  situation  was  that 
the  Interstate  Commerce  Commission  held  that  the  true  terminal 
points  were  the  ports  of  unloading,  and  established  San  Diego,  San 
Pedro,  San  Francisco,  Portland,  Seattle,  and  Tacoma  as  the  Pacific 
ports  of  unloading  at  which,  only,  such  terminal  rates  could  pos- 
sibly apply. 

There  was  another  Santa  Rosa  terminal  case  reported  in  29  I.  C. 
C.j  page  65,  decided  January  5,  1914,  and  a  third  Santa  Rosa  case 
reported  in  32  I.  C.  C,  page  249,  and  decided  December  29,  1914. 
In  the  meanwhile,  on  July  21,  1914,  the  Interstate  Commerce  Com- 
mission decided  Fourth  Section  Applications  349,  etc.,  reported  in 
31  I.  C.  C,  page  511,  which  covered  the  rates  on  sugar  eastbound 
to  Chicago  and  there  the  commission  authorized  again  a  departure 
from  the  rigid  rule  of  the  fourth  section  in  order  that  California 
beet  sugar  and  Hawaiian  sugar,  which  is  produced  in  large  quanti- 
ties and  refined  in  large  quantities  at  San  Francisco  and  elsewhere 
in  California,  might  be  marketed,  presumably  to  the  benefit  of  the 
consumers  in  Chicago  in  competition  with  the  refined  sugar  coming 
from  or  through  the  ports  of  New  Orleans  and  New  York.  The 
basis  of  that  decision,  as  I  understand  it,  is  what  is  known  as  mar- 
ket competition,  which  is  one  of  the  exceptional  cases  under  the 
head  of  the  words  "exceptional  cases,"  in  section  4  of  the  act,  to- 
gether with  other  competitive  conditions,  not  only  those  on  the  water 
but  those  on  the  land,  where  the  longer  line  must  meet  the  rate  of  the 
shorter  line,  both  of  them  being  railroad-. 

Then  there  is  another  jurisdiction  of  the  Interstate  Commerce 
Commission  under  the  fourth  section,  in  exceptional  cases,  and  that 
is  under  the  provisions  of  the  statute  that  through  rates  may  not 
exceed  the  siun  of  the  locals,  and.  subject  to  the  jurisdiction  of  the 
commission,  relief  may  be  granted  from  that  provision  of  the  statute, 
I  understand.  The  objection  of  Mr.  Gardner,  I  think  it  was.  that 
the  rates  from  San  Francisco  to  certain  points  in  Nevada  were  less 
than  the  snm  of  the  locals  from  San  Francisco,  we  will  say,  to  Reno 
and  from  Reno  to  Winnemucca,  is  not  violative  of  that  provision  of 
the  section.  There  is  no  objection — no  inhibition — against  the  car- 
riers charging  less  than  the  sum  of  the  locals.  The  inhibition  was 
against  charging  more  than  the  sum  of  the  locals. 

Then  we  come  to  what  are  known  as  the  schedule  C  cases.  The 
first  one  I  have  here  is  entitled  "  Fourth  Section  Applications  205, 
etc.  Commodity  Rates  to  Pacific  Coast  Terminals  and  Intermediate 
Points,  reported  in  32  I.  C.  C.  page  611,  and  decided  January  29. 
1915."  These  cases  are  referred  to  as  schedule  C  cases,  and  I  will 
take  a  few  moments,  with  the  permission  of  the  committee,  to  en- 
deavor briefly  to  outline  what  is  meant  by  schedules  A,  B,  and  C, 
as  I  understand  them. 

Schedule  A  includes  a  number  of  commodities  moved  between  some 
eastern  defined  territory  and  Pacific  coast  points  which  do  not  move 
by  sea — do  not  conveniently  move  by  sea,  or  do  not  ordinarily  move  by 
sea — and  therefore  it  may  be  said  substantially  do  not  move  by  sea. 
household  furniture  being:  a  good  illustration.    That  is  a  bulkv  com- 
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modify  liable  to  be  injured  and  costs  a  great  deal  to  be  packed  and 
shipped  by  sea  and  does  not  move  by  sea  ordinarily,  and  there  are  a 
number  of  items  of  that  class,  and  in  the  course  of  this  intermountain 
litigation,  which  has  steadily  caused,  I  may  say,  an  advancement  in 
the  rates  to  the  coast  and  a  depression  of  the  rates  to  the  interme- 
diate points,  the  carriers  were  called  upon  to  take  out  of  their 
terminal  rate  system  those  items  which  were  really  not  competitive 
items,  and  the  arrangement  ultimately  arrived  at  was  that  the  car- 
riers made  a  list  of  those  articles,  and  they  have  been  carried  in  that 
tariff  now  for  five  years,  at  least  I  think,  and  as  to  those  schedule  A 
articles,  a  large  number  of  them  do  not  violate  the  fourth  section  and 
are  not  departures  from  the  fourth  section.  The  rates  to  the  inter- 
mediate points  are  not  higher  than  the  rates  to  the  coast.  So,  sched- 
ule A  is  to  one  side,  out  of  the  commodities  moving  from  the  eastern 
defined  territory  to  the  coast  points. 

Schedule  B  articles  are  the  articles  which  move  by  sea,  but  which 
do  not  move  by  .sea  in  such  large  quantities,  or  on  which  the  competi- 
tion of  the  sea  is  not  so  keen  as  those  articles  classified  in  schedule 
C.  The  first  order  of  the  commission  in  the  schedule  B  cases,  and 
which  ultimately  went  to  the  Supreme  Court,  was  decided  on  the 
basis  of  percentage,  as  I  say — 7,  15,  and  25  per  cent — and  at  that 
time,  and  after  the  decision  of  the  United  States  Supreme  Court, 
and  when  the  carriers  were  engaged  in  endeavoring  to  comply  with 
the  order  of  the  Interstate  Commerce  Commission  in  the  so-called 
schedule  B  cases,  or  Order  No.  124  cases,  they  appealed  to  the  com- 
mission and  asked  for  a  hearing  with  respect  to  these  commodities 
which  were  subject  to  the  keenest  kind  of  sea  competition,  in  order 
that  they  might  present  to  the  commission  the  facts  concerning  those 
commodities,  with  a  view  to  obtaining  from  the  commission,  if  pos- 
sible, some  further  relief  from  the  fourth  section  than  was  awarded 
in  the  schedule  B  cases. 

So,  we  have  schedule  A,  which  does  not  depart  from  the  fourth 
section  at  all;  schedule  B.  which  is  adjusted  on  the  basis  of  7,  15, 
and  25  per  cent:  and  schedule  C  cases,  in  which  the  commission,  after 
considering  the  testimony,  authorized  the  carriers  to  have  some  fur- 
ther relief  from  the  absolute  provisions  of  the  fourth  section  than 
had  been  granted  in  the  schedule  B  cases,  and  here,  upon  carloads. 
they  allowed  them  15  cents  higher  to  the  intermediate  points  from 
Chicago,  to  25  cents  higher  on  the  Buffalo-Pittsburgh  territory,  and 
35  cents  higher  from  New  York  territory. 

Of  course  that  differential  in  cents  per  100  pounds  now — it  was 
formerly  in  percentages — still  ties  the  intermediate  rates — the  rates 
at  Reno,  the  coast  rates — because  whatever  the  coast  rate  is  up  or 
down  that  general  maximum  is  applied.  There  were,  of  course, 
some  further  details  of  this  matter  concerning  Missouri  River  rates 
and  a  method  of  conducting  rates  on  the  basis  of  Missouri  River 
rates,  which  I  will  not  burden  my  statement  with  at  the  present 
time,  merely  outlining  the  general  scheme  of  the  schedule  C  cases. 
That  case  was  Fourth  Section  Application  205,  etc.,  Commodity 
Rates  to  Pacific  Coast  Terminals  and  to  intermediate  points,  de- 
cided January  29,  1915.  and  reported  in  32  I.  ('.  C,  page  611.  There 
was  a  later  decision  in  that  same  case,  decided  April  30.  1915,  re- 
ported in  34  I.  C.  C,  page  13,  and  then  we  have  the  decision  of 
June  5.  1916,  entitled  "  In  Application  205,"  etc.,  and  the  decision  of 
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June  30,  1917.  ;ilso  entitled  *;  In  Application  20.")."  etc.  Application 
205,  gentlemen,  is  the  first  application  that  was  made  on  behalf  of 
tin>  railroads  generally  here — in  a  way  a  blanket  application — and 
filed  shortly  after  the  amendment  of  the  statute  of  June  18,  1910, 
which  protected  the  carriers  under  the  language  of  the  statute  itself, 
which  required  that  they  should  file  their  applications  within  six 
months  after  the  effective  date  of  the  statute,  and  they  should  be 
protected  in  those  rates:  that  is  to  say.  not  penalized  for  charging 
them  until  the  Interstate  Commerce  Commission  had  had  an  oppor- 
tunity to  decide  Upon  those  applications. 

The  decision  of  June  .">.  1916.  was  made  pursuant  to  the  new  action 
taken  by  the  intermountain  cities.  The  canal  was  opened  about  the 
1st  of  August.  li»l 4.  contemporaneously  with  the  commencement  of 
the  European  war.  It  became  immediately  efficient  to  a  high  degree, 
as  the  findings  of  the  commission  in  these  cases  will  show,  and  it 
was  closed  by  a  slide  in  the  canal  on  September  1.  1  i )  1 5 .  Thereupon, 
as  the  ships  were  not  moving  through  the  canal  because  of  the  slide, 
the  intermountain  points,  seeing  that  this  canal  competition,  this 
sea-borne  competition,  through  the  canal  had  ceased,  petitioned  the 
commission  to  reopen  these  intermountain  cases — these  Applica- 
tions 205,  etc — and  to  adjudicate  the  question  anew  upon  the  basis 
of  this  interruption  of  sea  competition  between  the  two  coasts.  The 
commission  then  investigated  that  subject  at  great  length,  and  I  may 
say  that  in  all  of  these  actions  that  the  commission  has  engaged  in — 
hearings  covering  weeks  and  months  in  each  instance,  and  receiving 
testimony  covering  thousands  of  pages  in  each  of  these  cases,  and 
cubic  feet,  if  not  cubic  yards,  of  exhibits,  with  thousands  and  tens  of 
thousands  of  figures  showing  the  various  details  and  the  ultimate 
figures  on  each  one  of  these  investigations — during  all  this  period  of 
time.  I  may  say.  the  competition  of  the  water  route  between  New  York 
and  San  Francisco  has  been  steadily  increasing,  starting  in  with 
the  clipper  ships  around  the  Horn,  followed  by  steamers  around  the 
Horn,  and  then  by  steamships  conveying  the  freight  across  the 
Isthmus  of  Panama  by  railroad,  and  then  through  the  American- 
Hawaiian  system — conveying  freight  from  the  Atlantic  to  the  Pacific 
over  the  Isthmus  up  to  Tehuantepec,  and  it  was  a  good  service,  in- 
deed— and  then,  on  the  opening  of  the  canal  on  August  1,  1914,  the 
initiation  of  transportation  by  water  through  the  canal,  then  the 
slide,  and  the  petition  of  the  intermountain  points  for  relief  because 
of  the  slide  or  the  interruption  of  the  water  competition. 

The  commission  again  entered  upon  long  hearings  of  this  situa- 
tion, and  at  the  time  of  the  final  hearings  and  arguments  in  Wash- 
ington, in  April,  1916,  the  report  of  the  commission,  which  had  been 
sent  down  to  examine  the  Panama  Canal  had  just  been  filed  in 
Washington,  and  they  reported  that  the  canal  was  a  safe  instrument 
of  transportation  and  would  continue  so  to  be,  and  the  canal  was 
opened  to  traffic  on  April  15,  1916.  But.  pursuant  to  that  investi- 
gation of  the  commission,  they  rendered  the  decision  of  June  5,  1916, 
in  which  they  held  that  because  of  the  diminution  in  the  effect  of 
water  competition  between  New  York  and  San  Francisco,  or  the 
New  York  territory  and  the  Pacific  coast,  perhaps  I  should  say, 
the  former  decision  in  the  schedule  C  articles — by  which  the  car- 
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riers  had  been  granted  this  further  relief  from  the  fourth  section — 
should  he  modified  and  abrogated,  and  that  the  carriers  should  he 
compelled  to  comply  with  the  original  order  in  the  schedule  B  eases; 
or,  in  other  words,  adjust  their  transcontinental  tariffs  to  the  per- 
centage system  of  7,  15,  and  25  per  cent  in  connection  with  these 
common  points. 

The  carriers  proceeded  to  prepare  tariffs  which,  in  the  language 
of  the. Interstate  Commerce  Commission,  purported  to  comply  with 
this  order,  hut  those  tariffs  did  not  meet  with  the  approval  of  every- 
body, apparently.  They  were  protested  not  only  by  the  Pacific  coast 
but  by  the  intermountain  points  to  some  extent,  and  by  merchants. 
manufacturers,  and  commercial  interests  of  the  whole  United  States 
as  well,  and  a  hearing  was  held  in  Washington  in  August,  191(>.  at 
which  representatives  from  all  over  the  United  States  were  there 
complaining  of  this  proposed  adjustment  by  the  railroads  purporting 
to  comply  with  this  order  of  June  5.  191(5. 

In  the  meanwhile,  pending  this  hearing,  the  carriers  proposed  to 
raise  the  rates  to  the  coast  points  without  raising  the  rates  to  the 
intermediate  points  by  adding  10  cents  per  hundred  pounds  per  car- 
load, and  25  cents  per  hundred  pounds  to  the  less-than-carload  rates; 
and  those  rates  to  the  terminal  points  were  advanced  on  December  30 
of  that  year  by  10  and  25  cents  a  hundred  pounds  without  any  ad- 
vancement to  the  intermediate  points.  That  resulted,  of  course,  in  a 
narrowing  of  the  differential,  or  a  difference,  if  you  please,  between 
the  rates  on  any  one  commodity  carried  in  these  rates  and  the  rates  at 
the  intermediate  points.  Those  additions  referred  to  schedule  G 
commodities.  But  the  commission,  after  having  heard  this  situation, 
was  confronted  by  a  still  further  application  on  the  part  of  the  inter- 
mediate points  to  not  only  adjudicate  the  question  of  the  disappear- 
ance of  the  ships  on  the  basis  of  the  schedule  C  commodities  but  also 
on  the  basis  of  the  schedule  B  commodities;  or,  in  other  words,  rais- 
ing the  whole  question  of  the  right  of  the  carriers  to  make  an}'  lower 
rates  to  the  coast  than  to  the  intermountain  points.  This  new  appli- 
cation was  due  to  the  fact  that,  notwithstanding  the  removal  of  the 
slide  in  the  canal,  the  activities  and  exigencies  of  the  European  war 
had  transferred  the  ships  into  the  trans- Atlantic  trade. 

The  amounts  of  freight  offerings  to  the  European  ships  were  enor- 
mous. I  was  told  in  New  York  this  spring  that  the  fair  average  rate 
on  a  ton  of  freight  moving  from  America  to  Europe  was  $100  a  ton. 
and  yet  we  had  rates  through  the  Panama  Canal  of  $5  and  $6  per  ton, 
and  even  before  the  canal  was  opened  of  $9  per  ton  on  the  lowT-grade 
commodities  of  structural  steel,  etc.  Under  those  circumstances  it  is 
not  to  be  wondered  at  that  the  ships  of  available  lines  should  be  taken 
to  the  Atlantic  Ocean  and  should  go  into  that  trade,  and,  in  fact,  they 
did  so.  and  the  American-Hawaiian  Steamship  Co..  which  has  been 
in  this  business  for  many  years,  withdrew  from  the  trade  and  char- 
tered their  ships  in  that  trade,  and  the  Luckenbach  Co.  did  the  same 
with  their  ships,  and  the  other  companies  did  the  same.  It  was  dem- 
onstrated at  one  of  the  hearings  before  the  commission  that  there  were 
49  ships  engaged  in  that  business  that  disappeared,  and  the  result  has 
been  that  there  has  been  no  regular  line  in  that  transportation  service 
since  that  time. 
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Of  course  the  people  on  the  coast  quite  strenuously  insisted  that 
this  is  not  a  normal  condition,  and  almost  everyone  seems  to  be  will- 
ing to  admit  it.  I  say  almost  everyone.  After  the  war  is  over  we 
will  expect  the  ships  to  return,  and  we  will  expect  this  great  increase 
in  United  States  shipping  to  find  its  way  through  the  canal,  as  be- 
tween the  coasts,  and  in  the  meanwhile  during  the  abnormal  situation 
brought  about  by  the  European  war  wTe  have  endeavored  to  insist  and 
urge  before  the  commission  that  the  whole  transcontinental  rate 
structure  should  not  be  thrown  overboard  and  constructed  anew  when 
it  can  not  be  a  matter,  according  to  the  opinion  of  the  great  mass  or 
the  majority  of  people,  of  more  than  two  or  three  years  until  the 
situation  will  right  itself  and  the  conditions  of  competition  return. 

Commissioner  Harlan,  of  the  Interstate  Commerce  Commission, 
agrees  with  that.  He  writes  a  dissenting  opinion,  and  a  very  able 
one.  indeed,  we  think,  to  the  decision  of  June  30,  1917,  in  which  he 
deprecates  the  interference  with  this  rate  structure  and  commercial 
relationship  on  the  coast  and  throughout  the  United  States  to  a  very 
huge  extent  because  of  this  abnormal  and  merely  temporary  condi- 
tion. It  is  temporary  surely;  that  is  to  say,  it  can  not  last  forever. 
It  is  not  normal,  and  it  is  not  permanent. 

But  the  majority  of  the  commission  did  not  agree  with  Commis- 
sioner Harlan,  and  they  held  that  the  water  competition  had  been 
interrupted,  and  that  accordingly  there  was  no  reason  for  a  continu- 
ance of  departures  from  the  fourth  section,  and  they  so  ordered,  and 
that  is  the  order  of  June  30,  1917.  They  have  withdrawn  all  author- 
ity from  the  carriers  to  depart  from,  or  violate,  if  you  please — if  you 
prefer  that  word — to  depart  from  the  rigid  provisions  of  the  fourth 
section  and  have  denied  them  all  right  to  charge  any  higher  rate  to  a 
farther  distant  point  than  to  an  intermediate  point  on  the  same  line  in 
the  same  direction  on  the  like  kind  of  goods.  That  also  applies  on 
the  eastbound  rate,  that  rate  which  was  permitted  as  a  departure 
from  the  fourth  section,  whereby  the  carriers  were  allowed  to  carry 
these  goods,  such  as  asphaltum,  beans,  barley,  canned  goods,  dried 
fruit,  and  wines,  at  40  cents  from  San  Francisco  to  New  York,  while 
charging  higher  rates  from  Fresno,  fc  r  example.  They  were  allowed 
to  charge  a  higher  rate  from  New  Orleans  to  New  York,  but  that  de- 
parture from  the  fourth  section  has  been  temoved.  As  far  as  the 
Pacific  coast  is  concerned,  Mr.  Chairman,  the  rigid  fourth  section  is 
in  effect.  The  rates  are  not  in  effect;  and  as  that  has  been  the  subject 
of  more  or  less  testimony  here,  I  would  like  to  endeavor  to  clear  it  up. 

The  amendment  to  the  fifteenth  section  of  the  act  to  regulate  com- 
merce, signed  by  the  President  on  August  9,  1917,  and  instantly  be- 
coming law,  provides  as  follows: 

Provided,  further.  That  until  January  first,  nineteen  hundred  and  twenty,  no 
increased  rate,  fare,  charge,  or  classification  shall  he  filed  except  after  approval 
thereof  has  heen  secured  from  the  commission.  Such  approval  may,  in  the  dis- 
cretion of  the  commission,  he  given  without  formal  hearing  and  in  such  case 
shall  not  affect  any  subsequent  proceeding  relative  to  such  rate,  fare,  charge,  or 
classification. 

The  decision  was  rendered  June  30,  1917,  and  the  effective  date 
of  the  order  was  made  by  the  commission  October  15,  1917,  by  no 
means  a  time  too  long,  when  you  consider  that  the  carriers  were  not 
only  obliged  to  amend  these  great  transcontinental  tariffs  which  are 
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volumes  in  themselves,  hut  were  also  required  to  have  them  on  file 
so  that  the  commission  and  the  public  may  have  30  days'  notice  be- 
fore they  become  effective.  Now,  30  days  from  October  15  leaves 
September  15,  a  month,  and  ordinarily  in  order  to  comply  with  this 
section  the  carriers  require,  instead  of  30,  45  days,  which  takes  it  to 
September  1,  and,  accordingly,  they  had  but  a  very  brief  time  to 
prepare  these  tariffs,  and  while  in  their  preparation,  I  presume,  came 
this  law  of  Congress,  and  surely  that  should  not  be  charged  to  the 
Interstate  Commerce  Commission  as  a  part  of  the  delay.  The  law 
says  that  they  can  not  even  file  their  tariffs  without  the  previous 
approval  of  the  commission. 

Therefore,  the  carriers  asked  permission  to  file,  obeying  the  law, 
and  I  understand  about  the  8th  of  September,  and  prior,  of  course, 
to  October  15,  they  filed  their  application  to  file,  and  I  am  told 
that  there  are  now  on  file  with  the  Interstate  Commerce  Commission 
over  1,200  applications  to  file  under  this  section,  covering  all  sections 
of  the  country.  I  presume  by  this  time — inasmuch  as  that  informa- 
tion is  a  couple  of  weeks  old — those  applications  number  2,000  or 
1,500.  The  carriers  pursued  the  rule  enacted  by  Congress,  and  the 
Interstate  Commerce  Commission,  seeing  that  under  the  newT  statute 
it  would  be  absolutely  impossible  for  the  carriers  to  get  those  rates 
on  file  and  give  30  days'  notice  of  the  rates,  etc.,  by  the  15th  of  Octo- 
ber, suspended  the  effective  date  of  the  order  until  the  further  order 
of  the  commission.  In  other  words,  until  it  could  have  time  to  act 
upon  these  tariffs  as  filed.  The  tariff  is  filed.  We  have  already  re- 
ceived copies  of  the  proposed  tariffs,  and  we  all  concede — I  mean  the 
men  who  are  devoting  themselves  more  or  less  to  the  study  of  traffic 
conditions — we  all  agree  that  an  immense  transcontinental  tariff, 
such  as  this  is,  amended  and  changed  in  so  many  particulars,  in 
order  to  comply  with  the  rigid  rule  of  the  fourth  section,  would 
hardly  be  permitted  to  go  into  effect  unless  the  commission  held 
some  sort  of  a  hearing. 

There  were  immense  protests  when  15  per  cent  advances  were  pro- 
posed by  the  carriers,  and  it  looked  for  a  while  as  though  we  were 
not  going  to  have  any  preliminary  hearings  on  them ;  but  the  commis- 
sion, of  course,  granted  the  hearing;  and  now,  while  it  is  not  to  be 
denied  that  the  commission  may  accept  tariffs  for  filing  without  a 
hearing  under  this  amended  fifteenth  section,  yet  it  was  very  clear, 
and  almost  absolutely  positive,  that  the  commission  would  be  obliged 
to  call  a  hearing  when  so  many  rates — thousands  upon  thousands  of 
rates — were  involved  in  this  new  tariff  proposed  by  the  carriers,  pur- 
suant to  the  order  of  the  commission  and  in  accordance  with  the  new 
law  of  Congress,  and  the  commission  has  proceeded  by  way  of  infor- 
mal hearings,  as  authorized  by  the  statute,  and  they  commenced  in 
New  York,  before  Examiner  Thurtell,  on  the  5th  of  this  month.  They 
will  be  continued  on  the  12th  of  November  at  Chicago,  and  will  be 
continued  on  the  21st  of  November  at  Portland,  Oreg. 

I  can  not  see  how  the  commission 

The  Chairman.  Is  that  hearing  being  held  by  an  examiner  or  by 
the  commission  itself? 

Mr.  Mann.  By  Attorney  Examiner  Thurtell,  who  has  presided 
over  all  fourth  section  applications.  He  has  written  tentative  opin- 
ions, and  the  opinion  of  June  30,  1917,  is  based  upon  the  tentative 
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opinion  which  Mr.  Thurtell  himself  wrote,  although  it  is  not  the  same. 
It  has  been  very  materially  altered.  Mr.  Thurtell  is  conducting  the 
hearing,  and  it  seems  to  me  there  is  no  complaint  on  the  part  of  the 
intermountain  people  against  this  selection.  He  was  professor  of 
mathematics  at.  Nevada  University  and  a  member  of  the  Nevada 
State  commission  at  the  time  the  first  Reno  cases  were  tried,  and  by 
reason  of  his  ability  was  invited  to  the  Interstate  Commerce  Commis- 
sion, and  he  has  been  with  them  now  for  four  or  five  or  six  years, 
and  he  is  conducting  this  hearing. 

I  might  add  that  my  information  is  that  numerous  protests  from 
various  parts  of  the  country  were  received  by  the  commission  against 
these  proposed  tariffs  of  the  carriers,  and  possibly  for  that  reason  the 
commission  has  felt  that  it  was  necessary  for  them  to  give  some  hear- 
ings on  these  proposed  tariffs,  which  were  proposed  by  the  carriers 
in  response  to  the  order  of  the  commission  under  the  law  of  Congress 
as  it  now  stands.  I  think  it  would  be  much  to  be  deprecated  if  tariffs 
of  the  extreme  importance  of  these  transcontinental  tariffs,  which  are 
said  to  affect  either  directly  or  indirectly  nearly  every  commercial 
and  manufacturing  interest  in  the  United  States,  should  be  allowed  to 
become  effective  without  some  opportunity  being  presented  to  the 
shippers  and  the  commercial  interests  of  being  heard  and  of  offering 
such  objections  as  they  may  have  to  make  against  this,  that,  or  the 
other  rate.    There  will  be  thousands  of  rates  in  these  tariffs. 

The  Vict:  Ciiaik.man.  1  suppose  you  heard  the  statement  made  by 
Senator  Cummins  and  myself  the  other  day,  that  when  the  conference 
committee  was  trying  to  agree  on  this  amendment  to  the  fifteenth 
section  we  were  encouraged  by  two  members  of  the  commission  stat- 
ing that  so  much  information  had  been  accumulated  by  the  commis- 
sion that  it  will  not  take  them  long  to  decide  on  the  reasonableness 
of  any  rate. 

Mr.  Manx.  I  should  say  that  the  commissioners  were  unduly  op- 
timistic under  those  circumstances.  Of  course,  they  have  accumu- 
lated information  that  it  would  take  a  room  to  hold  on  this  subject, 
but  the  peculiarity  of  this  subject  is,  Mr.  Adamson,  that  it  hardly 
remains  the  same  from  day  to  day.  The  situation  changes,  certainly, 
from  year  to  year,  and  in  my  opinion  it  never  will  be  settled  in  the 
sense  of  being  absolutely  nailed  down.  I  think  this,  for  example, 
that  the  transportation  rates  will  never  be  as  low  as  they  were  two  or 
three  or  four  years  ago :  I  think  the  rates  by  water  will  never  be  as 
low  as  they  were  upon  the  opening  of  the  Panama  Canal.  The  cost 
of  operation,  the  cost  of  service,  the  cost  of  materials  and  supplies, 
the  wages  of  the  men  that  are  to  be  employed  will  absolutely  make 
it  necessary  that  the  transportation  charges  by  water  should  be 
higher  than  they  ever  have  been.  One  can  not  conduct  a  business  of 
any  kind  at  a  loss  for  any  great  length  of  time,  So,  the  rate  schedules 
of  all  carriers,  whether  land  or  sea,  will  be  on  a  higher  basis  in  the 
future  than  they  have  been  in  the  past. 

The  Vice  Chairman.  It  has  been  our  rule  not  to  ask  any  questions 
until  a  witness  has  finished,  but  I  suppose  you  have  in  mind  some 
recent  shipping  legislation  that  will  raise  the  cost  of  shipping  by 
water. 

Mr.  Mann.  Yes,  sir;  particularly  the  shipping  bill.  It  has  been 
regarded  by  myself  and  most  of  the  men  engaged  in  the  shipping 
business  as  a  piece  of  legislation  wdiich  has  resulted  only  in  advan- 
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tage  to  the  Japanese  carriers;  they  are  about  the  only  ones  Left  sail- 
ing between  here  and  the  Orient.  A  very  large  part,  if  not  the  greater 
part  of  the  tonnage  is  being  carried  in  Japanese  bottoms,  but  that, 
of  course,  is  by  the  way. 

Now,  as  to  the  question  of  water  competition  being  bunk,  a  lake 
and  of  no  importance  whatsoever  with  respect  to  making  rates 

The  Vice  Chairman.  You  are  wrong  about  suggesting  that  I  lie 
talk  about  ships  is  by  the  way,  because  the  jurisdiction  of  this  joint 
subcommittee,  under  the  powers  conferred  on  it  by  joint  resolution 
60,  is  to  investigate  foreign  as  well  as  domestic  transportation. 

Mr.  Mann.  It  covers  shipping  as  well  as  interstate  commerce? 

The  Vice  Chairman.  Yes,  sir. 

Mr.  Mann.  I  do  not  want  to  drift  so  far  afield  as  to  get  into  China 
and  Japan,  however.  I  shall  try  to  stay  in  the  United  States  and 
California.  However,  I  am  willing  to  go  as  far  as  my  transportation 
will  take  me,  Mr.  Adamson. 

Speaking  of  the  contention  of  the  intermountain  points,  let  me  say, 
at  the  first,  that  we  have  no  complaint  against  the  intermountain 
points.  San  Francisco  has  no  commercial  jealousy  to  indulge  against 
Reno.  If  Reno  in  the  next  two  or  three  years,  during  which  time  the 
transcontinental  rates  shall  be  the  same  to  Reno  as  to  the  coast  and 
no  more,  but  in  some  instances  lower,  because  the  carriers  propose  to 
grade  some  of  those  rates  up,  so  that  we  will  have  to  pay  higher 
rates  than  Reno — if  Reno  during  the  next  two  or  three  years,  during 
which  they  will  have  this  new  adjustment — shall  become  a  great 
distributing  center  or  shipping  center  we  shall  be  glad  to  see  that  ad- 
vance. We  try,  in  the  commercial  bodies  of  San  f^rancisco,  as  far  as 
possible,  to  take  a  somewhat  broader  view  than  the  confines  of  the 
State  of  California  and  the  county  of  San  Francisco,  and  the  greater 
the  development  of  this  country,  whatever  it  is,  the  better  it  will  be 
for  San  Francisco.  As  Commissioner  Lane  said,  in  one  of  the 
transcontinental  cases,  these  points,  at  least,  will  alwa}'s  be  the  entre 
pot  of  foreign  and  ocean  commerce. 

Of  course  that  has  always  been  the  case.  But  we  have  never  had 
any  material  or  substantial  commercial  conflict  with  the  rates  to 
Reno.  Reno  has  been  one  of  San  Francisco's  best  customers,  and 
I  have  heard  the  most  kindly  expressions  from  representatives  of  the 
Reno  Chamber  of  Commerce,  and  I  have,  on  many  occasions,  sat 
down  and  conversed  in  the  most  friendly  way  with  them  and  have 
explained  to  them,  as  I  am  endeavoring  to  explain  to  the  com- 
mittee, what  our  real  attitude  is.  The  truth  of  the  matter  is  that 
the  commercial  battle  waged  for  all  these  years — 25  or  30  years; 
ever  since  the  railroads  came  here;  since  1869;  we  will  say  50  years, 
if  you  like — is  a  battle  between  the  coast  commercial  centers  and 
the  Middle  or  Central  West.  It  is  the  Chicago  territory  and  the 
St.  Louis  territory  and  those  great  centers  of  manufacture  and  dis- 
tribution, comprising,  as  they  do,  the  greatest  jobbing  houses  in  the 
world,  that  we  have  been  obliged  to  contend  against  in  order  to 
maintain  our  trade. 

There  is  another  circumstance  which  I  must  mention  as  it  comes 
to  mv  mind,  and  that  is  this,  the  advantage  to  the  people  of  Cali- 
fornia and  of  Nevada  and  Arizona  and  of  Spokane  territory 
and  of  the  Idaho  territory  from  time  to  time  of  the  great  com- 
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mercial  so-called  jobbing  or  wholesale  houses  which  have  been  estab- 
lished on  the  Pacific  coast.  They  are  great  emporiums  of  supply. 
They  carry  millions  of  dollars  worth  of  goods  which  are  brought 
from  the  East  on  terminal  rates,  and  generally  in  carload  lots,  and 
they  are  able  to  supply  the  farmer  or  the  dealer  in  the  country  town 
with  his  needs  within  a  day  or  two,  within  such  time  as  it  takes  his 
order  to  be  transported  upon  the  railroad,  conveniently,  therefore,  in 
point  of  time,  and  furthermore,  as  a  matter  of  business,  even  more 
conveniently,  for  these  men  without  the  assistance  of  these  great 
emporiums  would  be  obliged  to  deal  with  perhaps  a  hundred  dif- 
ferent people  throughout  the  country  and  carry  charge  or  credit 
accounts  with  100  different  men  in  various  parts  of  the  country, 
while  here  these  emporiums  assemble  the  goods  in  one  warehouse  and 
they  carry  one  account.  That  is  a  business  condition  which  we 
have  heard  urged  most  strenuously  as  of  advantage  to  the  country 
or  the  interior  merchants  or  manufacturers  or  farmers  or  agricul- 
turist, or  whoever  it  is  that  deals  with  these  people;  so  that  while 
the  jobber  is  sometimes  hinted  at  or  directly  attacked  as  an  unneces- 
sary barnacle  upon  the  ship  of  state,  he,  nevertheless,  performs  a 
large  and  important  function  in  the  convenient  distribution  of  goods 
and  the  filling  of  the  needs  and  necessities  of  life  and  civilization. 

But  this  is  not  a  jobbers'  fight,  as  our  friends  from  the  inter- 
mountain  points  would  have  you  understand,  as  far  as  this  case  is 
concerned. 

We  have  no  substantial  or  material  jobbing  contests  with  them  at 
all.  If  it  is  a  jobbers'  contest  anywhere  at  all,  it  is  the  jobbers  of  the 
intermountain  points  who  are  making  the  fight  in  order  that  they 
may  become  great  jobbers.  We  hope  they  will.  It  does  not  make  any 
difference  to  us  if  they  do,  but  if  the  situation  with  respect  to  rates 
becomes  such  that  Chicago  and  St.  Louis  and  the  great  mercantile 
houses  of  the  Central  West  shall  be  shipping  into  our  customers  in 
California  and  west  of  the  mountains,  if  you  please,  west  of  the 
Sierras,  and  west  of  the  Cascade  Mountains,  at  a  less  rate  than  we  can 
bring  the  goods  from  the  points  of  origin  and  then  distribute  them  in 
less  than  carload  quantities,  we  will  be  forced  to  the  very  verge  of  the 
water  without  any  opportunity  to  sell  our  goods  outside  of  the  con- 
fines of  our  own  towns  and  perhaps  50  miles  beyond.  That  is  not  the 
whole  of  the  situation  by  any  means.  It  is  not  a  jobbers'  contest  at 
all,  except  so  far  as  the  interior  is  concerned. 

We  are  very  much  interested  in  our  manufacturers  here  on  the 
■coast,  and  we  are  able  to  point  with  considerable  pride  to  the  fact  that 
our  manufacturing  industries  have  tremendously  increased  in  the 
last  4,  5,  or  10  years,  or  any  period  you  may  select.  New  sources 
of  manufacturing  enterprises  are  arising,  and  in  almost  any  manu- 
facturing enterprise  conducted  on  the  coast  that  can  be  pointed  to  it 
will  be  found  that  in  two  ways  we  are  opposed  or  aligned  against  the 
commercial  situation  in  the  East,  and  that  is  this :  In  the  first  place, 
our  raw  material  will  be  almost  entirely  brought  from  the  East,  as, 
for  example,  all  the  steel  which  enters  into  our  shipbuilding,  which 
has  increased  manifold,  indeed,  in  the  last  two  years,  until  our  Union 
Iron  Plant  is  the  largest  plant  in  the  United  States  to-day,  situated  in 
Alameda  at  San  Francisco.  It  is  said  that  the  basis  of  any  manu- 
facturing industry  is  coal  and  iron,  and  so,  as  the  basis  of  everything, 
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whether  machinery  or  anything  else,  we  must  bring  our  iron  from 
the  East,  and  then  again  where  we  sell  our  manufactured  article  here, 
near  at  hand,  or  far  away,  we  must  immediately  meet  the  competition 
of  the  superior  manufacturer  in  the  East— that  is,  superior  at  the 
present  time — and  those  rates  which  the  law  permits  us  to  enjoy  are 
of  great  importance  to  us,  and  have  been  the  basis,  or  very  largely 
the  basis,  of  our  50  years'  growth  upon  the  Pacific  coast. 

Returning  again  to  this  alleged  water  competition  as  our  inter- 
mountain  friends  would  call  it,  I  desire  to  read  into  the  record,  if  I 
may,  the  statement  of  Judge  Prouty,  formerly  a  member  of  the  Inter- 
state Commerce  Commission,  in  the  City  of  Spokane  v.  Northern 
Pacific  Railroad  Co.  case  (15  I.  C.  C,  p.  376,  383).  That  is  a  case 
decided  prior  to  1910,  decided  in  February,  1909,  in  which  Judge 
Prouty,  in  reviewing  the  situation,  and  in  answer  to  the  direct  issue 
which  had  been  presented  in  that  case,  namely,  that  there  was  no 
water  competition  in  1909,  which  justified  any  diminution  in  the 
terminal  rates,  said : 

This  commission  has  several  times  examined  this  claim  of  the  defendants 
with  respect  to  other  intermediate  points,  has  found  that  water  competition  did 
exist  as  now  asserted  by  the  defendants,  and  has  held  that  this  competition 
did  in  the  main  justify  .the  system  of  transcontinental  tariffs  which  these  de- 
fendants have  established.  (Kindell  v.  Atchison,  Topeka  &  Santa  Fe  Ky.  Co., 
8  I.  C.  C.  Rep.,  608;  Shippers'  Union  of  Phoenix  r.  Atchison,  Topeka  &  Santa 
Fe  Ry.  Co.,  ib.,  250 ;  Business  Men's  League  of  St.  Louis  v.  Atchison,  Topeka 
&  Santa  Fe  Ry.  Co.,  9  ib.,  318.)  It  also  reached  substantially  the  same  con- 
clusion with  respect  to  the  city  of  Spokane  in  a  former  proceeding.  (Merchants' 
Union  of  Spokane  v.  Northern  Pacific  Ry.  Co.  et  al.,  5  I.  C.  C.  Rep.,  478.) 

In  that  case  Judge  Prouty,  referring  to  the  disadvantages  of  the 
American-Hawaiian  Steamship  Co.  under  which  they  labored  when 
operating  via  the  Horn  and  through  the  Strait  of  Magellan,  said,  at 
page  385 : 

Nevertheless  it  always  produced  an  effect,  in  fact  a  controlling  effect,  upon 
railway  rates  from  the  Atlantic  to  the  Pacific  coast. 

And  at  page  386  the  report  says : 

It  can  not  be  denied,  in  view  of  these  uncontroverted  facts,  that  water  com- 
petition does  exist  and  that  it  does  produce  a  controlling  effect  upon  rates  to 
the  Pacific  coast  from  many  eastern  destinations.  It  is  beyond  doubt  that 
this  competition  absolutely  limits  those  rates  from  New  York  and  points  within 
a  few  hundred  miles  of  New  York  to  Pacific  coast  terminals. 

Now  in  the  case  of  the  applications  for  relief  under  the  fourth  sec- 
tion Nos.  205,  etc.,  City  of  Spokane  v.  Northern  Pacific  Kailway  Co. 
(21  I.  C.  C,  p.  400) — that  was  the  decision  rendered  on  June  22, 
1911 — we  have  Judge  Prouty  again  discussing  this  situation. 

Mr.  Esch.  The  first  was  in  1909  ? 

Mr.  Mann.  The  first  was  in  1909,  and  now  we  have  again  Judge 
Prouty,  in  1911. 

He  says: 

The  complainants  insisted  upon  the  original  hearing,  and  have  renewed  the 
claim  at  every  stage  of  this  proceeding,  that  there  is  no  active  water  competition  ; 
that  the  whole  claim  of  water  competition  is  put  forward  by  the  defendants 
as  a  pretense  by  which  to  justify  the  rank  discrimination  against  interior  points. 
The  first  inquiry  is  therefore  whether  water  competition  actually  exists  which 
has  produced  and  does  produce  an  effect  upon  rates  from  the  Atlantic  seaboard 
to  the  Pacific  coast,  from  New  York  to  San  Francisco,  treating  these  two  cities 
as  illustrative  of  the  localities  in  which  they  stand. 
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This  question  of  fact  has  been  often  considered  in  the  past,  and  with  bnt  one 
unvarying  result.  The  circuit  court  of  the  United  States  has  twice  found,  once 
in  a  proceeding  concerning:  these  very  rates  to  Spokane,  that  active  water  com- 
petition does  exist,  winch  controls  the  coast  rate.  (Farmers'  L.  &  T.  Co.  v  N  P 
Ky.  Co.,  S3  Fed.  Rep.,  '2A'.) ;  I.  C.  C.  v.  A.  T.  &  S.  F.  Ry.  Co.,  50  Fed.  Rep.,  295.)* 

This  commission  has  repeatedly  found  and  recognized  the  same  fact.  (Citing 
a  long  list  of  oases  and  authorities.) 

In  the  original  hearing  of  the  Spokane  ease  we  reexamined  that  whole  ques- 
tion and  reaffirmed  our  decision.      (City  of  Spokane  r.  Northern  Pacific  Rv  Co 
15  I.  C.  C.  Rep.,  37C>.) 

In  the  recent  hearing  upon  the  applications  of  transcontinental  lines  for  leave 
to  <  i  a-egard  the  rule  of  the  fourth  section,  evidence  has  again  been  produced 
upon  this  subject  Which  conclusively  shows  that  the  previous  finding  of  the  com- 
mission is  right.  We  had  before  us  in  the  Spokane  case  the  manifests  of  two 
ships  from  New  York  to  San  Francisco,  and  in  the  last  hearing  we  had  the  mani- 
fests of  two  other  ships.  They  showed  in  detail  the  articles  transported,  the 
point  where  they  originated,  the  destination  for  which  they  were  intended,  and 
the  rate  under  which  they  moved.  These  actual  transactions  prove  more  con- 
clusively than  any  mere  statement  that  almost  every  article  which  is  the  sub- 
ject uf  ordinary  commerce  between  the  coasts  can  and  does  move  from  New 
York  to  San  Francisco  by  water  rates  materially  lower  than  those  maintained 
by  the  defendants  by  rail.  We  have  used  San  Francisco  as  the  destination  port 
upon  the  Pacific  coast,  and  in  some  instances  rates  from  New  York  to  San  Fran- 
cisco are  a  trifle  lower  than  to  other  coast  cities,  but  generally  speaking  the 
San  Francisco  rate  is  maintained  at  Los  Angeles.  Portland,  Seattle,  Tacoma,  and 
other  points  upon  the  coast. 

Passing  for  the  time  being  the  extent  and  effect  of  this  competition  at  in- 
terior points,  it  must  he  found  as  a  fact  that  there  is  real  and  active  water 
competition  between  New  York  and  San  Francisco,  between  the  Atlantic  and 
the  Pacific  coasts,  which  does  limit  the  rate  of  transportation  which  can  be 
charged  by  rail  between  those  points  upon  nearly  every  article  which  moves  by 
rail. 

It  is  said  that  the  amount  of  the  movement  by  water  is  so  insignificant  that 
it  should  be  disregarded.  The  amount  is  not  so  insignificant.  If  reference  be 
had  to  tli;.  traffic  which  actually  originates  upon  the  Atlantic  seaboard,  a  con- 
siderable percentage  moves  by  water,  but  the  significant  thing  is  not  the  amount 
of  the  movement,  but  the  ever-present  possibility  of  that  movement  As  was 
said  by  the  Supreme  Court  in  the  Alabama  Midland  case,  speaking  of  the  effect 
produced  upon  rail  rates  to  Montgomery  by  the  Alabama  River: 

"  *  *  *  When  the  rates  to  Montgomerj  were  higher  a  few  years  ago 
than  now,  actual  active  water-line  competition  by  the  river  came  in,  and  rates- 
were  reduced  to  the  level  of  the  lowest  practicable  paying  water  rates,  and 
the  volume  of  carriage1  by  the  river  is  now  comparatively  small  ;  but  the  con- 
trolling power  of  that  water  line  remains  in  full  force  and  must  ever  remain 
in  force  as  long  as  the  river  remains  navigable  to  its  present  capacity." 

So  here  the  ocean  is  ever  present.  The  possibility  of  using  it  as  an  avenue 
of  transportation  is  ever  open,  and  the  fact  that  it  will  be  used,  or  for  any  con- 
siderable length  of  time  the  defendants  maintain  rates  which  are  so  high  or  so 
adjusted  as  to  render  it  profitable  for  shippers  to  resort  to  that  means  of 
transportation,  is  never  doubtful. 

That  is  the  end  of  the  quotation.  Now.  in  the  hearing  in  October, 
11)14 — I  forget,  the  exact  date,  but  anyway  the  hearing  that  preceded 
the  decision  of  the  commission  in  the  first  schedule  C  cases — the  rail 
carriers  presented  testimony  and  exhibits  showing  the  exact  amount 
of  the  movement  for  the  first  three  months  after  the  canal  opened 
on  October  1.  1914,  and  on  each  particular  commodity  and  upon  all 
the  commodities,  and  their  showing  was  to  the  effect  that,  taking 
those  three  months  as  typical  of  the  year,  the  amount  of  movement 
in  the  year  would  be  1,000,000  tons;  and  it  is  strange,  perhaps,  that 
the  amount  that  actually  moved  was  almost  exactly  that  amount,  ac- 
cording to  the  returns  of  the  year,  up  to  August  1,  1915;  and  of  that 
1,000.000  tons  of  freight  the  railroads  showed  just  what  they  were 
losing  and  showed  just  what  their  empty-car  condition  was;  and  they 
said  this 
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Mr.  Thom.  May  I  ask  whefher  that  was  westbound? 

Mr.  Mann.  Yes,  sir;  westbound ;  thank  you.  There  was,  I  think. 
six  hundred  or  seven  hundred  or  eight  hundred  thousand  tons  I  do 
not  just  remember  which — eastbound  California  products  that  went 
by  the  canal. 

And  the  result  was  that  the  commission  in  the  schedule  ('  eases 
found,  as  they  had  continually  found  for  25  years,  not  only  that  there 
was  water  competition  but  that  it  had  become  extremely  effective 
after  the  opening  of  the  Panama  Canal,  and  authorized  the  railroads 
in  these  particular  cases,  where  these  particular  movements  were  con- 
cerned, to  hold  somewhat  of  the  freight  to  their  rails  by  making  rates 
which  would  take  the  freight  by  rail,  and  this  point  was  urged  by  the 
carriers,  it  has  always  seemed  to  me,  with  a  great  deal  of  force  and 
effect  and  logical  power,  and  that  was  this:  Why  should  any  inter- 
mediate point  object  to  the  rail  carrier  cariying  some  freight  to  the 
terminal  if  it  was  bound  to  go  there  by  water  anyway;  if  the  rail 
carriers  did  not  get  it  it  would  go  by  sea ;  then,  why  should  the  inter- 
mediate points  object  to  the  rail  carriers  making  some  little  out  of 
that  competitive  freight — not  making  much,  but  making  something, 
and  getting  their  fair  share  for  the  rails?  I  do  not  see  but  that  that 
represents  the  whole  situation  of  their  transportation  case.  They  can 
take  it  or  leave  it,  but  they  can  not  get  it  to  make  anything  out  of  it, 
no  matter  how  little^  unless  they  make  rates  in  competition  with  their 
water  rates. 

We  coast  cities  do  not  want  to  take  a  stand  that  may  seem  too 
egotistic  or  too  self-reliant,  but  we  have  great  reliance  upon  San 
Francisco  Bay  and  the  Pacific  Ocean  here  at  San  Francisco,  and  the 
other  cities  on  the  coast  feel  the  same  way.  I  know  it  will  be  the  de- 
sire of  Congress  and  our  Government  to  increase  the  American  mer- 
chant marine  and  increase  shipping  by  water,  but  we  feel  quite  con- 
fident that  we  will  always  have  that  means  of  transportation,  fourth 
section  or  no  fourth  section,  but  we  also  feel  this,  that  we  need  other 
means  of  transportation  that  we  can  have  here  upon  the  Pacific  coast, 

Of  course,  in  these  abnormal  conditions  there  is  congestion,  but  even 
when  conditions  are  not  abnormal  these  rail  carriers  are  very  busy, 
and  there  have  been  car  shortages  prior  to  these  present  conditions,  in 
1907,  for  example.  We  are  particularly  dependent  upon  the  rail  car- 
riers to  help  us  in  the  distribution  of  our  excess  products  on  the 
Pacific. 

California  ships  to  the  east  and  to  Europe  probably  100,000  car- 
loads of  California  products  in  a  year.  I  think  that  is  not  an  over- 
statement. With  the  orange  crop,  the  canned-goods  crop,  canned- 
salmon  crop,  our  beans,  our  barley  and  lumber,  we  have  an  immense 
shipment  going  east  to  feed  and  supply  the  people  of  the  United 
States  with  the  necessities  of  life,  and  much  of  that  goes  forward  to 
our  allies  in  Europe  at  the  present  time.  We,  therefore,  are  interested 
not  only  in  the  westbound  movement  of  traffic,  but  also  in  the  east- 
bound  movement  of  traffic,  and  we  wish,  therefore,  that  our  carriers 
by  land,  or  by  sea,  if  it  comes  to  that,  shall  so  develop  in  the  future 
as  to  be  as  prosperous  and  as  efficient  as  possible,  and  we  therefore 
seriously  believe  and  urge  in  this  matter  that  any  fair  and  just  ar- 
rangement which  is  not  unduly  or  unjustly  discriminatory  should  be 
permitted  to  the  carriers  if  it  will  increase  their  efficiency  and  do  no 
one  else  any  harm. 
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So,  then,  we  take  the  position  that  is  our  hope,  notwithstanding 
the  fact  of  our  constant  and  confident  reliance  upon  the  sea.  that  the 
rail  carriers,  our  other  means  of  transportation,  shall  be  allowed  to 
pursue  that  financial  policy  or  business  policy  which  will  make  them 
most  efficient  and  most  prosperous  without,  of  course,  undue  or  un- 
just discrimination  against  any  other  community.  In  that  regard 
we  arc  also  favorable  to  all  means  of  transportation,  including  in- 
land waterways.  We  would  like  to  see  the  Mississippi  River  a  means 
of  water  transportation  which  would  give  us  water  communication 
with  Chicago,  by  reason  of  the  Mississippi  River  and  the  Panama 
Canal.  We  want  to  see  the  rivers  of  our  State  and  of  our  Pacific 
const  cities,  and  of  all  cities,  improved  and  increased  with  respect  to 
their  transportation  powers.  TVe  need  them,  and  we  need  their  means 
of  transportation. 

I  remember,  in  1907,  when  we  had  the  car  shortage  before,  James 
J.  Hill,  of  the  Northern  Pacific  Railroad,  stated  that  the  trouble 
with  the  transportation  systems  of  the  United  States  was  that  we 
needed  a  great  system  of  double  tracking  and  that  at  least  four  or 
live  billions  of  dollars  should  be  expended  in  double  tracking  the 
transcontinental  railroads.  Gentlemen,  until  that  is  done,  we  shall 
not  be  in  that  high  degree  of  efficiency  that  the  transcontinental  rail 
carriers  should  be  in.  The  Southern  Pacific  is  doing  a  great  work 
in  that  regard  and  should  be  praised  for  it.  not  because  they  are  an 
eleemosynary  institution,  but  because  they  are  v  ise  enough  to  see 
the  necessities  of  the  situation,  and  in  that  regard  I  want  to  say  what 
I  perhaps  omitted  to  say  in  the  beginning,  and  that  is  this,  that  as 
far  as  the  rail  carriers  are  concerned,  we  are  constantly  opposed 
against  them,  and  we  maintain  many  cases  against  them,  and  fre- 
quently win  th<  se  >-■'.  •  -.  but  our  position  is  one  we  hope  of  enlightened 
self  interest.    We  think  that  is  the  position  of  the  carri  VI 

tin  .  .  transcontinental  carriers  are  attacked  on  the  proposition  of  this 
adjustment,  based  on  sea  competition,  we,  seeing  it  is  to  our  advantage 
from  an  enlightened  selfishness,  if  you  please,  or  from  an  en- 
lightened self  interest— that  is  better — that  the  continuance  of 
this  situation  will  be  to  the  advantage  of  these  roads  themselves, 
not  to  mention  here  the  advantage  of  the  intermediate  points  as 
well — because  if  the  carriers  are  not  allowed  to  make  these  millions 
on  the  terminal  rates  they  will  have  to  be  given  millici  i  tl  e 

intermediate  rates,  at  least,  so  the  Interstate  Commerce  Commission 
finds— and  under  all  those  considerations  and  all  those  circumstances, 
we  feel  we  are  not  taking  any  selfish  position;  that  w'e  are  not  advo- 
cating or  defending  any  preferential  rates;  that  we  are  not  seeking  to 
retain  something  that  does  not  belong  to  tis  or  ought  not  to  be  granted 
to  us.  but  we  feel  justified  in  taking  the  stand  that  our  position  is  one 
to  the  advantage  of  everyone,  and  that  an  interference  with  it  is 
simply  to  the  disadvantage  of  everyone  concerned,  either  directly  or 
indirectly. 

There  are  one  or  two  matters  that  I  would  like  to  speak  of  before 
concluding,  although  I  have  taken  more  time  than  I  expected  to.  I 
wanted  to  bring  out  this  fact,  that  during  the  progress  of  these  hear- 
ings before  the  Interstate  Commerce  Commission  the  rates  at  the 
intermountain  points  have  steadily  decreased,  so  much  so  that  it  was 
demonstrated  at  one  of  the  recent  hearings  before  the  commission, 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  1677 

that  by  taking  the  rates  fixed  by  the  Interstate  Commerce  Commis- 
sion— commodity  rates — from  eastern  defined  territory  to  Salt  Lake 
City,  and  then  projecting  them  to  Reno  upon  the  same  proportional 
relationship  which  the  class  rates  upon  the  same  commodity,  also 
fixed  by  the  commission  at  Salt  Lake,  bore  to  the  class  rate  on  the 
same  commodity  also  fixed  by  the  commission  at  Reno,  the  result 
would  be  that  in  substantially  all  the  commodity  rates  now  enjoyed 
by  the  city  of  Reno  very  material  advancement  would  have  to  be 
made. 

I  want  to  say  this,  further,  in  conclusion,  that  when  we  heard  that 
this  joint  committee  of  the  House  and  Senate  was  to  hold  sessions 
here  in  San  Francisco,  we  expected  that  the  chief  subject  of  in- 
vestigation would  be  those  upon  which  the  committee  heard  much 
testimony  in  the  statements  in  Washington,  such  as  the  supervision 
of  the  issuance  of  securities,  stocks,  and  bonds  by  railroad  compa- 
nies, the  question  of  Federal  incorporation,  the  question  of  inter- 
state commerce  jurisdiction  over  such  State  rates  as  affected  inter- 
state commerce,  etc.,  and  I  had  expected  to  say  something  upon  those 
subjects.  I  may  say  that  the  Chamber  of  Commerce  of  San  Fran- 
cisco has  voted  in  the  affirmative  of  those  propositions,  which  were 
contained  in  what  is  called  referendum  21  of  the  Chamber  of  Com- 
merce of  the  United  States,  and  probably  during  this  hearing,  if  this 
committee  has  the  time,  the  manager  or  the  president  of  the  cham- 
ber of  commerce  will  appear  before  you  to  make  a  statement  in  that 
regard. 

The  Chairman.  Do  you  desire,  Mr.  Mann,  to  address  the  com- 
mittee on  those  subjects?  I  am  sure  the  committee  will  be  glad  to 
hear  you  if  you  care  to  make  any  statement. 

Mr.  Mann.  I  reserved  two  hours'  time,  and  I  seem  to  have  taken 
nearly  all  of  it,  having  left  probably  four  or  five  mniutes.  This  is 
a  subject  upon  which  I  could  write  books,  and  sometimes  I  wish 
that  my  enemy  had  written  books. 

Mr.  Sims.  Perhaps  you  have  no  enemies. 

Mr.  Mann.  I  should  be  glad  to  think  so. 

The  Chairman.  Have  you  closed  with  what  you  intend  to  say  ? 

Mr.  Mann.  Yes,  sir. 

Mr.  Thom.  Would  it  be  in  order  for  me,  as  representing  the  rail- 
roads, to  express  a  desire  to  hear  from  the  witness  on  those  other 
points? 

The  Chairman.  We  have  no  objection. 

Mr.  Thom.  I  would  like  3^011  to  express  your  views  on  this  sub- 
ject to  the  committee. 

The  Chairman.  Mr.  Mann,  if  you  wish  to  proceed  upon  the  other 
subjects,  the  committee  is  willing  to  hear  you. 

Mr.  Mann.  Well,  perhaps  I  can  finish  those  subjects  very  shortly, 
and  I  will  endeavor  to  do  so. 

As  to  the  supervision  or  control  of  securities,  stocks,  and  bonds  I 
do  not  feel  like  spending  much  time.  It  seems  to  me  the  subject 
has  been  pretty  generally  covered  and  that  on  that  subject  we  are  in 
pretty  general  agreement. 

We  here  in  California,  at  any  rate,  have  been  most  highly  satis- 
fied with  our  State  commission's  work  in  that  regard.  While  there 
was  more  or  less  protest  in  the  beginning  as  against  our  commis- 
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sion's  activity  in  that  regard,  I  think  the  people  generally  are  com- 
ing now  to  believe  that  our  financial  situation  in  California  has  been 
bettered  by  our  State  commission.  The  objection  seems  to  be  largely 
from  people  who  found  they  could  not  sell  stocks  and  bonds  as 
formerly,  and  it  was  not  so  easy,  perhaps,  to  dispose  of  bonds  and 
stocks  of  corporations  that  were  in  the  mere  promoting  stage,  but. 
nevertheless,  the  sale  of  any  good  bond  or  good  stock,  well  secured, 
or  reasonably  secured,  has  certainly  been  increased,  and  the  feeling 
generally  in  the  State  of  California  is  one  of  great  satisfaction  with 
the  administration  of  this  law  by  our  State  commission. 

I  might  say  right  there  that  if  the  State  railroad  commissions  of 
all  the  States  of  the  United  States  were  of  the  same  high  type  and 
character  as  the  State  Railroad  Commission  of  the  State  of  Cali- 
fornia, I  hardly  believe  we  would  have  the  question  of  the  Federal 
control  of  railroads  before  us  at  all,  and  that  the  railroads  them- 
selves would  be  satisfied  to  continue  in  the  same  way. 

As  to  the  Federal  incorporation  of  railroads,  I  have  been  examin- 
ing lately  the  recent  case  of  the  Adams  Express  Co.  versus  the  State 
of  South  Dakota.  It  is  quoted  in  the  last  copy  of  the  advanced  opin- 
ions, page  626. 1  think. 

In  that  case  the  Supreme  Court  is  again  passing  upon  one  of  the 
questions  that  arose  in  the  principle  announced  in  the  Shreveport 
case,  following  the  indication  contained  in  the  Minnesota  rate  case, 
as  to  the  power  and  jurisdiction  of  the  commission  over  discrimina- 
tions that  occur  between  an  interstate  rate  on  one  hand  and  a  purely 
intrastate  rate  on  the  other,  and  it  seems  to  me  that  this  jurisdiction 
of  the  Interstate  Commerce  Commission,  or.  we  will  say,  of  Con- 
gress— because  the  Interstate  Commerce  Commission  is  a  hand  or  arm 
of  Congress — this  jurisdiction  which  it  has  over  State  rates  should  be 
defined  in  some  more  definite  way  than  it  is  sure  to  be  if  left  to  the 
interpretation  of  the  decisions  of  the  United  States  Supreme  Court— 
and  I  say  that  with  all  respect  to  that  great  body  of  jurists— but,  of 
course,  a  court,  as  we  all  know,  must  confine  itself  to  the  decision  of 
the  case  before  it,  and  its  dicta  are  not  necessarily  binding;  so  some 
definite  rule  should  be  established  in  that  respect. 

So,  then,  under  the  Shreveport  jurisdiction  over  discriminations  we 
find  cases  multiplying  before  the  Interstate  Commerce  Commission 
and  cases  on  the  way  up  to  the  Supreme  Court,  really  not  because  of 
anyone's  doubt  as  to  the  power  of  the  commission  as  announced  in 
the  Shreveport  case  but  because  of  the  very  serious  doubt  whether 
that  power  could  be  exercised  on  the  particular  facts  in  a  particular 
case,  and  that  was  the  Adams  Express  case. 

So  we  find  the  Supreme  Court  of  the  United  States  in  that  case 
taking  up,  first,  the  articles  of  incorporation  of  the  Adams  Express 
Co.,  ascertaining  whether  those  articles  of  incorporation,  granted 
under  the  State  of  South  Dakota,  if  I  remember  correctly,  were  by 
reason  of  the  laws  of  the  State  of  South  Dakota  and  under  the  terms 
of  the  incorporation  act  of  such  character  as  to  be  the  subject  of  later 
State  statutory  enactment.  "Well,  they  determined  that  question  in 
the  affirmative,  and  then  they  found,  therefore,  that  the  incorporation 
charter  and  the  company  that  was  using  it  were  subject  to  subsequent 
statutory  enactments  of  the  State  of  South  Dakota,  and  they  took 
up  the  statute — and  it  was  a  regulatory  statute — and  that  statute  pro- 
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vided,   in   almost   the  exact   words  of  the   fourth   section,  that  they 
should  not  be  allowed  to  violate  the  long-and-short  haul  principle.  ' 

They  took  up  the  statute  with  respect  to  the  method  of  publication 
oi  rates  within  the  State  of  South  Dakota,  of  the  requisite  action  on 
the  part  of  the  railroad  commission  of  the  State  of  South  Dakota, 
and  after  interpreting  that  law  and  the  powers  of  the  commission  of 
the  State  of  South  Dakota  they  took  up  the  question  of  the  juris 
diction  of  the  Supreme  Court  of  the  State  of  South  Dakota  and'  thc\ 
held  that  the  interpretation  of  the  supreme  court  of  the  State  of  a 
statute  not  involving  a  Federal  question  would,  he  accepted  in  the 
Supreme  Court  of  the  United  States,  although  the  Supreme  Court  of 
the  United  States  could  not.  as  a  matter  of  fact,  agree  with  the  State 
court  as  to  the  proper  interpretation  of  the  meaning  of  the  statute, 
and  then  they  took  up  the  question  as  to  whether  or  not  the  order  of 
the  Interstate  Commerce  Commission  was  sufficiently  definite  to 
justify  the  Adams  Express  Co.  in  raising  certain  intrastate  rates,  he- 
cause  it  was  alleged  on  the  part  of  the  State  officials  in  prosecuting 
this  matter  that  the  order  of  the  Interstate  Commerce  Commission 
was  not  sufficiently  definite,  or.  in  other  words,  was  void  for  indefi- 
niteness.  and  the  Supreme  Court.  Judge  Brandeis  writing  the  opinion, 
held  that  by  consulting  the  map.  as  the  decision  says,  the  decision 
of  the  commission  could  he  made  definite,  hut  suggests  that  hereafter 
the  commission  make  more  definite  orders;  that  the  present  order  on 
its  face  was  indefinite,  hut  by  consulting  the  map  it  could  he  made 
definite,  and  so  he  held  that  it  was  sufficiently  definite  by  consulting 
the  ma]). 

Then  the  Supreme  Court  held  that  the  order  of  the  commission 
must  apply  to  the  competitive  territory  in  question,  but  not  with  re- 
spect to  any  rate  applying  outside  of  the  competitive  territory  in 
question,  which  was  all  within  the  State  of  South  Dakota,  and  ac- 
cordingly they  held  that  the  judgment  of  the  State  court  was  partly 
ralid  and  partly  invalid.  They  sustained  it  in  part  and  overturned 
it  in  part.  The  State  court  had  issued  an  injunction  to  all  the  rates, 
claiming  the  Interstate  Commerce  Commission  had  no  jurisdiction: 
that  it  had  not  proceeded  according  to  the  law.  and  they  held  that 
in  so  far  as  the  injunction  of  the  State  court  enjoined  the  rates  pro- 
posed by  the  express  company  in  other  parts  of  the  State  than  com- 
petitive territory  it  was  valid,  hut  as  to  the  competitive  territory  it 
was  invalid,  and  that  the  commission's  order  was  the  powerful  or 
dominating  order. 

Now  that  case,  to  me.  presents  many  reasons  for  congressional 
action — for  clarifying  congressional  action — as  to  the  extent  of  this 
authority,  or  perhaps  better  the  manner  of  its  exercise,  but  if  the 
interstate  carriers,  wThether  express  or  railroad  companies,  were  in- 
corporated under  Federal  incorporation  laws,  then  that  phase  of  the 
decision  becomes  unnecessary  and  that  phase  of  the  decision  which 
is  concerned  with  the  interpretation  of  the  incorporation  under  the 
hnvs  of  the  State  of  South  Dakota  becomes  unnecessary,  and  all  ques- 
tions with  respect  to  the  meaning  of  the  charters  of  2,000  carriers — 
if  there  are  2,000  carriers  or  less  in  the  United  States— becomes  settled, 
because  they  are  all  the  same  and  are  all  under  the  same  law  like  the 
117900— 19— vol  3 21 
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national  banks.  So  on  that  ground,  if  for  none  other,  it  seems  that 
the  Federal  incorporation  of  transcontinental  carriers  is  advisable. 
Then,  Federal  incorporation  of  carriers,  to  my  mind,  is  very  closely 
connected  with  Federal  jurisdiction  over  local  rates  or  State  rates, 
because  if  the  Federal  commission  is  to  be  given  control  over  State 
rates  as  far  as  they  affect  interstate  commerce  it  certainly  will  be  a 
simplification  of  the  subject  if  the  carriers  are  all  incorporated  under 
a  national  act    anu  uj  l  egard  1  may  say  that  I  have  great  confi- 

dence (thinking  this  out  in  my  own  mind)  that  the  draft  of  such  a 
law  will  be  made  with  great  care  and  great  efficiency  and  an  excellent, 
thoroughly  competent  law  will  be  made  if  Congress  passes  such  a 
law.  and  if  it  is  not  right  it  will  be  made  right,  and  I  state  as  the 
basis  of  all  thought,  in  matters  of  this  kind  we  must  place  the  pedi- 
ment of  complete  confidence  in  our  Government  officials;  otherwise 
there  is  no  opportunity  for  thought  at  all. 

Now.  as  to  Federal  control  over  State  roads:  Of  course,  we  have  it 
decided  in  the  Minnesota  rate  case  (230  tJ.  S..  352)  that  Congress 
has  the  dominant  power  over  State  rates  now  as  far  as  they  affect 
interstate  commerce,  so  that  the  enacting  of  a  law  of  that  kind  would 
be  no  more  than  the  exercise  of  a  power  which  Congress  already  has, 
and  the  question,  therefore,  becomes  one  largely  of  policy,  as  I  see  it, 
and  not  one  of  law.  I  think  Mr.  Thelen.  in  his  statement  to  the  com- 
mission, very  clearly  demonstrated  that  there  is  no  particular  question 
of  law  involved,  as  far  as  the  powers  of  Congress  may  be  concerned 
in  these  matters,  and  so.  if  there  is  not.  then,  of  course,  it  becomes 
purely  a  matter  of  policy. 

Xow.  in  that  regard,  and  as  far  as  the  State  commissions  are  con- 
cerned, looking  at  it  from  a  Californian  and  a  San  Franciscan  point 
of  view.  1  should  certainly  say  no:  it  certainly  is  a  great  deal  better 
that  the  local  rates  in  the  State  of  California  should  be  presided  over 
with  such  a  State  commission  as  we  have.  We  are  entirely  satisfied, 
and  I  would  not  think  of  making  a  change;  and  I  am  far  from  be- 
lieving the  carriers  themselves — if  all  the  other  States  were  as  for- 
tunate as  we  are — they  would  be  far  from  desiring  such  a  radical 
change  in  the  law  as  is  proposed;  but.  of  course,  in  many  States — not 
all  of  them,  of  course,  because  there  are  some  with  very  capable,  fine 
men — but  in  many  States  the  conditions  are  not  such  that  we  find  in 
( Jalifornia. 

The  Vice  Chairman.  Is  that  according  to  your  judgment  or  the 
judgment  of  the  people  in  those  particular  States;!  Suppose  each  of 
them  is  as  well  satisfied  with  their  commissions  as  you  are  with  yours? 

Mr.  Manx.  I  should  have  to  differ  with  some  of  them. 

The  Vice  Chairman;  They  may  differ  with  you. 

Mr.  Manx.  That  is  their  American  privilege,  to  differ  with  me. 
Iv'emember  I  have  been  brought  up  under  the  theory  of  State  rights. 

The  Vice  Chairman.  I  do  not  care  about  State  rights  now;  I  am 
talking  of  the  States'  duties. 

Mr.  Manx.  The  tendency  of  modern  times,  we  can  not  deny,  is 
toward  unionizing — for  we  should  avoid  the  word  "centralizing''' — 
the  unionizing  of  governmental  function.  As  far  as  interstate  com- 
merce, however,  is  concerned,  there  is  no  question  of  State  rights 
at  all.  because  the  jurisdiction  has  been  held  to  be  constitutionally  in 
the  Federal  Government  by  the  Supreme  Court.      When  Congress 
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acts  in  that  resped  its  action  is  dominant  and  supreme.  So  we  have 
this  power  in  Congress  over  State  rates,  as  far  as  they  affecl  inter 
state  commerce,  and  it  only  remains  for  Congress  to  exercise  the 
power  which  was  given  it  in  the  beginning;  and  I  am  not  denying 
that  it  might  be  advantageous  because  of  the  tendency,  right  in  the 
beginning,  of  States  to  quarrel  with  one  another,  and  because  of  the 
tendency  of  one  State  to  seek  an  advantage  over  another  by  State 
laws. 

Senator  Cummins.  It  is  seriously  contended  that  all  State  rates 
affect  interstate  commerce. 

The  Vice  Chairman.  1  concur  with  Senator  Cummins's  -inges- 
tion. There  is  no  doubt  that  Congress  has  the  power  to  regulate 
every  rate  that  affects  interstate  commerce,  as  in  the  liability  law  it 
has  been  recognized  that  Congress  has  jurisdiction  over  every  track 
that  carries  interstate  commerce;  and  I  suppose,  Congress  being  the 
ultimate  arbiter,  that  whatever  Congress  says  it  will  have  to  he 
admitted  is  the  Constitution  on  that  particular  subject.  My  sugges- 
tion is  that  it  is  not  necessary  to  beat  around  the  bush  in  this  matter. 
but  that  as  to  every  track  upon  which  interstate  commerce  moves 
Congress  may  regulate  the  rates  and  practices.  That  is  simpler  than 
your  plan  of  Federal  incorporation. 

Mr.  Manx.  1  was  for  the  moment  discussing  the  fixing  of  rates. 
It  seems  to  me,  as  a  matter  of  policy,  pure  and  simple,  that  Federal 
incorporation  is  advisable  for  the  reason  I  have  given,  and  also 
because  it  seems  to  me  it  makes  Federal  control  over  State  rate-  more 
practical. 

The  Vice  Chairman.  Well,  if  you  want  to  simplify  things  and 
make  things  practical,  I  will  say  that  the  power  of  Congress  is 
plenary  over  everything  in  interstate  commerce,  no  matter  what  it  i-, 
no  matter  if  it  is  a  woman  with  a  basket  on  her  arms  traveling  from 
one  State  to  another  selling  eggs.  If  you  want  to  simplify  the  mat- 
ter and  make  it  easy,  instead  of  beating  around  the  bush,  let  us  say 
that  the  Interstate  Commerce  Commission  has  the  power  to  regulate 
practices  and  rates  on  every  track  used  in  the  conduct  of  interstate 
commerce. 

Mr.  Mann.  Of  course,  in  the  case  of  a  railroad  that  is  not  physi- 
cally connected  with  any  other  railroad  and  operates  wholly  within 
a  State 

The  Vice  Chairman.  Well,  of  course,  that  would  not  be  affected. 

Mr.  Mann.  That  might  not  be  in  interstate  commerce. 

The  Vice  Chairman.  Xo. 

The  Chairman.  I  shall  have  to  appeal  to  my  brother  committee 
members  to  adhere  to  the  rule. 

The  Vice  Chairman.  I  have  not  asked  a  single  question.  I  was 
following  the  example  of  my  illustrious  chairman  in  making  sug- 
gestions  whenever  they  occurred  to  me. 

Mr.  Mann.  I  have  this  to  say.  and  that  is,  always  hear  in  mind 
that  our  interests  and  our  enlightened  self-interests  constantly  favor 
prosperous  and  efficient  carriers,  properly  controlled  and  regulated; 
and  if  it  be  to  the  advantage  of  their  prosperity,  their  efficiency,  and 
their  regulation  and  control  that  the  rate-  affecting  interstate  com- 
merce shall  be  put  under  the  control  of  the  Federal  commission,  then 
the  answer  should  be  "  Yes";  and  it  seem-  to  me  that  the  question 
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really  carries  its  answer  with  it.  That  seems  to  be  the  testimony,  as 
I  understand  it,  of  the  carriers.  I  admit  that  when  I  was  first  a 
neophite  in  this  work  I  was  much  rather  inclined  to  put  any  sugges- 
tion of  the  carriers  on  the  wrong  side  of  the  fence. 

I  am  still  very  skeptical,  and  examine  into  all  these  things  very 
closely;  but,  inasmuch  as  it  is  my  opinion  that  I  am  speaking  of, 
you  will  perhaps  bear  with  me  as  I  say  this,  that  while  this  idea  of 
Federal  control  has  been  more  or  less  brooded  about  for  two  years 
or  more,  I  have  held  my  own  mind  in  abeyance,  awaiting  for  de- 
velopment this  way  or  the  other,  to.  see  how  my  mind  would  deter- 
mine the  matter  ultimately,  or  at  least  later  on,  and  now  I  have  come 
to  the  conclusion  that  as  a  matter  of  governmental  policy  it  is  to 
the  interest  of  the  prosperity  and  efficiency  of  the  interstate  railroads 
-of  the  country  that  Federal  control  of  all  rates  that  affect  interstate 
commerce  should  be  permitted,  and  I  was  brought  to  that  conclusion 
as  much  by  the  hearings  in  the  1.")  per  cent  advance  rate  case  in 
"Washington — which  went  on  for  some  six  weeks  and  gathered  to- 
ilet her  some  six  or  seven  thousand  pages  of  testimony — than  by  any 
other  incident  that  has  yet  developed  during  these  two  years,  for 
there  was  so  much  that  was  a  subject  of  conflict  or  possible  con- 
flict or  possible  future  conflict  or  past  conflict  as  between  the  State 
issuance  of  rates  and  the  interstate  rates  thai  the  question  arose, 
"  Well,  what  shall  be  done  if  the  Interstate  Commerce  Commission 
finds  these  carriers  are  entitled  to  this  advance?  " — we  were  glad  to 
find  they  were  not  entitled  to  that  advance  at  that  time  because 
proof  had  not  been  made  at  that  time  that  they  needed  it — "  But  if 
the  Interstate  Commerce  Commission  finds  they  are  entitled  to  that 
L5  per  cent  advance  on  the  interstate  rates,  and  if  the  States  shall 
not  agree  with  that  immediately,  a  conflict  between  State  and  inter- 
state rates  ensues:  or  if  some  States  allow  it  and  some  do  not  you 
have  a  distinction  as  between  States.'"  and  so  on  and  so  on. 

There  were  representatives  of  nine  State  commissions  there  in 
"Washington  opposing  the  advance  of  15  per  cent  on  the  interstate 
rates.  Our  commission  did  not  feel  that  they  ought  to  take  sides 
one  way  or  the  other  in  the  question  of  the  discussion  of  the  inter- 
state rates,  inasmuch  as  they  would  have  to  pass  upon  the  same 
situation  in  the  State.  They  did  not  seem  to  want  to  prejudge  the 
case.  The  nine  commissions  did  excellent  work  in  the  way  of  demon- 
strating that  the  15  per  cent  advance  was  not  necessary  on  the  west- 
ern lines;  and  I  have  some  very  serious  doubts  in  my  own  mind  to 
the  effect  that  if  the  Interstate  Commerce  Commission  had  allowed 
the  15  per  cent  advance  in  that  15  per  cent  case  that  at  least  these 
nine  States  would  have  denied  the  advance  in  the  States. 

Now,  there  4s  an  example  of  interstate  and  State  conflict.  Then, 
furthermore,  I  may  say  this,  that  my  studies  in  traffic  have  led 
me  to  look  upon  the  traffic  situation  without  reference  to  imaginary 
lines  that  divide  one  State  from  another  or  one  county  from  an- 
other, or  one  city  from  another.  The  traffic  situation  is  not  meas- 
ured, really  and  truly,  by  any  of  those  political  lines.  The  situa- 
tion, for  instance,  in  Spokane,  Wash.,  is  not  confined  to  the  State 
of  Washington.  It  covers  the  whole  inland  empire  and  enters  into 
northeastern  Oregon  and  southern  Idaho.  The  inland  empire  is 
the  Spokane  situation,  although  there  are  four  State  lines  running 
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through  it.  The  traffic  situation  is  not  controlled  l>v  political  lines 
at  all. 

And  so  the  rate  situation,  it  seems  to  me,  as  far  as  it  affects  inter- 
state commerce,  should  not  be  controlled  by  State  lines,  either. 
From  all  these  things  I  came  to  the  conclusion — I  am  speaking,  by 
the  way,  personally,  and  not  as  the  representative  of  any  body  or 
of  the  Chamber  of  Commerce  of  San  Francisco — so,  I  came  to  the 
conclusion  that  in  the  interest  of  the  situation  to  which  we  looked 
forward — that  is,  I  mean  improvement  in  conditions  of  transporta- 
tion— I  have  come  to  the  conclusion  that  this  scheme  of  Federal 
incorporation  would  be  an  improvement.  In  respect  to  the  details, 
however,  of  carrying  out  that  Federal  regulation,  and  the  establish- 
ment of  regional  boards,  I  believe  that  every  State  should  have 
a  representation  upon  the  regional  board;  for  instance,  if  there 
were  a  regional  board  established  for  the  Pacific  Coast  State-.  I 
should  say  that  there  should  be  a  regional  board  of  three  and  that 
there  should  be  a  member  from  California,  one  from  Oregon,  and 
one  from  Washington,  because,  as  every  traffic  man  very  well  knows, 
the  true  solution  of  a  traffic  question  should  only  be  undertaken  by 
those  who  are  familiar  with  the  many  very  intimate  details  of  the 
tariff  question,  and  no  one  would  be  familiar  with  those  intimate 
details — there  are  millions  of  them  in  their  branches — except  a 
person  who  is  located  and  who  has  lived  in  the  territory  in  question, 
and  has  studied  the  situation  for  some  years. 

I  think  that  is  all  I  have  to  say,  Mr.  Chairman. 

The  Chairman.  Mr.  Mann,  you  have  given  numerous  cases  in 
which  the  long  and  short  haul  clause  has  been  considered  since  1910. 
What  is  the  general  result  of  all  those  cases  thus  far  ?  Has  there  been 
any  substantial  tendency  toward  leveling  of  rates  as  between  the 
coast  and  interior  points  ? 

Mr.  Mann.  Senator,  may  I  ask,  do  you  mean  practically  or  as  a 
matter  of  law  for  the  future? 

The  Chairman.  I  mean  practically. 

Mr.  Mann.  Practically,  the  rates  at  the  intermountain  points  are 
on  a  lower  scale  to-day  than  they  were  five  or  six  years  ago,  and  the 
practical  differential  or  difference  between  the  coast  rates  and  the 
intermountain  points  is,  at  this  moment,  less  than  the  difference  was 
some  years  ago. 

The  Chairman.  Now,  with  reference  to  the  possibility  of  complete 
and  perfect  transportation  through  the  Panama  Canal,  I  understood 
you  to  say  that  the  traffic  through  that  canal  during  the  first  year  of 
its  operation  mounted  to  1,000,000  tons. 

Mr.  Mann.  Yes,  sir ;  westbound. 

The  Chairman.  Westbound? 

Mr.  Mann.  Westbound  only. 

The  Chairman.  How  many  tons  eastbouncl? 

Mr.  Mann.  I  think  600,000.     That  is  my  memory. 

The  Chairman.  Can  you  state  at  what  average  price  per  ton  that 
transportation  was  moved? 

Mr.  Mann.  Xo,  sir;  I  can  not,  accurately,  from  my  examination  of 
the  figures,  state  that,  but  I  would  like  to  refer  you.  Mr.  Chairman, 
to  page  617  of  the  so-called  schedule  C  cases,  decided  January  20. 
1915,  and  reported  in  32  I.  C.  C.  at  page  611,  where  a  table  is  given 
of  some  of  these  rates  carried  both  by  water  and  by  rail. 
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The  Chairman.  Well,  do  you  know  whether  the  average  cost  was 
very  much  less  than  that  of  transportation  by  rail  ? 

Mr.  Mann.  Yes,  sir;  the  average  rate  by  sea  was  very  considerably 
Less,  I  will  say,  than  the  average  transportation  rate  by  rail,  and 
always  was  and  always  is.  There  is  always  a  differential,  Senator, 
between  the  sea  rate  and  the  land  rate.  Of  course,  I  am  speaking 
generally  when  I  say  always,  and  that  differential  is  measured  by  the 
superiority  of  the  rail  service.  There  are  a  great  many  things  in  the 
water  service  which  make  it  not  so  highly  desirable  as  the  rail  serv- 
ice, such  as  in  normal  conditions  the  rapidity  of  the  transportation, 
although  upon  the  Panama  Canal  I  have  reason  to  believe  that  the 
freight  would  move  from  New  York  to  San  Francisco  in  25  or  26 
day>.  ami  fchere  wore  cases  in  which  it  moved  at  less  than  that,  and 
the  average  rail  movement  takes  about  20  days,  so  that  differential 
as  between  the  two  services  was  very  much  narrower  after  the  open- 
ing of  the  canal. 

Then  there  is  a  liability  of  water  damage  in  the  case  of  rusting 
goods.  There  is  marine  insurance,  the  cost  of  dock  and  warehouse 
services,  etc.,  and  those  conditions  all  permit  the  rail  carriers  to 
make  a  rate  somewhat  higher  than  the  water  rate  and  still  make  the 
rate  effectively  competitive. 

The  Chairman.  Now.  assuming  that  during  that  year  there  had 
been  enough  ships  to  carry  all  the  traffic  that  was  offered  from  the 
Atlantic  coasl  to  the  Pacific  coast 

Mr.  Mann.  What  year  was  that,  Senator? 

The  Chairman.  That  year  of  successful  operation  of  the  canal. 

Mr.  Manx.  Oh;  yes,  sir. 

The  Chairman.  Assuming  that  the  transcontinental  railroads  had 
not  the  power  to  meet  that  competition  by  reducing  the  rates  between 
coast  points  below  the  general  level  of  the  interior  rates,  what  would 
the  effect  have  been,  in  your  judgment — could  you  form  an  estimate 
of  the  tonnage  that  would  have  been  carried  from  the  Atlantic  coast 
to  the  Pacific  coast  under  those  conditions  through  the  canal? 

Mr.  Mann.  I  think  it  would  be  very  much  increased,  sir,  under 
normal  conditions. 

The  Chairman.  Can  you  give  me  any  estimate  of  what  it  would 
have  been? 

Mr.  Mann.  I  think,  under  the  conditions  which  you  mention, 
which  I  understand  to  be  that  the  carriers  are  not  allowed  to  make 
sea-competitive  rates,  and  products  ma}r  therefore  go  to  the  sea 
without  what  you  call  railroad  competition — I  think  that  the  result 
would  be  that  all  heavy  commodities  would  move  b}<  water,  and  that 
includes  all  structural  iron  and  steel  and,  generally  speaking,  hard- 
ware articles  of  iron  and  cotton  piece  goods,  which  are  what  the 
wholesale  dry  goods  people  deal  in  and  which  are,  by  the  way,  pro- 
duced mostly  in  Xew  York  and  New  England,  in  that  neighbor- 
hood— that  substantially  all  of  the  general  articles  of  consumption 
which  the  Pacific  coast  uses  would  move  by  the  water  and  that  the 
railroads  would  be  reduced  substantially  to  an  express  service. 

The  Chairman.  What  effect  would  that  have  had  upon  the  income 
of  the  carriers  ? 

Mr.  Mann.  Of  the  railroads? 

The  Chairman.  Yes. 
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Mr.  Mann.  The  effect  upon  the  income  of  the  railroads  would  have 

been  disastrous.  The  Interstate  Commerce  Commission  has  ex- 
pressed that  opinion  in  the  Southeastern  cases,  reported  in  30  I.  C.  C, 
in  determining  the  question  of  whether  or  not  it  should  allow  the 
carriers  between  Chicago  and  New  Orleans  to  charge  less  for  the 
longer  distance  to  New  Orleans  than  to  the  other  intermediate  points, 
and  they  went  into  a  classification  there  of  the  figures  and  came 
to  the  conclusion,  and  so  expressed  it  in  their  findings,  that  if  the 
carriers  were  not  allowed  to  continue  these  departures  from  the 
fourth  section  they  would  lose  a  great  deal  of  money.  So.  basing 
my  opinion  upon  that,  and  also  upon  the  fact  that  California  was 
served  for  •_'()  years  by  water  carriers  only — that  is.  from  L849  to 
1869 — where  we  got  everything  from  the  East:  we  had  to  get  every- 
thing from  the  East  we  used  in  that  period  of  -_M>  years — I  say.  with 
this  "highly  organized  water  movement,  with  our  fine  steamships  with 
their  compartments  of  refrigeration,  in  which  they  can  take  fresh 
fruit  and  vegetables,  if  they  desire  to  do  so  (Judge  Prouty's  state- 
ment back  in  1909  is  proven  beyond  peradventure  of  doubt  to-day, 
namely,  that  the  water  carriers  can  carry  and  do  on  occasion  carry 
every  kind  of  commodity) — I  think  the  rail  carriers  would  be  prac- 
tically deprived  of  their  coast  tonnage,  but  as  to  what  proportion  that 
coast  tonnage  is.  Senator,  to  the  other  tonnage  of  the  country  and 
how  much  their  loss  would  be  I  must  refer  you  to  the  carriers  them- 
selves who  have  those  figures,  and  I  have  no  doubt  would  gladly 
furnish  them. 

But  my  understanding  of  the  situation  is  that  the  movement  of 
tonnage  to  the  coast  is  not  only  eqttal  to  that  of  the  movement  of 
tonnage  to  the  intermountain  points  but  far  exceeds  it.  Let  me  state 
that  the  witness  here  on  the  stand  who  stated  that  the  tonnage  to  the 
coast  was  shown  by  the  carriers  to  be  only  about  one-third  of  the  ton- 
nage to  the  intermediate  towns  not  only  slightly  exaggerated  the 
tonnage  to  the  intermediate  points  but  referred  to  an  exhibit  put  in 
by  the  carriers  at  the  instance  of  Mr.  Thurtell,  in  which  the  carriers 
show  the  respective  movements  of  tonnage  to  California  and  to  west  - 
ern  Oregon  and  Washington,  as  compared  to  the  movement  to  eight 
other  States,  and  eastern  Oregon  and  eastern  Washington :  in  other 
words,  they  took  in  Missouri — most  of  Missouri — Colorado.  Xew 
Mexico,  and  Nebraska.  They  ran  a  line  down  the  middle  of  the 
United  States.  Of  course,  that  is  a  very  large  territory  indeed,  and 
undoubtedly  they  would  continue  to  serve  that  territory  even  if  they 
were  denied  the  privilege  of  meeting  rates  at  the  coast,  because  there 
is  no  water  competition  in  there,  and  those  States  must  depend  on  the 
railroads  for  their  transportation  service:  but  when  you  take  the 
coast  you  will  find  the  coast  tonnage  is  so  large,  no  matter  what  its 
percentage  may  be,  that  the  deprivation  of  the  money  that  they  would 
make  out  of  that  tonnage  is  so  great  that  the  carriers  would  be  in  a 
position  where  they  were  not  making  what  they  are  entitled  to. 

The  Chairman.  How  would  the  carriers  meet  that  condition? 

Mr.  Mann.  How  would  they  meet  that  condition? 

The  Chairman.  Yes. 

Mr.  Manx.  They  would  certainly,  in  my  opinion,  come  to  the  In- 
terstate Commerce  Commission  or  to  such  other  body  as  Congress 
may  constitute  and  show  them  the  facts  and  figures  and  say  to  them, 
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"  Now,  we  must  have  our  constitutional  rights  given  us ;  we  must 
have  a  fair  income  on  the  property  which  is  used  for  the  public  use, 
and  in  order  to  obtain  the  income  it  is  necessary  to  make  higher  rates 
to  the  country. left  to  us." 

The  Vice  Chairman.  If  you  will  pardon  an  interruption,  but  have 
Ave  not  accepted  an  invitation  to  eat  while  Mr.  Thorn  speaks  at  this 
hour  ? 

The  Chairman.  Yes. 

The  Vice  Chairman.  Well.  I  move  that  we  take  a  recess  now  for 
two  hours. 

(Whereupon,  at  12.30  o'clock  p.  m..  a  recess  was  taken  until  2.30 
o'clock  p.  m.  of  the  same  day.) 

AFTER   RECESS. 

The  hearing  was  resumed  at  2.30  o'clock  p.  m.,  pursuant  to  the 
taking  of  noon  recess. 

STATEMENT  OF  MR.  SETH  MANN— Resumed. 

The  Chairman.  You  were  saying  that  if  the  transcontinental  rail- 
ways should  conclude  not  to  meet  the  competition  of  the  waterways, 
by  fixing  lower  rates  for  transcontinental  transportation,  that  the 
effect  would  be  a  large  reduction  in  the  revenue,  and  that  that  would 
be  necessarily  followed  by  an  increase  of  rates  to  the  intermoun- 
tain  region,  in  order  to  enable  these  transcontinental  railways  to  get 
enough  revenue  to  pay  their  operating  expenses  and  taxes,  and  a 
fair  return  upon  their  investment.  Do  you  not  think  that  if  the 
railways  were  practically  to  surrender  to  the  waterways  this  trans- 
portation which  the  latter,  it  seems,  can  conduct  much  more  cheaply 
than  they,  they  would  be  compensated  by  the  local  rates  from  the 
ports  to  the  interior,  because  the  most  of  that  traffic — all  of  it,  in- 
deed, except  that  portion  consumed  at  the  ports  themselves — would 
have  to  be  subjected  to  railway  transportation  in  some  degree  in 
order  to  reach  the  place  where  it  is  to  be  consumed  ?  What  is  your 
view  about  that? 

Mr.  Manx.  To  some  extent  the  increase  in  the  locals  eastbound 
might  compensate  the  carriers,  but  it  would  be  to  a  very  small  extent, 
because  the  carriers  enjoy  that  same  amount  of  back  haul,  distribu- 
tive haul  back  from  the  coast,  now,  and  it  would  not  be  increased; 
that  is  to  say,  if  there  are  10,000,000  tons  of  freight  moving  west- 
bound to  the  coast  cities  now,  it  is  either  consumed  in  the  coast  cities 
or  consumed  in  their  distributive  territory  in  less-than-carload  lots 
distributed  to  the  consumer.  Whether  that  10,000,000  tons  should 
go  by  rail  or  water  would  not  affect  that  distribution. 

The  Chairman.  Do  you  not  think  there  is  a  time  approaching 
when  the  railroad  facilities  of  the  country  will  be  so  inadequate  to 
meet  the  requirements  of  the  country  for  transportation  that  it  will 
be  absolutely  necessary  to  use  to  the  full  the  waterways  facilities? 

Mr.  Mann.  Senator,  of  course,  we  can  only  express  our  opinions  in 
that  regard.  I  have  tried  to  cover  that  in  my  statement  by  saying 
that  we  here  on  the  coast  desire  to  see  the  utmost  efficiency  produced 
in  the  case  of  all  carriers,  whether  by  land  or  by  sea.    If,  however,  the 
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condition  that  yon  suggest  conies  about  and  the  tonnage  is  so  great  as 
to  require  the  services  of  transportation  such  as  would  require  the 
operation  of  the  equipment  of  both  land  and  sea.  taken  at  any  given 
time,  the  result  is  bound  to  be  that  the  increase  of  water  carriage — 
that  is,  ships — will  be  greater  than  the  increase  in  the  capacity  of  rail 
carriers,  because  the  sea  is  free,  while  it  takes  a  billion  dollars  to  con- 
struct a  railway  from  Chicago  to  San  Francisco. 

The  Chairman.  At  present,  how  is  it  with  reference  to  products 
transferred  from  the  ports  of  the  Pacific  to  the  interior;  do  those 
products  come  mainly  from  the  East  or  are  they  the  results  of  pro- 
duction here? 

Mr.  Manx.  From  the  ports  to  the  interior? 

The  Chairman.  From  the  ports  of  the  Pacific  coast  to  the  interior. 

Mr.  Mann.  I  have  not  the  comparative  figures.  Of  course  we  have 
great  imports  from  the  Orient,  which  pass  through  these  entrepot, 
as  Commissioner  Lane  called  them,  silks  and  various  things  from  the 
Orient,  which  may  be  expected  to  increase;  and  then  there  are  large 
shipments  made  from  the  ports  and  also  from  all  other  jobbing 
points  in  California  to-day  of  the  products  of  the  soil  and  of  the 
forests  and  the  ocean,  too,  if  we  think  of  the  canned  salmon,  and 
that  situation  of  rates  on  those  east-bound  products  very  fairly  indi- 
cates the  difference  that  may  properly  exist  between  an  eastbound 
and  a  westbound  rate  or  rate  structure.  It  was  held  very  early  in 
the  work  of  the  Interstate  Commerce  Commission  that  the  measure 
of  a  rate  would  not  be  necessarily  the  rate  in  the  opposite  direction; 
or,  in  other  words,  because  a  rate  westbound  is  a  certain  figure  be- 
tween two  points  the  rate  eastbound  need  not  be  the  same  figure ;  it 
may  be  either  a  lesser  or  a  greater  rate,  the  only  condition  being  it 
must  be  nondiscriminatory. 

So,  in  the  situation  on  the  Pacific  coast,  we  have  an  illustration  of 
a  schedule  or  system  of  rate  making  which  has  been  the  upgrowth 
of  many  years,  which  has  adjusted  itself  to  the  needs  of  the  people 
of  the  United  States — not  only  those  on  the  Pacific  coast,  but  the 
people  of  the  Middle  West  and  the  Buffalo-Pittsburgh,  New  York, 
and  New  England  territories.  It  enables  the  producer  in  California 
not  only  to  sell  in  all  of  the  markets  in  the  United  States  at  the  same 
figure  that  his  neighbor  pays — his  neighbor  in  the  State  of  Cali- 
fornia or  wherever  he  may  be — but  it  also  enables  the  consumers  of 
the  United  States  to  obtain  those  very  necessary  products  at  the  same 
price  that  their  neighbors  obtain  them,  no  matter  how  far  removed 
those  neighbors  may  be.  In  other  words,  it  is  a  rate  that  is  blanketed 
over  the  State  of  California  and  then  over  the  United  States.  It  is 
very  nearly  a  postage-stamp  rate. 

The  Chairman.  I  wish  to  ask  a  question  in  reference  to  that  deci- 
sion of  June  30,  1917.  You  understand  that  that  decision  ignored 
the  contention  of  the  coast  cities  and  was  practically  a  triumph  in 
every  way  for  the  intermountain  region? 

Mr.  Mann.  I  think  I  might  say  absolutely. 

The  Chairman.  It  was  a  triumph  for  them  ? 

Mr.  Mann.  It  certainly  was. 

The  Chairman.  If  that  decision  goes  into  effect,  it  will  involve 
serious  results  to  the  coast  cities,  will  it  not? 

Mr.  Mann.  Certainly. 
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The  Chairman.  Legislation  such  as  the  intermoimtain  region  de- 
mands would  consist  in  striking  out  all  exceptions  to  the  rule? 

Mr.  Mann.  We  are  under  the  absolute  rigid  fourth  section  to-day, 
as  far  as  interstate  commerce  is  concerned,  and  as  soon  as  the  rates 
go  into  effect  there  will  be  no  departure  from  the  fourth  section ;  in 
other  words,  the  absolute  rigid  fourth  section  will  be  in  effect,  and 
there  will  not  be  any  need  for  a  change  in  the  statute.  Those  pro- 
visos in  the  fourth  section,  containing  the  exceptions,  are,  as  far  as 
the  west  coast,  the  Pacific  coast.  States  are  concerned,  meaningless 
as  far  as  any  effect  is  concerned.  But  we  should  add  that  the  tariffs 
involve  rates  as  to  which  we  should  be  left  free  and  entitled  to  pre- 
sent to  the  commission  changed  conditions  as  soon  as  the  ships  return 
to  the  canal,  and  under  those  circumstances  the  rates  on  sea-borne 
good*  will  be  competitive  rates  which  the  carriers  should  be  per- 
mitted to  meet. 

The  Chairman.  You  contend  for  the  present  legislation  upon  the 
ground  that  it  will  enable  the  Interstate  Commerce  Commission  to 
meet  that  future  condition? 

Mr.  Mann.  1  contend  that  the  present  statute,  as  it  now  stands,  is 
sufficient  and  should  be  allowed  to  remain. 

The  Chairman.  And  you  contend  that  the  advantage  of  it  is  that 
it  will  enable  you  to  meet  that  new  condition  or  enable  the  Interstate 
Commerce  Commission  to  meet  that  new  condition? 

Mr.  Mann.  The  Interstate  Commerce  Commission  should  be  in  a 
position  to  afford  relief  to  the  transcontinental  carriers  to  meet  that 
condition  when  it  arises:  and  my  argument  is  that  when  they  are 
thus  enabled  to  meet  those  new  conditions  when  they  arise  it  will  be 
to  the  best  interests  of  the  whole  people  of  the  United  States  rather 
than  to  have  an  absolute  long-and-short-haul  provision — a  rigid 
fourth-section  clause. 

The  Chairman.  1  understood  you  to  say  that  the  result  of  the 
action  in  1910  by  Congress  has  been  to  give  already  to  the  intermoun- 
tain  region  a  reduction  of  rates,  and  that  their  wishes  will  be  fully 
accomplished  if  the  decision  of  June  30,  1917,  goes  into  effect? 

Mi-.  .Manx.  Indirectly,  I  think,  accomplished— »that  is,  a  depres- 
sion of  the  rates  at  the  intermountain  points.  I  do  not  wish  to  be 
understood  as  saying  that  the  passage  of  the  amendment  to  the  fourth 
section  of  June  18,  1910.  instantly  brought  about  or  directly  brought 
about  the  lowering  of  the  rates  at  the  intermediate  or  intermoun- 
tain points,  but  the  indirect  effect  of  placing  within  the  hands  of 
the  commission  the  adjudication  of  this  transcontinental  situation, 
which  had  been  taken  away  from  them  by  the  Alabama-Midland 
case  (168  U.  S.),  that  that  placing  back  into  the  hands  of  the 
commission  of  this  power  resulted  indirectly  in  the  reduction  of  those 
rates  to  the  intermountain  points;  and  then,  after  the  decision  of  the 
United  States  Supreme  Court  came  down  in  1914.  upholding  the 
decision  of  the  commission  in  the  intermountain  rate  cases,  that 
resulted  in  the  reduction  of  the  intermountain  rates,  and  that,  again, 
was  by  way  of  indirection,  because  it  was  the  result  of  a  decision  of 
the  commission,  and  not.  you  may  say,  directly  the  result  of  the 
statute,  and  between  that  time  a  number  of  voluntary  adjustments 
have  been  made,  all  of  which  lowered  rates  westbound  to  the  inter- 
mediate and  intermountain  points. 
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Now,  then,  as  far  as  the  second  pari  of  vour  Question  is  concerned. 
as  to  whether  the  intermountain  points  will  have  received  all  of  the 
relief  they  have  ever  claimed  when  this  decision  of  June  30,  1(.>17. 
is  carried  out  through  the  proper  processes  of  the  Interstate  Com- 
merce Commission,  I  say.  as  I  understand  it,  yes:  absolutely  every- 
thing that  they  have  ever  claimed  will  he  granted,  and  there  will  be 
no  departures  to  the  fourth  section,  and  the  rates  to  the  coast  will 
not  be  any  less  than  the  rates  to  the  intermountain  points,  and  in 
some  cases  the  coast  rates  will  be  higher. 

As  far  as  the  eastbound  situation  is  concerned,  we  have  never  heard 
of  any  complaints  from  the  intermountain  points  in  that  regard. 
They  have  never  filed  any  complaints;  in  fact,  there  is  nothing  to 
complain  about,  because  there  i--  no  departure  from  the  fourth  section 
except  in  the  case  of  rates  via  the  Gulf,  which,  under  a  recent  deci- 
sion, were  permitted  to  he  put  in  from  the  Pacific  coast  ports  to  the 
Atlantic  coast  ports  at  less  rates  than  to  the  intermediate  points,  and 
in  that  case,  although  there  was  no  complaint  from  the  intermoun- 
tain points,  because  they  were  not  affected  by  those  rates,  neverthe- 
less the  commission  took  jurisdiction  of  those  rates  and  ordered  com- 
pliance with  the  fourth  section,  for  the  same  reason  and  on  the  same 
grounds  as  they  are  ordering  compliance  in  the  westbound  rate-. 
namely,  because  of  the  interruption  of  shipments  through  the  canal. 

Mr.  Stms.  Mr.  Mann,  if  I  understood  you  correctly,  in  giving  a 
history  of  this  matter  yon  stated  that  the  Interstate  Commerce  Com- 
mission had  filed  before  it  about  10.000  applications.  Did  you  mean 
applications  covering  about  10,000  rate-  \ 

Mr.  Mann.  Xo.  sir:  probably  covering  about  a  million  rates — ■ 
10,000  separate  applications. 

Mr.  Sims.  Ten  thousand  separate  applications  filed  before  the 
commission  ? 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  Filed  by  the  railroads  asking  that  the  rates  they  then 
had  in  existence,  which  would  be  interfered  with  by  the  fourth  sec- 
tion as  amended,  be  changed  so  as  to  comply  with  the  provisions 
of  the  fourth  section:  in  other  words,  they  complied  with  the  order 
and  made  applications  touching  10,000  rates 

Mr.  Mann.  Ten  thousand  adjustments. 

Mr.  Sims.  My  recollection  is  that  you  stated  that  the  fourth  section 
w  as  attacked  by  a  suit  in  court  by  the  railroad  companies,  contending 
that  it  was  not  constitutional  and  void. 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  And  that  during  the  pendency  of  that  suit,  the  Inter- 
state Commerce  Commission  ceased  to  investigate  or  abated  their 
investigation  of  these  10,000  proposed  adjustments  until  that  suit 
was  decided.    Is  my  recollection  correct  about  that  \ 

Mr.  Mann.  I  think  I  stated. that.    If  I  did  not.  it  is  true. 

Mr.  Sims.  When  that  -nit  was  brought,  was  the  commission  en- 
joined from  action  in  that  matter;  was  there  a  restraining  order  is- 
sued preventing  the  commission  from  considering  applications? 

Mr.  Manx.  Not  from  considering  these  other  applications. 

Mr.  Sims.  I  mean  the  10.000  applications. 

Mr.  Mann.  Xo.  sir. 

Mr.  Sims.  There  was  no  restraining  order? 
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Mr.  Mann.  No,  sir. 

Mr.  Sims.  Well,  why  did  the  commission  cease  to  consider  those 
applications  during  those  three  years? 

Mr.  Mann.  In  the  first  place,  I  would  not  undertake  to  say  that 
they  ceased  consideration  of  all  or  any  of  them.  I  do  not  know,  but 
that  is  my  understanding.  But  certainly  the  reason,  and  a  very 
proper  reason,  for  them  not  to  proceed  to  consider  the  10,000  appli- 
cations was  that  it  might  be  a  useless  waste  of  time,  if  the  Supreme 
Court  of  the  United  States  should  decide  that  those  provisions  of 
the  fourth  section  were  illegal  and  unconstitutional,  and  that  the 
commission  had  no  jurisdiction  at  all  to  make  any  decision  what- 
soever in  the  long  and  short  haul  cases. 

Mr.  Sims.  Is  it  not  a  fact  that  nearly  all  substantive  legislation 
affecting  the  carriers  is  litigated  as  a  rule;  in  other  words,  it  is  con- 
tested  through  the  courts  as  to  the  power  of  the  commission  or  the 
constitutionality  of  the  act?  Xow,  what  struck  me  as  strange  was 
that  an  administrative  body,  directed  by  Congress  to  do  a  certain 
thing,  should,  of  its  own  motion,  without  any  restraining  order  from 
a  court,  cease  to  execute  the  order  under  the  idea  that  possibly  the 
act  itself  was  unconstitutional.  I  did  not  know  that  the  commission 
was  clothed  with  judicial  powers  to  determine  the  constitutionality 
of  any  act  passed  by  Congress. 

Mr.  Manx.  They  do  not.  They  assume  that  an  act  is  constitu- 
tonal. 

Mr.  Sims.  Then  I  do  not  understand  there  inactivity  in  this  re- 
gard. 

Mr.  Mann.  I  made  that  statement  based  on  a  statement  made  to 
me  by  an  attorney  either  for  the  Government  or  for  the  commission. 

Mr.  Sims.  Oh.  I  am  not  questioning  the  accuracy  of  your  state- 
ment. 

Mr.  Mann.  I  do  not  want  to  make  it  as  an  absolute  statement,  be- 
cause it  was  simply  information  to  me,  but  I  do  want  to  say  that 
I  think  it  would  be  most  wise  indeed  for  any  administrative  body 
or  anyone  else  to  wait  the  decision  of  a  number  of  cases,  when  the 
subject  matter  or  the  constitutionality  of  the  act  under  which  the 
body  was  to  proceed  was  up  for  decision  before  the  tribunal  of  last 
appeal  in  this  country. 

Mr.  Sims.  This  section  of  the  statute  provides  that  no  greater  rate 
shall  be  charged  for  a  shorter  than  for  a  longer  distance  over  the 
same  line  in  the  same  direction.  That  was  the  normal  legislative 
requirement. 

Mr.  Mann.  I  can  not  agree  with  you  in  that. 

Mr.  Sims.  That  was  the  statute;  then  there  were  provisos  added 
making  exceptions,  and  any  persons  affected  by  it,  in  order  to  avail 
themselves  of  not  being  bound  by  that  act,  must  show  themselves 
as  being  within  the  exceptions;  in  other  words,  the  thing  they  ask 
to  do  is  the  exception. 

Mr.  Mann.  I  can  not  agree  that  that  is  a  normal  condition.  If  you 
will  read  the  statute  as  it  was  originally  enacted 

Mr.  Sims.  I  am  talking  about  the  section  as  it  now  exists.  It  pro- 
vides positively  what  shall  and  what  shall  not  be  done,  but  further 
provides  that  in  exceptional  cases  the  commission  may  authorize 
different  action. 
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Mr.  Manx.  I  understood  you  to  use  the  phrase  kv  it  was  a  normal 
legislative  condition." 

Mr.  Sims.  I  mean  the  legislation  was  thai  they  could  not  charge 
more  for  a  short  haul  than  for  a  longer  haul  over  the  same  line  in  the 
same  direction. 

Mi-.  Manx.   J  differ  from  you  in  that.     The  original  one  said 

Mr.  Sims.  I  know;  it  said  "under  similar  circumstances  and  con- 
ditions." 

Air.  Manx.  The  original  statute  used  the  words  "under  similar 
circumstances  and  conditions'*  and  provided  that  in  exceptional 
cases,  after  a  hearing  before  the  Interstate  Commerce  Commission, 
the  commission  might  permit  exceptions  in  practically  the  same  wax- 
as  contained  in  the  present  amendment.  So  the  normal  legislative 
condition  was  the  proviso  authorizing  exceptions  from  the  long-and- 
short-haul  clause. 

Mr.  Sims.  And  the  proper  action,  it  seems  to  me.  would  he  that 
the  commission  should  make  an  investigation,  and  in  all  cases  where 
it  should  not  appear  to  the  public  interest,  or  for  some  good  reason 
wherein  they  might  decide  that  a  change  or  an  exception  was  not 
proper,  they  should  provide  that  the  carriers  should  not  charge  any 
more  for  a  short  haul  than  for  a  long  haul.  The  statute  reads  plainly 
as  to  what  they  shall  do,  but  makes  an  exception.  The  general  law 
is  now  that  they  shall  not  charge  more  for  the  short  haul  than  for 
the  long  haul  where  it  is  in  the  same  direction  over  the  same  line. 

Mr.  Mann.  I  do  not  conceive  it  that  way. 

Mr.  Sims.  1  wanted  to  understand  your  view  about  the  matter. 
Now,  these  10,000  applications,  being  for  exceptional  cases,  can  only 
be  authorized,  to  be  continued  in  effect,  by  special  action  of  the  com- 
mission. The  fact  that  the  commission  should  undertake  to  treat  the 
exceptions  as  the  general  rule  instead  of  otherwise  is  something 
which  I  do  not  clearly  understand. 

Mr.  Mann.  I  suppose  this  is  a  rule  that  is  proved  by  the  excep- 
tions. The  exceptions  to  the  rule  are  so  numerous  as  to  constitute 
quite  a  bulwark  to  that  position.  I  do  not  know  how  many  there 
are,  but  I  should  undertake  to  say  there  are  thousands  of  just  such 
exceptions  as  that  in  the  State  of  California  permitted  by  the  Cali- 
fornia 'commission,  and  yet  we  have  substantially  the  same  statute. 

Mr.  Sims.  Your  contention  is,  as  I  understand  it.  that  inasmuch 
as  the  interruption  through  the  canal  is  temporary  that  there  should 
be  no  readjustment  of  rates  based  on  that  temporary  condition. 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  And  therefore  you  do  not  think  that  it  was  wise  for  the 
Interstate  Commerce  Commission  to  do  what  it  ordered  clone  by  its 
order  of  June  30,  1917. 

Mr.  Mann.  Yes,>sir;  I  concur  with  Mr.  Commissioner  Harlan  in 
his  dissenting  opinion. 

Mr.  Sims.  You  agree  with  him  ? 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  One  of  the  reasons  you  had  in  mind.  I  suppose,  is  that 
if,  while  this  traffic  through  the  canal  is  temporarily  interrupted,  an 
adjustment  of  rates  is  established  throughout  the  entire  country, 
intermountain  and  intercoastal,  that  after  business  has  adjusted  itself 
to  such  a  rate  structure,  then  it  will  be  about  as  difficult  to  change 
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the  attitude  and  change  the  rates  when  normal  conditions  have  been 
restored  as  it  has  been  to  change  the  rates  in  this  particular  instance; 
in  other  words,  may  bring  about  a  further  disturbance.  And  do  you 
coast  people  not  also  have  an  apprehension  that  if  the  rates  are  once 
changed  they  will  always  remain  in  that  condition? 

Mr.  Manx.  Xo.  sir. 

Mr.  Sims.  That  is.  after  the  fourth  section  is  put  in  full  force  and 
effect,  after  it  has  been  in  full  force  and  effect  two  or  three  years, 
the  Interstate  Commerce  Commission  will  be  slow  to  change  it  and 
put  it  back  where  it  was  \ 

Mr.  Manx.  I  have  no  reason  to  fear  that.  The  commission  itself 
invites  the  railroad  companies,  in  their  opinion,  to  come  to  them 
when  that  change  is  made.  If  you  will  permit  me  to  say  it,  the 
commission  said  in  that  last  opinion  (46  I.  C.  C,  p.  236),  reading 
from  page  ii76: 

When  the  water  competition  again  becomes  sufficiently  controlling,  in  the 
judgmenl  of  the  carriers  to  necessitate  a  reduction  of  the  rates  to  the  roast 
cities  io  a  lower  level  than  can  reasonably  be  applied  at  the  intermediate  points, 

the  carriers  may  bring  the  matter  to  our  attention  for  such  relief  as  the  cir- 
cumstances may  justify. 

Mr.  Sims.  They  could  have  done  that  without  that  being  stated 
there.  They  can  make  an  application  at  any  time  to  change  the 
rates. 

Mr.  Mann.   We  might  construe  it  a  courteous  invitation. 

Mr.  Sims.  But  when  the  rates  are  established  all  over  the  inter- 
mountain  country  in  accordance  with  the  fourth  section,  without 
any  exceptions  and  business  adjusts  itself  to  that  condition  and  con- 
tinues for  four  orfive  years,  will  it  not  be  more  difficult  to  go  back 
to  present  conditions  than  if  they  had  never  left  the  present  con- 
ditions, because  being  temporary  now 

Mr.  Mann.  Xo:  and  I  will  tell  you  why.  As  soon  as  these  new 
conditions  we  are  talking  about  come  about,  the  war  having  ceased, 
the  port  cities  will  immediately  begin  to  bring  in  the  goods  by  water 
on  ships  through  the  canal — all  the  supplies  that  they  need — and 
there  is  nothing  that  is  manufactured  in  our  part  of  the  country 
that  can  not  be  obtained  from  the  manufacturers  of  the  Atlantic 
coast,  and  it  is  the  Atlantic  coast  primarily,  of  course,  that  will  be 
interested  in  the  shipping  to  the  Pacific  coast — accordingly,  in- 
stantly that  will  take  place — and  it  will  instantly  begin  to  move  our 
goods  by  the  efficient  method  of  the  sea,  and  by  the  low  rates  that 
will  prevail  by  the  sea.  Under  those  circumstances,  the  situations 
we  have  described  must  happen  one  wa}T  or  the  other.  If  Congress 
in  its  wisdom  concludes  to  retain  this  fourth  section  as  it  is,  an 
appeal  will  be  made  to  the  Interstate  Commerce  Commission,  and 
the  Interstate  Commerce  Commission  assures  the  transcontinental 
carriers  that  they  will  act  with  great  promptness 

Mr.  Sims.  Xo:  that  they  will  consider  it.  As  you  read  it  I  did  not 
understand  that  the  commission  made  any  statement  that  they  would 
do  any  more  than  consider  it. 

Mr.  Mann.  Those  are  the  words  in  the  opinion;  they  will  act 
as  promptly  as  possible.    The  commission  says : 

It  is  not  our  purpose  to  put  upon  the  carriers  any  undue  hardship  *  *  * 
will  he  disposed  of  with  such  celerity  as  the  circumstances  will  permit. 

Mr.  Sims.  It  does  not  say  how  they  will  dispose  of  it.  If  that 
opinion  had  said  that  this  order  was  only  to  last  during  the  absence 
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of  water  competition  through  the  canal  and  later  automatically  to 
be  restored  upon  restoration  of  the  water  competition.  I  could'  see 
then  that  would  be  very  effective.  But  anyway,  your  idea  is  this  be- 
ing a  temporary  matter  that  you  should  not  adjust  your  rate  struc- 
ture practically  to  a  temporary  standpoint  and  then  take  the  chances 
of  getting  back  to  what  you  think  should  he  the  situation. 

Mr.  Mann.  And  thus  have  two  traffic  revolutions. 

Mr.  Sims.  There  have  been  several  applications  on  the  part  of  the 
railroads  to  increase  rates  on  account  of  the  present  high  prices  of 
labor  and  material,  which  are  due  alone  to  the  existence  of  the  war, 
and  as  soon  as  the  war  is  over  we  will  naturally  expect  them  to  be 
greatly  reduced.  They  asked  for  an  increase  of  rates  on  account  of 
a  temporary  condition.  Would  you  think  that  the  Interstate  Com- 
merce Commission,  if  it  now  gives  an  increase  in  rates  due  to  the  tem- 
porary war  prices,  should  feel  under  the  same  obligation  they  seem  to 
express  themselves  in  that  opinion,  to  reduce  those  same  rates  when 
the  war  ceases  to  affect  the  cost  of  labor  and  supplies  \ 

Mr.  Manx.  You  are  asking  for  my  attitude  in  the  15  per  cent  cases. 
T  attended  all  those  hearings 

Mr.  Sims.  There  is  another  application. 

Mr.  Mann.  Yes;  there  is  another  application  now  pending  on  the 
part  of  the  eastern  carriers.  The  southeastern  carriers  and  the  south- 
western carriers  have  not  yet  joined.  I  must  make  some  qualifica- 
tion of  my  opinion  in  order  to  be  understood.  I  am  absolutely  op- 
posed to  any  horizontal  or  percentage  increase  in  rates  because  it 
disturbs  all  rate  relationships.  The  moment  you  take  any  parallel 
advance,  I  do  not  care  whether  it  is  an  import  tariff  or  taxes,  or  any- 
thing else,  you  increase  the  disadvantages.  The  further  distant 
points  must  suffer.  That  is  the  objection  to  the  3  per  cent  tax  on 
freight  bills.  Instead  of  making  the  tax  per  100  pounds,  no  mat- 
ter what  the  distance  may  be,  where  everybody  would  be  taxed 
equally,  it  is  made  on  a  percentage  basis  and  is  applied  in  such  way 
that  when  it  is  applied  to  the  man  with  a  short  haul  his  taxation  does 
not  anywhere  nearly  compare  with  the  man  who  has  a  long  haul,  and 
when  you  advance  rates  horizontally  15  per  cent  it  works  out  the 
same  way. 

But,  coming  to  the  main  proposition,  as  to  whether  or  not  the  car- 
riers should  be  entitled  to  an  increase  in  their  rates  on  the  ground 
of  an  increase  in  the  cost  of  materials  and  service  which  they  are 
obliged  to  buy,  I  say  there  is  no  question  but  that,  if  they  make 
that  proof,  they  are  entitled  to  a  proper  increase,  preserving,  of 
course,  the  relationship  of  the  rates.  Now,  as  to  its  temporary  char- 
acter, no  one  can  tell;  that  is  to  say,  we  can  not  tell  how  long  these 
conditions  of  high  prices  are  going  to  continue.  They  may  continue 
for  a  long  time  after  the  war,  but  that  is  not  the  case  with  respect 
to  the  Panama  Canal  and  the  operation  of  ships  through  it.  It  is 
absolutely  certain  that  as  soon  as  the  war  ends,  or  very  shortly  after- 
wards, the  shipping  through  the  canal  will  be  resumed,  and  nobody 
denies  that  as  far  as  I  know. 

Mr.  Sims.  My  idea  was.  it  was  your  opinion — and  I  am  not  con- 
troverting it — that  to  remove  a  temporary  trouble  that  the  remedy 
should  be  only  temporary,  and  if  you  increase  rates  to  cover  a  war 
condition  that  they  should  be,  if  possible,  reduced  to  the  peace  level 
when  the  war  ceases. 
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Now,  if  it  is  necessary  for  this  adjustment  of  rates  to  exist  in  the 
intermountain  territory  now,  when  the  canal  is  in  full  operation,  to 
apply  as  a  practical  remedy  a  rule  of  action  that  depends  entirely 
on  a  temporary  condition,  it  strikes  me  as  not  logical,  and  it  seems 
to  me  the  result  will  be,  if  you  once  get  your  intermountain  rates 
regulated  to  the  fourth  section,  without  applying  any  exceptions, 
and  that  if  they  once  get  a  15  per  cent  rate  increase,  that  it  will  be  a 
long  time  before  you  will  be  able  to  get  the  rates  back  to  their  former 
adjustment. 

Mr.  Manx.  If  that  is  the  case,  there  will  be  a  great  many  more 
ships  moving  through  the  canal,  much  to  the  delight  of  the  coast 
cities. 

Mr.  Sims.  Suppose  this  exception  were  made  only  to  freight  com- 
ing through  the  canal  to  the  coast  ports,  and  then  let  the  normal 
rate  apply  on  goods  shipped  from  the  ports  into  the  interior,  what 
do  you  think  of  that '.  In  other  words,  if  the  railroads  are  receiving 
compensation  for  services  which  they  do  not  perform;  that  is.  you 
scud  something  from  New  York  to  Salt  Lake  City  and  they  get  paid 
for  an  800-mile  haul  they  do  not  perform 

.Mr.  Manx.  I  heard  that  spoken  of  by  the  man  from  Salt  Lake 
City,  hut  I  do  not  think  that  is  a  fact. 

Mr.  Sims.  Now.  then,  if  the  freight  instead  of  going  to  Salt  Lake 
City  by  rail  had  gone  through  the  canal  and  come  around  to  San 
Francisco,  and  then  the  railroad  takes  it  up  and  carries  it  from  San 
Francisco  to  Salt  Lake  City,  the  railroads  would  have  performed 
the  service  and  should  he  paid  for  it.  and  1  naturally  suppose  that 
the  rail  rate  would  he  added  to  the  Panama  Canal  rate  that  the  mer- 
chant pays.  I  can  see  DO  injustice  in  that,  hut  I  do  think  that  it  is 
unjust  for  the  interior  places  to  pay  for  a  service  of  several  hundred 
miles  that  the  railroads  do  not  perform. 

Mr.  Manx.  That  is  a  common  belief,  but  it  is  wrong.  Nearly 
everyone  that  approaches  this  subject  approaches  it  with  that  erro- 
neous idea.  They  say  that  if  a  railroad  can  carry  100  pounds  of  any 
freight  from  New  Fork  to  San  Francisco  for  a  dollar,  why  can  not 
it  carry  it  for  a  dollar  to  a  place  several  hundred  miles  inland? 
Then  comes  this  talk  of  a  back  haul,  as  though  the  railroads  carry 
the  freight  back  from  San  Francisco  to  Eeno  or  Fresno,  and  they 
say  that  when  the  railroads  do  not  perform  a  service,  they  have 
no  right  to  receive  a  charge  for  the  service  which  they  do  not  per- 
form, but  unfortunately  for  the  man  who  advances  that  proposition, 
they  do  not  do  that.  The  back-haul  charge,  as  it  is  called,  is  not  a 
charge  at  all.     It  should  not  be  called  a  back-haul  charge. 

Mr.  Sims.  You  mean  there  is  no  back  hauling  done? 

Mr.  Mann.  No,  sir;  the  railroads  do  not  receive  any  back-haul 
charge.  The  fact  of  the  matter  is  that  the  local  from  the  port  to  the 
interior  points  is  a  part  of  the  measure  of  competition  by  water 
which  the  carriers  meet  at  that  point.  For  example,  suppose  we 
take  100  pounds  of  freight,  which  moves  here  by  water  at  a  cost  of  $1. 
It  is  landed  at  San  Francisco,  and  you  pay  $1  for  getting  it  there  by 
water,  and  then  you  ship  it  to  Fresno,  and  you  pay  50  cents  to  get  it 
there,  and  your  total  freight,  water  and  rail,  is  $1.50.  Now,  the  rate 
of  the  rail  carrier  to  Fresno,  for  instance,  is  $2,  and  the  Interstate 
Commerce  Commission  has  found  that  that  is  a  fair  and  reasonable 
rate  on  the  straight  haul  to  Fresno.     Very  well.     What  is  the  com- 
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petition  by  water  that  the  carrier  meets  at  San  Francisco  on  the  one 
hand  and  at  Fresno  on  the  other?  At  San  Francisco  it  is  $1,  and 
at  Fresno  it  is  $1.50.  and  he  must  meet  that  competition  by  establish- 
ing rates  which  will  take  that  traffic  or  let  it  go  by  water.  An. I  so 
it  goes  on.  Your  rate  is  nothing  more  than  a  measure  of  the  compe- 
tition the  carrier  meets,  until  you  go  back  far  enough  to  where  the 
lower  rate  meets  the  reasonable  rate  coming  from  the  other  direction. 
Do  I  make  myself  clear? 

Mr.  Sims.  You  have  made  yourself  very  clear  all  the  way  through, 
as  far  as  that  is  concerned.  When  we  get  a  man  who  can  give  us  in- 
formation, I  have  always  thought  that  perhaps  it  is  well  to  examine 
him  with  a  view  to  bringing  out  all  the  information  he  has. 

Yon  spoke  in  very  commendatory  term-  of  the  State  commission 
laws  of  this  State  and  of  the  way  in  which  they  are  administered. 
Do  you  not  think  it  is  to  the  interest  of  California  to  maintain  such 
a  commission  and  such  laws  as  it  administers '. 

Mr.  Mann.  Certainly,  sir:  without  any  question. 

Mr.  Sims.  Xow,  if  it  is  good  for  California,  would  it  not  be  good 
for  every  State  in  the  Union  to  have  such  a  law  and  such  men  to 
administer  it? 

Mr.  Mann.  I  think  that  is  substantially  the  case  in  every  State  in 
the  United  States  that  has  laws  somewhat  similar  to  our  laws.  Of 
course,  I  have  in  mind,  when  I  say  this,  the  very  large  part  of  the 
duties  performed  by  the  commission  other  than  railroad  matter-. 
Not  more  than  one-fifth  of  their  duties  are  concerned  with  railroads, 
and  I  have  no  doubt  a  very  smaller  fraction  than  that  won  Id  be  the 
correct  figure. 

Mr.  Sims.  I  have  reference  to  nothing  but  railroads,  of  course. 
Now,  do  you  or  not  think  or  believe  that  if  every  State  in  the  Union 
had  a  railroad  commission  law,  as  far  as  it  affects  railroads,  affecting 
intrastate  transportation,  that  it  would  be  to  the  public  interest  of 
the  State  to  have  such  a  regulation? 

Mr.  Mann.  Do  you  mean  do  I  not  think  it  would  be  to  the  advan- 
tage of  the  State  to  have  a  law  similar  to,  or  as  good  as,  the  law  of 
California  and  an  administrative  body  as  good  as  ours — to  have  that 
in  every  State  in  the  Union? 

Mr.  Sims.  Would  it  not  be  in  the  interest  of  the  public? 

Mr.  Mann.  That  is  purely  a  question  of  policy.  I  believe  if  you 
had  such  a  situation  as  that  that  the  difficulties  that  confront  the 
carriers  now  would  not  be  so  grave  as  perhaps  at  the  present  time; 
but  even  then  the  conditions  I  have  named,  namely,  the  different 
State  commissions,  coming  to  different  conclusions  with  reference  to 
systems  of  rates,  which  should  be  unified,  particularly  the  interstate 
rates,  rates  which,  if  not  unified,  create  discriminatorysituationsas 
between  one  State  and  another  State,  bringing  about  more  and  more 
the  necessity  of  these — I  think  I  am  not  overstating  it— these  com- 
plicated cases  under  the  Shreveport  power  that  are  making  their 
way  gradually  and  slowly,  in  the  reasonable  handling  of  the  law,  to 
the" United  States  Supreme  Court  for  ultimate  decision 

Mr.  Sims.  What  I  have  in  mind 

Mr.  Mann.  In  this  last  case,  you  remember,  they  found  a  part  of 
a  judgment  of  the  Supreme  Court  of  the  State  of  South  Dakota  valid 
and  another  part  invalid. 
117900— 19-— voi,  3 22 
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Mr.  Sims.  No  one  believes  more  strongly  than  I  do  in  the  unifica- 
tion of  service,  and  especially  interstate;'  but  we  are  dealing  with 
States  that  are  sovereign  in  some  respects,  and  also  with  the  Na- 
tional Government.  You  have  spoken  so  highly  of  the  State  law  of 
California  and  of  the  State  commission  that  I  inferred  from  your 
remarks  that  such  a  condition  in  every  State  in  the  Union  would  be 
manifestly  in  the  public  interest,  and,  therefore,  that  you  would  not 
want  any  general  legislation  which  would  destroy  this  instrumen- 
tality. 

Mr.  Manx.  The  difficulty  there  is  even  if  we  had  such  a  situation — 
and  perhaps  we  have,  and  perhaps  I  am  wrong  when  I  think  we  have 
not  in  every  respect 

Mr.  Sims.  I  think  }rou  are  right  about  the  California  commission 
from  what  I  know  of  it. 

Mr.  Mann.  Supposing  that  is  the  ease.  We  have  even  there  to 
postulate  this  so-called  coordination  between  the  State  commissions 
on  the  one  hand  and  the  Interstate  Commerce  Commission,  and  I  am 
fully  in  accord  with  the  statements  of  Commissioner  Edgerton  that 
that,  to  all  intents  and  purposes,  is  a  meaningless  word. 

Mr.  Sims.  Is  it  not  practically  the  fact  that  intrastate  commerce 
and  interstate  commerce  are  so  interrelated  and  so  easily  affected  that 
you  can  not  entirely  separate  them  in  the  effect  which  they  may  have 
one  upon  the  other? 

Mr.  Mann.  You  mean  there  is  no  State  rate  which  does  not  on 
occasions  have  some  effect  on  the  interstate  rate? 

Mr.  Sims.  Yes. 

Mr.  Mann.  Yes,  sir;  I  think  that  is  true. 

Mr.  Sims.  Since  we  have  48  States  regulating  intrastate  commerce 
and  the  Federal  Government  regulating  interstate  commerce,  do  you 
not  think  that  there  will  be  some  conflict  between  the  State  govern- 
ments and  the  national  body  ? 

Mr.  Mann.  It  seems  to  me  it  is  inevitable. 

Mr.  Sims.  Suppose  we  adopt  this  proposition,  which  has  been  put 
forth  by  the  railroad  executives — that  you  have  one  United  States 
commission  with  a  lot  of  regional  commissions  and  commissioners — 
and  I  believe  you  thought  there  should  be  a  man  from  each  State  on 
the  regional  commissions  with  the  power  of  appeal  from  the  regional 
to  the  principal  or  central  commission,  to  be  located  at  Washington, 
that  would  not  deprive  a  State  commission  of  any  power  that  it  can 
now  constitutionally  exercise,  would  it? 

Mr.  Mann.  I  can  not  see  that  it  would. 

Mr.  Sims.  Then  you  would  get  away  from,  at  least  to  some  extent, 
this  conflict? 

Mr.  Mann.  In  this  section  I  can-not  see  that  it  would,  because  Con- 
gress has  power  to  regulate  intrastate  rates  now,  in  so  far  as  they 
affect  interstate  commerce.  Until,  of  course,  Congress  acts  the  States 
are  within  their  rights  in  acting  on  those  matters. 

Mr.  Sims.  Do  you  think  they  are?  You  just  admitted,  though,  that 
you  did  not  see  how  they  could  keep  from  affecting  interstate  rates, 
and,  therefore,  the  logical  result  is  that  the  national  power  will 
absorb  all  power  to  regulate  intrastate  and  interstate  commerce.  Do 
you  not  think  that  is  logical  ? 

Mr.  Mann.  I  think  so. 
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The  Vice  Chairman.  1  hope  you  will  lei  me  suggest  right  there 
that  intrastate  business,  after  all,  is  whatever  Congress  leaves  after 
it  has  regulated  interstate  commerce,  and  ultimately  it  will  be  very 
little,  and  State  sovereignty  does  not  cut  much  shine  now  in  a  situa- 
tion wherever  the  Government  undertakes  to  exercise  its  three  pow- 
ers, over  the  post  office,  commerce,  and  the  Army  and  Navy. 

Mr.  Sims.  Suppose  we  had  just  such  a  law  i'n  force  as  proposed 
by  the  railroad  executives,  and  the  State  of  California  in  its  own 
right  builds  a  railroad  at  its  own  cost  from  here  to  Los  Angeles. 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  And  operates  it  absolutely  free  from  any  freight  rate 
at  all,  but  lets  the  public  taxpayer  pay  it,  would  not  that  be  a  valid 
act  on  the  part  of  the  State  of  California  a-  far  as  the  National  Gov- 
ernment is  concerned? 

Mr.  Mann.  Yes.  sir. 

Mr.  Sims.  And  if  the,  State  has  that  power  within  its  own  bor- 
ders as  will  not  only  affect  its  own  traffic  but  interstate  commerce, 
then  why  has  it  not  a  less  power,  or  a  power  growing  out  of  that 
power,  to  appoint  an  agency  to  do  that  which  it  can  do  itself? 

Mr.  Mann.  We  must  take  a  further  step  together,  Judge,  and 
that  is  this,  that  we  will  say  that  the  State  has  undoubtedly  the 
power  to  oAvn  and  construct  its  own  road,  but  that  it  can  not  have 
by  means  of  that  power  or  any  other  power  the  right  to  overstep  the 
perfectly  complete  power  which  the  States  have  given  to  Congress, 
the  United  States  Government,  of  the  control  of  interstate  com- 
merce, and  therefore  Congress  would  have  control  of  any  rates  on 
such  a  railroad  as  far  as  they  affect  interstate  commerce. 

Mr.  Sims.  You  mean  they  could  control  it  as  far  as  it  affected 
ocean  transportation  ? 

Mr.  Mann.  If  it  affected  interstate  commerce. 

Mr.  Sims.  The  ocean  carriers  are  carrying  freight  from  Oregon 
and  "Washington  down  through  the  canal  to  the  eastern  coast 

Mr.  Mann.  I  think,  so  far  as  the  western  coast  is  concerned,  that 
it  might  turn  out,  possibly,  that  that  rate  did  not  affect  interstate 
commerce. 

The  Vice  Chairman.  The  Federal  power  reaches  not  only  com- 
merce between  the  States,  but  among  the  Indian  tribes  and  with 
foreign  nations. 

Mr.  Mann.  Yes,  sir. 

Mr.  Sims.  Your  idea  is  that  Los  Angeles  and  San  Francisco  are 
in  the  same  State 

Mr.  Mann.  That  might  not  affect  interstate  or  foreign  commerce. 
I  can  not  conceive  that  the  rate  from  San  Francisco  to  Los  Angeles 
ordinarily  on  freight  matters  would  affect  an  interstate  rate  or  in- 
terstate commerce  in  any  way.  If  it  did,  however,  it  would  be 
within  the  control  of  Congress. 

Mr.  Sims.  The  very  fact  that  you  admit — I  am  not  controverting 
your  position  about  it — that  when  Congress  does  act  the  States  have 
nothing  to  do  with  it  would  seem  to  answer  the  question,  but  as  a 
matter  of  fact  the  States  elect  Senators  and  Congressmen,  and  these 
men  elected  by  the  States  would  be  very  slow  in  exercising  a  power 
which  would  take  away  from  the  States  which  elected  them  this 
power.     Is  not  that  true  '. 
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Mr.  Manx.  You  mean,  do  I  not  think  that  the  Congressmen 
elected  from  the  States  will  be  a  little  slow,  in  conferring  this  power, 
to  take  this  power  awav  from  the  States  from  which  they  come? 

Mr.  Sims.  Yes. 

Mr.  Manx.  Yes,  sir:  in  fact,  I  think  this  is  a  piece  of  legislative 
thought  that  can  not  be  taken  up  too  soon  and  understood  by  the 
people  throughout  the  United  States.  If  you  ask  my  opinion  about 
it,  I  think  it  will  be  years  before  public  ownership  can  be  brought 
about  or  this  Federal  incorporation  of  railroads  be  brought  about. 

Mi-.  Sims.  Notwithstanding  cogent  reasons  may  be  urged  in  favor 
of  it? 

Mr.  Mann.  That  is  perhaps  one  of  the  difficulties  of  the  very  dis- 
tinguished Government  under  which  we  live.  As  you  know,  J.  J. 
Bryce  said,  "The  thing  the  Englishman  does  not  understand  is 
the  American's  double  loyalty,  his  loyalty  to  his  National  Govern- 
ment and  his  loyalty  to  his  State." 

Mr.  Sims.  Then  you  think  it  would  be  practically  impossible  to 
enact  this  legislation  ? 

Mr.  Mann.  No,  sir;  because  I  have  seen  legislation  come  to  pass 
thai  was  nor  dreamed  of  four  or  five  years  ago.  I  believe  we  are 
living  in  a  time  of  economic  extremes,  and  perhaps  the  existence  of 
this  European  war  will  open  some  eyes  that  have  been  closed  to  what 
we  call  constructive  legislation. 

Mr.  Sims.  If  the  proposition  was  left  to  the  voters  of  California 
as  to  whether  they  would  be  willing  to  adopt  any  scheme  of  legisla- 
tion that  would  mean  the  turning  over  to  the  National  Government 
the  entire  right  to  control  these  affairs  within  its  borders,  do  you 
think  you  could  get  many  votes? 

Mr.  Mann.  No,  sir. 

Mr.  Sims.  Therefore  it  looks  to  me  thoroughly  impracticable  to 
try  to  do  something  that  the  people  will  not  stand  for  in  advance. 

Mr.  Mann.  At  this  moment,  yes;  but  the  people  may  become  edu- 
cated in  time  to  an  understanding  of  this  situation  and  to  the  desira- 
bility of  simplification  and  unification  of  our  railroad  systems. 
When  they  arc  educated  up  to  it  they  will  vote  for  it.  It  took  them 
a  long  time  to  get  educated  to  the  Australian  ballot  in  this  State,  }Tet 
we  have  just  as  good  an  elective  system  in  the  State  of  California  as 
is  to  be  found  anywhere;  in  fact,  I  believe  they  tell  us  the  State  of 
California  is  a  little  overprogressive. 

The  Vice  Chairman.  That,  however,  was  only  a  method  of  exer- 
cising local  control  and  did  not  involve  the  idea  of  surrendering  local 
control. 

The  Chairman.  It  would  not  have  been  possible  to  pass  the  Fed- 
eral reserve  act  10  years  ago. 

Mr.  Mann.  Certainly  not. 

Mr.  Sims.  Do  you  believe  that  the  people  of  the  United  States  will 
readily  turn  over  all  their  intrastate  and  interstate  commerce  to 
private  corporations  to  perform  that  service,  subject  only  to  the 
regulation  of  the  national  regulating  body,  however  scientifically  it 
may  be  appearing  to  do  so  now? 

Mr.  Mann.  Do  I  think  they  will  ever  do  it? 

Mr.  Sims.  Do  you  think  there  is  any  reasonable  probability  of 
their  doing  it  in  a  reasonable  time?  The  railroads  claim  they  need 
help  now ;  in  other  words,  there  is  a  condition  of  suspended  develop- 
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ment  in  railway  service  and  railway  construction,  although  they  are 
getting  more  business  and  gross  pay  for  it  than  ever  before  in  the 
history  of  the  country. 

Mr.  Manx.  I  think  we  must  enter  upon  a  campaign  of  education, 
and  our  system  of  government  has  shown  great  capacity  for  edu- 
cation. 

Mr.  Sims.  I  know,  but  when  you  get  a  great  State  like  New  York 
or  California  that  has  a  way  of  regulating  things  in  the  State 
through  State  agencies  that  are  responsible  to  the  State,  the  educa- 
tion goes  both  ways ;  the  people  of  the  State  begin  to  think  of  their 
losing  something ;  that  they  have  got  to  give  up  to  the  National  Gov- 
ernment something  that  is  valuable.  The  old  democratic  idea,  as  you 
knoAv,  Avas  to  have  as  little  National  Government  as  possible. 

Mr.  Manx.  I  can  not  speak  for  the  people  of  New  York  because 
I  do  not  know  enough  of  the  people  of  New  York,  but  I  know  they 
have  had  some  pretty  severe  scandals  with  respect  to  their  State 
control  and  their  railroad  body,  although  they  may  have  very  emi- 
nent  

Mr.  Sims.  There  may  have  been  some  scandals,  and  I  understand 
there  have  been  some  very  large  ones  in  the  past  in  California. 

Mr.  Mann.  Not  with  reference  to  the  railroad  commission. 

Mr.  Sims.  No  ;  I  mean  with  reference  to  public  utilities. 

Mr.  Mann.  I  had  reference  to  the  New  York  Public  Service  Com- 
mission. 

Mr.  Sims.  I  spoke  of  New  York  because  it  is  regarded  as  the  first 
Slate  in  the  Union,  and  of  California  because  of  its  vast  area  and 
population  and  vast  possibilities,  and  being  so  far  removed  from 
Washington,  I  imagined  that  the  people  will  be  slow  in  turning 
loose  something  the}^  have  that  is  satisfactory  in  order  to  try  some- 
thing else. 

Mr.  Mann.  I  think  you  are  right  in  thinking  if  the  proposition 
came  up  to  the  people  of  California  at  the  present  time  that  they 
would  probably  feel  that  it  would  be  a  disadvantage  to  them,  but 
the  people  of  the  State  of  California  have,  as  I  say,  shown  great 
capacity  for  education,  particularly  if  the  schoolmaster  happens  to 
be  some  one  in  whom  they  have  great  confidence. 

Senator  Cummins.  You  must  remember  New  York  has  just  voted 
for  woman's  suffrage. 

Mr.  Sims.  That  shows  some  progress  is  being  made  in  the  East. 

The  Vice  Chairman.  And  they  also  turned  out  the  enemy  and 
elected  a  Democrat. 

Mr.  Thom.  Will  you  ask  a  question  for  me,  Judge  Sims? 

Mr.  Sims.  After  hearing  your  speech  to-day,  I  will  do  anything 
for  you. 

Mr.  Thom.  I  should  like  to  have  you  ask  the  witness  this  question : 
If  the  failure  to  grant  the  relief  to  which  you  have  referred  and  a 
continuance  of  this  dual  authority  should  result  in  Government 
ownership,  what  would  become  of  the  right  of  the  State  to  control 
under  Government  ownership? 

Mr.  Mann.  Well,  I  will  answer  that  question  if  I  may. 

Mr.  Sims.  Certainly. 

Mr.  Mann.  I  should  say  under  Government  ownership  the  regula- 
tion of  intrastate  commerce  undoubtedly  would  be  managed  by  the 
Government. 
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The  Vice  Chairman.  How  could  it  be  more  completely  managed 
because  the  Government  owns  the  property  than  when  the  subjects 
own  it? 

Mr.  Manx.  I  think  when  the  United  States  comes  to  the  point  of 
owning  the  railroads  of  the  United  States  they  will  proceed  to  man- 
age their  property  in  accordance  with  all  the  powers  that  the  people 
of  the  United  States  have  permitted  them  to  have. 

The  Vice  Chairman.  Do  you  think  they  will  do  any  more  in  man- 
aging their  own  property  than  in  governing  the  property  of  their 
subjects  ?  Will  not  the  Government  be  made  up  of  the  same  people 
and  have  the  same  Representatives  in  Congress,  and  will  not  the 
Representatives  in  Congress  have  the  same  local  interests  as  well  as 
national  fealty? 

Mr.  Mann.  Of  course,  we  were  discussing  the  feelings  of  the  voters 
in  the  separate  States.  I  think  the  feelings  of  the  voters  in  the 
separate  States  ought  to  be  predicated  on  the  theory  that  if  they  have 
already  authorized,  as  far  as  it  is  necessary  for  them  to  authorize,  the 
ownership  of  railroads,  by  the  United  States,  that  under  those  cir- 
cumstances they  should  not  hesitate  for  a  moment  to  allow  the  Gov- 
ernment to  manage  its  own  property  in  its  own  way. 

The  Vice  Chairman.  Do  you  not  think  that  you  and  Judge  Sims 
are  mistaken  about  your  speculations  about  the  education  and  igno- 
rance of  the  people? 

Mr.  M.\xx.  We  are  not  speaking  of  ignorance,  but  prejudice. 

The  Vice  Chaibman.  You  said  lack  of  education;  lack  of  educa- 
tion is  one  way  of  saying  ignorance.  Do  you  not  think  the  Interstate 
Commerce  Commission  could  go  ahead  under  the  constitutional 
powers  granted  the  Government  and  regulate  interstate  commerce 
regardless  of  what  it  takes  away  from  the  supposed  jurisdiction  of  the 
States!1  If  it  goes  ahead  and  exercises  its  powers  under  the  Consti- 
tution, do  you  not  think  the  people  will  be  satisfied? 

Mr.  Mann.  They  have  not  been  given  the  powers  of  Congress  yet. 

The  Vice  Chairman.  What  is  the  reason  they  have  not?  They 
are  authorized  to  regulate  interstate  commerce,  and  whatever  they 
say  is  interstate  commerce  is  interstate  commerce  unless  the  Supreme 
Court  reverses  it. 

Mr.  Mann.  Are  you  referring  to  the  Interstate  Commerce  Com- 
mission ? 

The  Vice  Chairman.  Yes. 

Mr.  Mann.  I  shall  have  to  differ  with  you.  They  have  not  yet 
been  authorized  to  take  jurisdiction  of  State  rates 

The  Vice  Chairman.  And  they  never  will  be. 

Mr.  Mann.  In  so  far  as  their  reasonableness  is  concerned;  but  in 
so  far  as  they  affect  interstate  commerce  the  Supreme  Court  of  the 
United  States  has  said  in  the  Minnesota  rate  case  that  that  is  a  dor- 
mant power  in  Congress  and  may  be  exercised  at  any  time.  The 
Interstate  Commerce  Commission  has  not  been  authorized  to  exercise 
that  power. 

The  Vice  Chairman.  But  you  are  frittering  away  time  on  terms. 
I  am  talking  about  principles.  The  Interstate  Commerce  Commis- 
sion is  authorized  to  regulate  interstate  commerce.  The  law  holds 
that  whatever  interferes  with  interstate  commerce  they  are  author- 
ized to  regulate,  and  if  they  have  not  the  present  power  Congress 
can  amend  the  interstate-commerce  act  and  give  that  power  to  the 
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commission.  There  is  no  mistake  in  the  system.  All  we  have  to  do 
is  to  perfect  the  system  we  have,  ami  if  the  language  in  the  law  is 
not  explicit  enough  to  enable  the  commission  to  exercise  the  full 
powers  of  Congress  under  the  Constitution,  the  best  way  out  of  it  is 
to  go  ahead  and  amend  the  act  and  give  them  that  power. 

Mr.  Manx.  I  should  certainly  advocate  legislation  along  that  line. 
Whether  we  should  go  the  whole  distance  or  not,  1  am  not  prepared 
to  say. 

The  Vice  Chairman.  There  is  no  whole  distance  to  it.  If  Con- 
gress, through  the  Interstate  Commerce  Commission,  regulates  every- 
thing that  goes  on  a  track  upon  which  an  interstate  commerce  train 
runs,  nobody  can  say  that  is  unconstitutional  at  all. 

Mr.  Manx.  Xo;  if  they  are  given  the  power  by  Congress. 

Mr.  Sims.  I  suppose  voir  concede  that  the  Government  does  have 
the  power  and  the  legal  right  to  acquire  and  own  the  railroad  prop- 
erty of  the  United  States,  if  it  sees  proper  to  exercise  it  ? 

Ah.  Mann.  I  have  never  questioned  that. 

Mr.  Sims.  Now.  it  is  only  a  question  of  policy  as  to  whether  the 
railroads  should  be  owned  by  the  National  Government  or  owned 
and  operated,  or  either  one  ( 

Mr.  Mann.  I  think  there  is  no  legal  proposition  involved. 

Mr.  Sims.  This  country  has  to  have  transportation,  and  it  is  going 
to  have  it;  and  if  it  does  not  get  it  one  way  it  will  get  it  the  other, 
and  there  is  no  such  word  as  "fail"  in  the  United  States,  and  espe- 
cially in  the  State  of  California. 

Mr.  Esch.  When  Judge  Prouty  decided,  or  wrote  the  opinion  in 
1909.  he  acknowledged  existence  of  water  competition,  did  he  not, 
on  the  Pacific  coast? 

Mr.  Mann;  Yes,  sir;  and  he  found  it  to  be  a  fact. 

Mr.  Esch.  He  found  it  to  be  a  fact  ? 

Mr.  Mann.  Yes,  sir. 

Mr.  Esch.  At  that  time  the  water  competition  you  did  get  on  the 
Pacific  coast  had  to  come  around  the  Horn,  or  by  rail  across  the 
Isthmus  of  Panama,  or  over  the  Tehuantepec  route  \ 

Mr.  Mann.  I  do  not  think  that  route  was  perfected. 

Mr.  Esch.  That  is  what  I  wanted  to  know — whether  in  1909  the 
Tehuantepec  route  was  in  operation. 

Mr.  Manx.  I  do  not  think  so. 

Mr.  Esch.  Then  the  American-Hawaiian  Line  was  not  using  it  \ 

Mr.  Manx.  Xo.  sir:  they  were  coming  around  the  Horn  by 
steamers. 

Mr.  Esch.  So,  if  that  Tehuantepec  route  had  been  in  existence  in 
1909.  it  would  have  greatly  added  to  Commissioner  Prouty's  decision 
that  there  was  water  competition  ? 

Mr.  Mann.  Yes.  sir;  because  when  the  Tehuantepec  route  came  in 
the  amount  of  tonnage  moving  that  way  largely  increased. 

Mr.  Esch.  I  am  not  familiar  with  the  fact,  but  the  American- 
Hawaiian  Line  shipped  from  Honolulu  to  the  Pacific  coast  terminals. 
and  then  by  way  of  the  Tehuantepec  route  to  Atlantic  terminals? 

Mr.  Manx.  That  has  been  very  generally  the  course  according  to 
my  recollection:  during  the  time  of  their  steamer  lines,  at  any  rate. 
They  had  a  contract,  and  they  are  still  carrying  out  part  of  their 
contract  at  a  loss  under  present  prices,  in  moving  sugar  from  Hono-" 
lulu  to  Xew  York,  and  they  came  with  a  load  from  New  York  around 
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the  Horn  to  the  Pacific  Ocean  and  later  over  the  Isthmus  of  Tehuan- 
tepec  to  the  Pacific  Ocean  to  Los  Angeles  and  San  Francisco,  Port- 
land, and  Seattle,  and  then  they  went  across  to  Honolulu  and  loaded 
sugar,  and  then  very  often  went  straight  to  New  York.  They  might 
have  returned  and  have  taken  some  cargo  from  the  ports  eastbound. 

Mr.  Esch.  Then,  when  he  wrote  his  decision,  in  1912,  there  was 
still  greater  force  to  his  argument 

Mr.  Manx.  Yes.  sir:  because  of  the  incrensed  tonnage  and  in- 
creased number  of  ships,  etc. 

Mr.  Esch.  And,  of  course,  in  191:2.  he  anticipated  the  speedy  con- 
struction and  operation  of  the  Panama  Canal? 

Mr.  Manx.  Yes,  sir. 

Mr.  Esch.  And  it  became  operative  in  the  fall  of  1914. 

Mr.  Manx.  Yes.  sir:  August  1.  1914. 

Mr.  Esch.  What  did  you  say  was  the  tonnage  the  first  }7ear  through 
the  canal? 

Mr.  Manx.  One  million  tons,  westbound. 

Mr.  Esch.  Westbound  \ 

Mr.  Mann.  Yes,  sir. 

Mr.  Esch.  The  westbound  is  a  little  in  excess  of  the  eastbound? 

Mr.  Manx.    Yes.  sir. 

Mr.  Esch.  Of  course,  it  is  not  a  fair  estimate  now  of  the  traffic 
through  the  canal,  because  it  is  largely  used  in  connection  with  the 
traffic  to  the  west  coast  of  South  America 

Mr.  Manx.  Our  reports  of  activities  of  the  Panama  Canal  are  they 
are  equal  to  or  greater  than  any  other  year.  The  ships  are  going 
around  the  world  through  the  canal.  The  canal  is  an  extremely  busy 
waterway. 

Mi-.  Esch.  I  understand  it  is  estimated  that  5,000.000  or  6,000,000 
tons  a  year  pass  through  the  canal. 

Mr.  Mann.  Yes,  sir. 

.Mr.  Esch.  So.  when  peace  comes,  with  the  increased  merchant 
marine  there  will  be  actual  water  competition  between  the  Atlantic 
and  Pacific  ports? 

Mr.  Mann.  Yes.  sir:  I  can  not  see  any  other  possibility.  I  can 
not  see  any  way  in  which  these  ships  can  be  used  if  they  do  not  go  into 
the  canal  business.  It  seems  to  me  that  there  will  be  many  of  them 
that  must  operate  in  that  business. 

Mr.  Esch.  Your  opinion  is  that  if  that  goes  through  there  must  be 
an  increase  in  the  intermountain  rates,  as  compared  with  the  terminal 
rates  ? 

Mr.  Mann.  That  is  probable  unless  the  carriers  are  permitted  to 
indulge  or  engage  in  the  water  competitive  traffic,  because  while  they 
will  continue  to  bring  freight  to  the  coast  under  the  proposed  high 
rate,  lifted  to  the  level  of  the  intermountain  points,  or  higher,  during 
the  period  of  the  absence  of  shipping  through  the  canal,  the  cars  of 
the  railroad  carriers  will  be  empty  as  soon  as  the  ships  come  back 
into  this  traffic  unless  the  rail  carriers  are  allowed  to  meet  those  rates. 

Mr.  Esch.  There  is  another  phase  of  the  inquiry  that  has  not  been 
adverted  to  yet,  and  as  this  is  a  Pacific  coast  question  and  one  witii 
which  the  members  of  this  committee  have  to  deal,  I  wish  to  address 
to  you  an  inquiry ;  it  is  in  reference  to  the  Pacific  coast  protest  against 
the  method  of  determining  tonnage  under  the  canal  rules.    I  under- 
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stand  the  Pacific  coast  has  protested  against  the  method  of  measur- 
ing employed.  What  have  you  to  say  in  support  of  thai  protest,  in 
view  of  your  local   conditions,  etc.? 

Mr.  Mann.  It  is  a  little  difficult  for  me,  Mr.  Esch,  to  recall  at  the 

moment 

The  Vice  Chairman.  The  protest  was  in  reference  to  lumber. 

Mr.  Mann.  Oh,  yes;  but  there  is  still  another  matter  involved 
there;  but  if  you  refer  to  lumber,  I  think  I  can  state  that.  By  the 
way.  that  involves  a  point  about  Government  ownership.  It  is  this, 
thai  Government  employees,  clerks  and  ordinary  administrators — 
and  you  will  find  them  in  the  Internal-Revenue  Office  or  the  custom- 
houses, or  as  they  operate  on  the  canal — are  called  upon  to  interpret 
a  rate  regulation.  The  tendency  always  is  on  the  part  of  a  man  to 
interpret  it  in  favor  of  the  Government  and  to  collect  a  higher 
charge  rather  than  a  lower  one,  if  the  question  involves  the  applica- 
tion of  a  higher  or  lower  rate,  as  the  case  may  be.  That  is  true, 
of  course,  with  the  railroads  and  their  clerks,  but  an  appeal  is  rather 
quick  and  prompt  and  can  be  instantly  closed,  whereas  with  respect 
to  governmental  affairs  there  is  always  a  great  deal  of  "  red  tape." 
It  occurred  that  when  the  canal  was  opened  our  lumber  dealers — and 
of  course  that  is  one  of  our  large  products  on  the  Pacific  coast — in 
shipping  through  the  canal  found  they  were  charged  bv7  the  people 
on  the  canal  for  the  measurement  of  the  lumber  that  they  carried 
on  the  decks  of  their  steamers,  and  a  lumber  vessel  in  carrying 
lumber  customarily  loads  the  decks,  for  reasons  of  loading  which 
pertain  to  lumber,  and  because  lumber  can  not  be  conveniently,  or 
perhaps  at  all,  loaded  into  the  hold,  and  the  vessel  can  not  be  loaded 
to  its  capacity  unless  it  carries  a  deck  load. 

The  Vice  Chairman.  You  mean  it  can  not  carry  weight  enough 
without  a  deck  load? 

Mr.  Mann.  You  can  not  carry  a  full  seagoing  cargo. 

Mr.  Esch.  The  dimensions  of  the  timber  are  such  that  it  requires 
a  deck  load? 

Mr.  Mann.  Yes,  sir;  and  that  matter  was  settled  in  this  way. 
That  was  during  the  administration,  I  think,  of  Gen.  Goethals.  The 
statute  provides — rather,  it  may  have  been  the  order  of  the  Presi- 
dent under  the  statute — that  tolls  shall  be  collected  on  either  the 
basis 

The  Vice  Chairman.  The  net  registry. 

Mr.  Mann.  The  net  registry  or  the  cargo  tonnage.  This  measure- 
ment is  what  I  am  talking  about — that  the  tolls  should  not  exceed 
$1.25  per  net  registry  ton. 

The  Vice  Chairman.  That  is  right. 

Mr.  Mann.  That  was  the  maximum  made  by  the  presidential 
proclamation,  and  the  result  of  this  charge  upon  the  lumber  and  the 
lumber  on  the  deck  was  to  impose  a  charge — although  I  believe  it 
was  $1.25  that  was  the  regular  charge — was  to  impose  a  charge  of 
more  than  $1.20. 

The  Vice  Chairman.  When  they  measured  the  deck  load  and  ap- 
plied $1.20  to  it  it  made  more  money  than  it  would  have  made  if  you 
applied  $1.25  to  the  net  registered  capacity  of  the  vessel. 

Mr.  Mann.  Now,  there  is  another  matter  of  adjustment  in  con- 
nection with  that  situation,  of  which  I  am  not  instantly  familiar, 


1704  INTERSTATE  AND  FOREIGN   TRANSPORTATION. 

but  it  is  this — and  I  think  it  has  to  be  adjusted  through— I  forget 
the  name  of  the  officer,  but  the  man  in  charge  of  the  marine  there  in 
Washington,  who  determines  the  method  of  measuring  ships 

The  Vice  Chairman.  Chamberlin. 

Mr.  Mann.  Yes,  sir;  there  was  this  objection — and  of  course  it 
was  a  matter  of  some  complaint  and  was  immediately  appealed — 
that  the  American  measurement  was  not  the  same  as  the  English 
measurement,  and  therefore  that  the  American  vessel — a  sister  ship 
of  an  English  ship,  built  in  the  same  plant  and  of  exactly  the  same 
net  gross  and  cargo  tonnage — the  American  ship  would  have  to  pay 
more  than  the  English  ship,  because  of  the  difference  in  systems  of 
measurement.  I  understand  that,  too,  has  been  settled.  I  had  some 
correspondence  with  Senator  Phelan,  and  also  with  a  man  who  has 
been  making  some  protests  on  these  lumber  vessels,  from  which  it 
appears  that  the  objection  has  been  corrected.  So  I  understand  that 
matter  is  off  the  boards. 

The  Vice  Chairman.  The  biggest  trouble  at  the  canal  about  meas- 
urement was  not  about  your  lumber  complaint,  although  that  became 
very  conspicuous  on  account  of  the  contention  about  it.  The  big 
trouble  down  there  and  the  reason  we  wanted  to  amend  the  law  so  as 
To  enable  the  canal  authorities  to  enact  their  own  rules  of  measure- 
ment, was  that  those  bulge-bottom  ships,  which  were  driven  out  of 
the  Suez  Canal,  were  being  used  here.  That  is  where  the  great  loss 
of  measurement  came  in.  Mr.  Esch  and  I  had  the  matter  up  with  the 
Secretary  of  War  and  he  readily  agreed  that,  as  far  as  the  lumber 
matter  was  concerned,  he  was  willing  to  amend  the  rule;  that  it  was 
an  infinitesimal  part  of  the  business,  being  not  more  than  6  per  cent. 
I  informed  Mr.  Humphreys  and  others,  representing  the  Pacific 
coast  in  the  lumber  matter,  what  the  Secretary  of  War  said,  and 
Mr.  Kitchin,  leader  in  Congress,  agreed  to  let  the  matter  go  over 
and  not  amend  it  now,  but  I  believe  that  will  be  amended  so  as  to 
satisfy  the  Pacific  coast.  We  are  anxious  to  amend  the  law  so  as  to 
enable  the  Panama  Canal  officials,  like  the  officials  of  the  Suez  Canal, 
to  meet  their  own  trouble. 

Mr.  Mann.  Of  course  the  statute  or  the  orders  could  be  amended, 
or  stated  so  as  to  permit  a  charge  for  a  deck  load  of  lumber. 

The  Vice  Chairman.  Nobody  wants  to  make  a  person  pay  an  ad- 
ditional cost  for  a  long  piece  of  lumber  that  can  not  be  put  in  the 
hold  of  the  vessel.  The  truth  is  that  the  Government  needs  those 
long  pieces  of  lumber  with  which  to  build  ships. 

Mr.  Mann.  Yes,  sir. 

Mr.  Esch.  You  stated  that  the  class  A  rates  were  outside  of  any 
of  the  long  and  short  haul  protests — they  did  not  involve  any  viola- 
tions ? 

Mr.  Mann.  Yes,  sir ;  in  other  words,  they  do  not  depart  from  the 
absolute  rigid  fourth-section  rule. 

Mr.  Esch.  They  can  be  ignored,  as  far  as  that  rule  is  concerned  ? 

Mr.  Mann.  Yes,  sir. 

Mr.  Esch.  You  say  household  goods  is  an  illustration  of  the  class 
A  rates? 

Mr.  Mann.  Yes,  sir. 

Mr.  Esch.  Is  crockery  within  the  class  A  articles? 

Mr.  Mann.  I  do  not  know ;  but  I  referred  in  my  statement  to  such 
articles  as  chairs,  bedding,  desks,  etc.     Furniture,  I  perhaps  should 
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have  said  instead  of  household  goods.  I  would  like  to  amend  my 
statement  to  "furniture."    It  is  schedule  A  instead  of  class  A. 

Mr.  Esch.  What  is  there  in  that  particular  commodity  that  would 
justify  the  carriers  in  putting  it  into  that  schedule? 

Mr.  Mann.  Because  it  does  not  move  ordinarily  by  sea;  it  is  too 
inconvenient.    Of  course,  it  can  move  by  sea,  and  docs  occasionally. 

Mr.  Esch.  Why — because  it  is  breakable? 

Mr.  Mann.  Yes,  sir;  it  is  more  liable  to  sea  damage  and  involves 
great  expense  in  packing  it  so  as  to  avoid  injury  at  sea  through  the 
tipping  of  the  vessel,  and  it  is  more  convenient  to  have  it  go  by  rail 
than  to  go  through  the  trouble  of  packing  it.  The  rates  are  often 
made  with  respect  to  weight  or  measurement,  and  of  course  a  bulky 
article  like  furniture  would  take  up  more  space  than  other  closely 
packed  commodities. 

Mr.  Esch.  There  is  no  continuity  in  my  interrogatories;  but  you 
have  expressed  your  views  on  some  other  matters,  and  I  should  like 
your  views  on  taxation  in  connection  with  the  matter  of  Federal 
incorporation.  Do  you  think  the  Federal  Government  should  occupv 
that  field  ? 

Mr.  Mann.  In  the  case  of  Federal  incorporation? 

Mr.  Esch.  Yes;  if  it  adopts  a  plan  of  Federal  incorporation, 
should  it  fix  the  standard  of  taxation  for  the  whole  country,  leaving 
the  administration  to  the  States,  or  leave  the  entire  matter  to  the 
States? 

Mr.  Mann.  I  will  have  to  admit  that  I  have  not  given  that  sub- 
ject any  very  deep  thought,  and  my  opinions  on  that  matter  are  very 
inchoate  at  the  present  time.  I  think,  of  course,  the  subject  is  worthy 
of  the  most  careful  investigation,  and  really  I  would  want  to  make 
some  study  of  it  and  consult  with  taxation  experts  on  a  subject  of 
that  kind. 

Mr.  Esch.  It  has  a  very  material  bearing  on  account  of  the 
jealousy  of  the  several  States  in  retaining  control  over  taxation.  I 
will  not  pursue  the  inquiry  if  you  are  not  ready  to  express  your 
opinion  of  it. 

Mr.  Mann.  I  fear  I  can  not  be  of  any  assistance  to  the  committee 
in  that  regard. 

Mr.  Esch.  Very  well ;  I  have  no  further  questions,  Mr.  Chairman. 

Senator  Cummins.  I  desire  to  say,  not  merely  in  compliment  to  Mr. 
Mann,  but  as  a  reason  for  the  examination  that  I  shall  pursue,  that 
he  has  laid  before  us  a  statement  which  in  its  lucidity,  in  its  breadth, 
and  in  its  temper  has  not  been  excelled  by  any  I  have  heard  upon  that 
subject. 

Mr.  Mann.  I  thank  you,  Senator. 

Senator  Cummins.  And  it  is  obvious  that  he  has  opened  up  a  sub- 
ject vastly  more  comprehensive  than  the  relation  between  the  rail- 
way rates  applicable  to  Intermountain  States  and  the  Pacific  coast. 
I  feel  sure  that  the  questions  I  am  about  to  propound  are  within  our 
inquiry,  however.  You  understand  that  we — I  say  "we";  I  mean 
the  committee  and  Congress — are  dealing  with  a  system  of  regulation 
and  not  with  rates? 

Mr.  Mann.  Yes,  sir. 

Senator  Cummins.  It  is  our  mission  to  ascertain,  if  we  can,  in  what 
respect  the  system  we  have  is  inefficient,  and  to  suggest  remedies  for 
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the  inefficiency.  I  want  yon  to  eliminate,  Mr.  Mann,  from  the  ques- 
tions I  will  ask  you  from  time  to  time,  all  consideration  of  the  regu- 
lations of  foreign  commerce,  for  while  we  are  given  the  same  au- 
thority with  regard  to  foreign  as  we  are  with  regard  to  commerce 
among  the  States,  theoretically  and  practically  our  power  with  re- 
gard to  foreign  commerce  is  far  short  of  our  power  oyer  internal 
commerce. 

Mr.  Mann.  Yes,  sir. 

Senator"  Cummins.  It  is  perfectly  clear,  is  it  not,  that  it  is  neces- 
sary for  the  welfare  and  safety  of  the  United  States  that  the  system 
of  railway  transportation  or  land  transportation  shall  be  complete 
and  adequate  in  every  part  of  the  country  ? 

Mr.  Manx.  Certainly. 

Senator  Cummins.  And  no  matter  what  it  costs,  we  must  main- 
tain, not  only  for  peace  but  for  war.  a  system  of  railways  that  will 
afford  full  communication  between  all  parts  of  our  country.  That  is 
perfectly  clear,  is  it  not  ? 

Mr.  Mann.  Yes,  sir. 

Senator  Cummins.  It  is  clear,  too.  as  it  seems  to  me,  that  in  view 
of  the  vicissitudes  of  water  transportation  that  the  railways  of  the 
United  States  must  be  able  at  all  times  to  reasonably  accommodate 
all  the  traffic  between  the  eastern  and  western  parts  of  the  United 
Slates. 

Mr.  Mann.  When  you  say  "  ai  all  times,"  Senator,  there  are  emer- 
gencies that  may  happen  sometimes  which  may  throw  an  unsus- 
pected, or  what  might  be  called  an  accidental,  burden  upon  the  trans- 
portation of  the  country. 

Senator  Cummins.  I  endeavored  to  put  in  my  question  the  flexi- 
bility that  you  have  in  mind  by  saying  "  reasonably  " — reasonably 
serve  all  parts  of  the  country  at  all  times. 

Mr.  Mann.  Yes,  sir. 

Senator  Cummins.  I  recognize  that  there  may  be  days  or  weeks  or 
months  in  which  the  facilities  of  railway  transportation  may  not  be 
sufficient  to  meet  completely  a  sudden  emergency. 

Xow,  with  that  as  a  postulate,  we  have  the  beginning  point,  any- 
how, that  the  railways  of  the  United  States  must  be  maintained  so 
that  they  can  fairly  do  the  business  of  the  United  States,  if  communi- 
cation between  the  various  parts  of  the  United  States  by  sea  is  cut  off. 

We  have  seen  that  water  transportation,  as  between  points  in  the 
United  States,  may  be  substantially  prevented,  first,  by  natural 
causes,  such  as  the  filling  up  of  the  canal,  or  by  other  causes,  such  as 
"war,  in  which  event  we  are  compelled  to  rely  not  only  for  the  move- 
ment of  traffic  but  for  the  movement  of  troops  and  various  impedi- 
menta of  the  Army  and  Navy  upon  land  transportation.  Do  you 
recognize,  Mr.  Mann,  that  it  is  the  duty  of  the  Government  in  regu- 
lating and  controlling  the  transportation  in  which  its  people  are 
concerned  that  we  should  attempt  to  reach  the  same  end  that  we 
would  reach  through  Government  ownership? 

Mr.  Mann.  Well,  I  suppose,  if  the  Senator  please,  that  the  end 
that  we  wish  to  reach  is,  of  course,  the  best  practical  result  that  can 
be  brought  about  irrespective  of  the  method. 

Senator  Cummins.  I  think  my  question  was  not  as  clear  as  it 
should  have  been.  I  do  not  want  to  draw  you  into  any  discussion 
of  the  controversy  about  Government  ownership  of  transportation 
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facilities,  but  the  end  of  all  regulation  of  these  facilities  must  be  the 
public  welfare — the  interests  of  all  the  people  of  the  United  States. 

Mr.  Mann.  Yes.  sir. 

Senator  Cummins.  And  if  we  choose  to  pursue  in  the  future,  as 
we  have  pursued  in  the  past,  the  policy  of  committing  our  transpor- 
tation to  private  instrumentalities,  that  does  not  change  the  ultimate 
object  to  be  secured,  does  it? 

Mr.  Mann.  Certainly  not. 

Senator  Cummins.  And  in  dealing  with  the  problems  which  arise 
out  of  competition  between  water  transportation  and  land  transpor- 
tation we  ought  to  consider  all  the  time  the  welfare  of  all  the  people, 
should  we  not? 

Mr.  Mann.  By  the  welfare  of  all  the  people,  meaning,  of  course, 
the  greatest  good  to  the  greatest  number,  etc. 

Senator  Cummins.  It  is  a  common  expression  that  conveys  a  defi- 
nite idea,  although  it  is  rather  indefinite  in  its  phraseology. 

Mr.  Mann.  Yes,  sir. 

Senator  Cummins.  Suppose  that  the  United  States,  Mr.  Mann, 
owned  all  its  land  transportation  facilities  and  operated  them  and 
owned  all  its' water  transportation,  or  the  facilities  of  water  trans- 
portation, between  points  in  the  United  States.  Do  you  think  that 
the  Government  should  continue  the  competition  of  which  you  have 
spoken  between  the  land  transportation  and  the  water  transportation  ? 

Mr.  Mann.  I  certainly  do,  on  the  same  proposition  that  the  depart- 
ments of  a  department  store,  all  owned  by  one  owner,  are  in  very 
competitive  competition,  all  striving  to  see  which  one  can  sell  the 
best  and  sell  the  most  goods,  etc. ;  in  fact,  emulation  is  the  very 
essence  of  life,  just  as  discontent  leads  to  unhappiness. 

Senator  Cummins.  Of  course,  I  do  not  recognize  the  parallel  that 
is  evidently  in  your  mind  between  the  various  departments  in  a  de- 
partment store  and  these  various  branches  of  transportation. 

Mr.  Mann.  The  Government  would  own  both.  The  department 
store  owner  owns  all  of  the  departments  and  turns  over  these  various 
departments  to  different  managers,  and  there  is  that  rivalry  between 
them  which  is  the  very  essence  of  efficient  business. 

Senator  Cummins.  Assuming  the  Government  has  all  the  railways, 
and  they  are  developed  to  a  point  where  they  can  meet  the  needs  of 
the  people,  both  in  war  and  in  peace,  it  has  these  water-transporta- 
tion facilities  between  certain  points  in  the  United  States;  it  must 
maintain  the  land  transportation  for  reasons  we  have  seen.  Now, 
it  would  not  permit  the  water  transportation  to  be  carried  on  in  such 
a  way  as  to  destroy  the  efficiency  of  the  land  transportation,  would  it? 

Mr.  Mann.  Of  course,  Senator,  that  was  one  argument  made 
against  the  Pacific  Mail  Steamship  Co.  operating  through  the  canal 
when  it  belonged  to  the  Southern  Pacific  Co.  on  the  ground  that  the 
Southern  Pacific  could  afford  to  lose  a  lot  of  money  on  the  water 
transportation,  which  did  not  involve  very  much  money,  in  order  to 
make  money  on  the  rail  transportation  facilities,  which  represented 
a  billion  dollars.  That  would  be  the  case.  I  think,  where  you  have 
the  ownership  of  those  two  means  of  transportation  in  the  same  pro- 
prietor. 

That  is  the  reason  the  Panama  Canal  act  gives  the  Interstate  Com- 
merce Commission  the  power  and  duty  of  investigating  all  railroad- 
owned  steamship  lines  which  may  come  into  competition  with  the 
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railroads.  When  the  Government  "would  have  control  of  both  of 
these  facilities.  I  think  the  Government  would  endeavor  to  perform 
the  best  possible  service  for  the  best  possible  price  that  it  could  per- 
form under  the  circumstances  relating  to  each  method  of  transporta- 
tion. So,  I  believe  they  would  say  to  the  water  carriers,  if  they 
owned  them  all,  and  forbade  anyone  else  coming  through  the  canal 
in  the  coastwise  commerce,  they  would  say,  "  What  does  it  cost  you ; 
what  do  your  manifests  and  freight  bills  show;  what  do  you  make 
a  year?  Let  us  see  if  the  rates  are  right,"  and  I  think  they  would 
allow  and  make  rates  upon  the  basis  of  that  cost  of  service,  with  a 
fair  and  proper  surplus  over  to  take  care  of  depreciation  and  the 
like,  and  then,  with  respect  to  the  rail  carriers,  I  think  they  would 
perform  just  exactly  the  same  method  of  competitive  rate  making  at 
the  ports  where  they  met  their  own  ships,  and  then  make  the  same 
arrangements  on  the  rest  of  the  country,  simply  because  it  is  sound 
and  it  is  economic.  It  will  encourage  each  line  to  do  the  best  it  can, 
because  the  emulation  between  the  two  lines  will  be  bound  to  bring 
up  the  service  and  because,  in  the  end,  perfect  justice  is  obtained 
and  no  injustice — that  is,  no  unjust  discrimination,  no  improper  or 
prejudicial  discrimination — is  worked,  and  each  community  is  taken 
care  of,  just  as  it  ought  to  be  taken  care  of  if  that  kind  of  rates  is 
made  scientifically. 

Senator  Cummins.  I  remember  the  problem  about  the  Panama 
Canal  of  which  you  speak,  but  there  we  were  considering  a  case 
where  part  of  the  transportation  facility  was  governmentally  owned 
and  part  privately  owned,  and  different  considerations  entered.  But 
you  would  not  believe,  would  you,  that  if  the  Government  owned 
all  the  railroads  that  it  would  permit  any  competition  between  them 
with  regards  to  business? 

Mr.  Mann.  I  certainly  do. 

Senator  Cummins.  What  kind  of  competition? 

Mr.  Mann.  Competition  with  the  water  routes. 

Senator  Cummins.  I  am  speaking  of  railways  alone. 

Mr.  Mann.  I  think  they  would  find  that  the  short-line  competition 
ought  to  be  met  by  the  long  line  coming  around  to  the  same  point, 
and  that  higher  rates  might  be  charged  at  intermediate  points. 

Senator  Cummins.  I  am  not  saying  that  they  might  not  charge 
higher  rates  to  the  intermediate  points  than  to  the  longer  distant 
points.     I  am  not  bringing  that  question  in  at  this  time. 

Mr.  Mann.  I  thought  you  meant  land  competition. 

Senator  Cummins.  I  was  speaking  about  land  competition  alone. 
If  the  Government  of  the  United  States  owned  all  the  railroads, 
would  it  fix  the  rates  with  any  reference  to  the  earning  capacity  of 
any  particular  railroad? 

Mr.  Mann.  Any  particular  one  of  the  Government-owned  rail- 
roads ? 

Senator  Cummins.  Yes. 

Mr.  Mann.  In  some  cases  yes,  and  in  some  cases  no.  That  is  a  very 
complicated  situation  and  a  tremendous  one  to  consider  for  a  mo- 
ment. The  idea  of  sitting  down  and  thinking  out  any  kind  of  rules 
and  regulations  by  which  you  can  construct  schedules  for  all  the 
railroads  in  the  United  States  is  certainly  one  that  even  our  greatest 
traffic  man  would  want  a  great  many  months  to  work  out.     In  some 
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cases  I  can  see  where  there  are  meritorious  but  weak  roads  where 
the  Government  would  probably  charge  the  same  rates  that  are  now 
being  charged  on  those  roads  and  lose  money,  and  in  doing  so  make 
it  up  on  the  larger  roads,  and  under  those  circumstances  that  is  one 
argument  in  favor  of  the  unification  of  the  railroad  systems  of  the 
United  States  so  that  the  strong  can  take  care  of  the  weak  and  vice 
versa.  I  have  in  mind  one  particular  road,  the  circumstances  of 
which  were  developed  in  the  last  15  per  cent  case.  That  was  the 
Bangor  &  Worcester  Railroad  in  Maine.  The  president  of  that  road 
went  on  the  stand  before  the  Interstate  Commerce  Commission  and 
made  his  statement,  and  it  was  an  impressive  one,  and  the  witness 
carried  credence,  and  his  statement  was  that  as  to  his  road  75  per  cent 
of  the  traffic  was  lumber  and  food  products,  one  of  the  products  being 
potatoes,  which  were  at  that  time  greatly  in  demand,  and  I  believe  he 
testified  that  during  the  period  immediately  preceding  that  time  pota- 
toes were  being  transported  from  his  territory  as  far  west  as  Chicago. 

"We  all  know  that  the  demand  for  potatoes  last  year  was  so  great 
that  the  central  part  of  the  country  was  calling  upon  all  sections  of 
the  country  for  its  supply.  He  was  charging  rates  which,  according 
to  all  competitive  circumstances  and  conditions  that  surrounded  all 
the  rest  of  the  whole  United  States,  prevented  his  getting  any  more — 
he  was  getting  all  he  could  get — and  he  could  not  get  any  more  un- 
less some  other  railroad  was  allowed  to  have  more,  and  yet  his  con- 
dition was  pitiable  as  far  as  coal  was  concerned,  because  while  he 
was  paying  $3,  or  something  like  that,  for  coal  from  the  mines  up  to 
Bangor,  the  bad  weather  of  wintertime  had  made  it  impossible  for 
the  barges  and  tugs  to  reach  from  Philadelphia  to  Bangor,  and  the 
result  was,  instead  of  having  100,000  tons  of  coal  in  his  yard,  which 
he  considered  the  margin  of  safety,  he  had  run  down  to  7,000  tons, 
and  was  obliged  to  go  into  the  so-called  wholesale  market  and  pay 
$10  a  ton,  and  he  furnished  a  statement  showing  he  had  bought  coal 
at  that  price,  and  the  result  was  that  his  road  was  on  the  rapid  road 
to  bankruptcy,  and  yet  it  was  a  facility  of  transportation  that,  from 
the  governmental  standpoint,  was  an  absolutely  needed  transporta- 
tion facility.  He  was  furnishing  food  and  lumber  to  the  extent  of 
fully  75  per  cent  of  the  tonnage  he  carried. 

Your  question  brought  that  to  mind,  and  I  should  say  under  cir- 
cumstances like  that,  under  conceivable  governmental  ownership  of 
important  roads,  at  least,  that  the  Government  would  not  make  its 
rates  in  accordance  with  the  expense  or  cost  of  operation,  but  would 
undoubtedly,  in  some  cases,  charge  less  than  the  cost  of  service,  just 
as  it  does  in  the  operation  of  the  mails. 

Senator  Cummins.  I  have  no  doubt  about  the  general  soundness 
of  the  suggestion  you  have  just  made,  but  I  did  not  intend  to  get  into 
such  detail.  If  the  Government  owned  the  railroads — and  I  do  not 
intend  to  say  that  it  should ;  understand  me,  I  am  not  arguing  upon 
that  proposition  at  all,  and  I  express  no  opinion  about  it — but  sup- 
pose it  owned  the  railroads  between  the  Atlantic  and  the  Pacific 
coasts ;  it  establishes  rates  upon  some  fair  and  just  basis  to  the  termi- 
nal points  and  to  all  points  between.  You  said,  and  I  think  truly, 
that  the  Pacific  coast  could  not  claim  in  and  of  its  own  right  lower 
rates  than  intermediate  points:  that  the  carrier  only  can  claim  those 
rates  on  account  of  its  necessities.     Now.  it  finds,  then,  that  if  it 
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persists  in  those  rates,  that  its  business  to  the  Pacific  coast  will  be 
taken  away  by  a  water  competitor.  It  has  complete  control  of  the 
water-line  competitor,  either  through  ownership  or  through  regula- 
tion, for  our  power  is  just  as  great  over  one  as  the  other.  What 
would  it  do?  Would  it  drop  the  rail  rate  in  order  to  meet  the  water 
rate,  or  would  it  raise  the  water  rate? 

Mr.  Mann.  It  would  drop  the  rail  rate  to  meet  the  natural  water 
rate,  because  it  would  be  unsound  economically  and  inherently  un- 
just to  all  the  people  of  the  United  States  to  collect  more  than  the 
fair  value  of  the  service  performed  by  the  Government  for  its  citizens 
by  way  of  the  water  route. 

Senator  Cummins.  And  that  only  because  it  would  be  for  the  best 
interests  of  the  entire  country? 

Mr.  Mann.  Yes,  sir. 

Senator  Cummins.  Each  kind  of  transportation  should  be  per- 
mitted to  be  carried  on  the  basis  of  the  cost  of  service 

Mr.  Mann.  Not  exactly  on  the  basis  of  the  cost  of  service.  I 
venture  to  say  that  if  the  Government  of  the  United  States  should 
take  over  the  control  of  the  means  of  transportation  by  water  or  land 
transportation  that  the  Government  of  the  United  States  would 
dcvelo])  a  system  of  tariffs  remarkably  similar  to  those  existing 
throughout  the  United  States  on  the  railways.  The  fact  is  that  since 
the  war  commenced  and  since  the  War  Board  has  been  established 
in  Washington  we  have  had  a  demonstration  of  the  possible  unity  of 
the  railroads  of  the  United  States  as  a  whole,  and  inasmuch  as  the 
function  of  the  railroads  has  been  mainly  service  instead  of  rates 
we  find,  taken  as  a  whole,  the  schedule  of  rates  of  the  railroads  of 
the  United  Stales  are  what  might  be  called  very  fairly  arranged 
with  respect  to  the  checks  and  balances  which  each  and  every  par- 
ticular condition  or  circumstance  may  bring  into  play  with  respect 
to  those  rates,  and  that  is  one  reason  why  the  change  in  any  par- 
ticular schedule  affects  rates,  not  infrequently,  in  a  great  many  far- 
distant  points,  and  therefore  the  United  States,  if  it  took  over  the 
railroads  to-day.  I  think,  would  accept  the  schedule  of  rates  in  the 
country  just  as  they  are  without  making  any  material  changes  in 
them. 

Senator  Cummins.  The  Interstate  Commerce  Commission  seems  to 
have  been  rather  busy  throughout  all  these  years  in  adjusting  the 
rates. 

Mr.  Mann.  It  is  a  remarkable  fact  that  any  study  of  the  Interstate 
Commerce  Commission's  work  will  show  that  they  have  in  all,  or 
practically  all,  great  schedules  accepted  the  plans  of  the  railroads. 
That  is  what  they  did  in  the  intermountain  cases.  They  established 
zones,  which  is  a  pure  railroad  invention,  and  Chief  Justice  White, 
in  writing  the  opinion,  bases  the  power  of  the  Interstate  Commerce 
Commission  on  the  mere  ground  that  the  intention  of  Congress  was 
to  give  to  the  Interstate  Commerce  Commission  the  power  to  regu- 
late rates  and  fix  rates  that  the  carriers  had  established  before,  and, 
inasmuch  as  the  carriers  had  fixed  zones  before,  therefore  the  Inter- 
state Commerce  Commission  could  fix  zones. 

Senator  Cummins.  I  do  not  want  to  get  into  a  controversy  over 
the  justice  of  railroad  rates.  I  do  not  agree  with  you  about  that. 
I  think  in  many  instances  they  are  very  illy  adjusted,  although  I 
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recognize  that  to  change  them  materially  would  overturn  conditions 
that  have  grown  up  through  a  long  series  of  years. 

Mr.  Mann.  That  is  the  point  exactly. 

Senator  Cummins.  But  they  are  very  unjust  according  to  my  opin- 
ion. I  am  not  saying  that  the  aggregate  of  the  rates  raise  too  much 
or  too  little  revenue. 

Mr.  Mann.  I  do  not  want,  either,  to  express  too  much  admiration 
for  the  railroads'  system  of  rale  making.  I  have  had  a  great  many 
objections  to  it  and  have  raised  some  of  them. 

Senator  Cummins.  I  come  hack  to  my  original  point.  You  insist 
that  in  the  contingency  that  I  have  suggested,  where  there  was  no 
financial  interest  of  the  carriers  to  be  observed  or  secured,  that  still 
the  good  of  the  whole  country  would  require  that  the  rates  that  are 
in  competition  with  the  water  rates  should  be  lower  and  the  water 
line  be  permitted  to  charge  whatever  it  say  fit  to  charge. 

Mr.  Manx.  I  will  not  say  whatever  it  saw  fit  to  charge.  If  the 
water  line  were  owned  by  the  Government,  and  the  Government 
should  proceed  to  control,  my  point  is  this,  that  it  would  be  un- 
economic and  contrary  to  the  principles  of  equity  and  justice  to  per- 
mit their  water  carrier,  or,  we  will  say,  to  continue  to  operate  a  water 
carrier  and  charge  to  the  public  that  uses  that  water  carrier  once 
and  a  half  or  twice  or  three  times  as  much  as  the  ordinary  rules  with 
respect  to  rate  fixing  would  justify. 

Senator  Cummins.  We  must  not  forget  the  original  premise  of 
the  matter,  that  it  is  the  duty  of  the  Government  to  maintain,  or 
be  allowed  to  maintain,  this  system  of  railways  at  a  high  state  of 
efficiency,  and  the  only  reason  for  decreasing  a  reasonable  rate  from 
one  coast  to  another  is  that  it  must  be  decreased  in  order  to  get  the 
business.  That  we  assumed.  It  is  your  opinion,  notwithstanding  its 
obligations  to  keep  up  the  railroads  that  we  must  drop  the  rate  at  the 
competitive  point  to  the  disadvantage  of  the  carrier  ? 

Mr.  Mann.  To  the  disadvantage  of  the  railroad. 

Senator  Cummins.  To  the  disadvantage  of  the  railroad,  in  order 
to  what?  To  allow  a  certain  community  to  avail  itself  of  the  lesser 
cost  of  water  transportation.    That  is  wThat  it  all  comes  to,  is  it  not  ? 

Mr.  Mann.  No,  sir;  it  never  comes  to  that  in  my  mind  at  all.  I 
do  not  think  there  is  any  situation  with  respect  to  rate  making  in 
this  proposition  that  can  be  said  to  be  favorable  or  preferential, 
whether  made  by  the  Government  or  made  by  the  carriers,  to  the 
water  points  or  to  the  seaboard  points,  and  in  addition  to  that  I 
wish  to  say  that  I  can  not  see  that  we  can,  in  conceiving  Government 
ownership  of  transportation  facilities,  place  the  railroads  owned  by 
the  Government  in  a  proprietary  position  as  against  the  steamships 
owned  by  the  Government.  The  steamships  owned  by  the  Govern- 
ment would  be  performing  a  public  service  and  would  be  serving  a 
very  large  number  of  communities  besides  San  Francisco.  They 
probably  would  operate,  as  far  as  the  coast  is  concerned,  commencing 
at  Boston  and  stop  at  New  York.  Philadelphia.  Baltimore.  Charles- 
ton, and  Mobile,  with  branch  lines  from  New  Orleans  and  perhaps 
the  branch  lines  reaching  up  the  Mississippi  River  to  Chicago,  taking 
on  a  cargo  at  that  point  and  then  bringing  that  cargo  through  the 
Panama  Canal,  and  they  would  serve  the  coast  ports  mentioned  and 
probably  transfer  the  cargo  for  the  Orient,  and  on  Hie  '"t'rn  journev 
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make  the  same  trip,  and.  in  fact,  that  very  line  of  work  is  suggested 

by  the  actual  rates  published  and  the  actual  way  port  calls  which 
have  been  made  by  these  very  carriers. 

Now.  under  these  circumstances,  these  publicly  owned  water  lines, 
operating  through  the  canal  and  between  the  two  coasts,  would  be 
serving  perhaps  as  large  a  portion  of  the  public  of  the  United  States 
as  these  transcontinental  rail  carriers  would  serve.  So,  under  the  cir- 
cumstances, I  should  not  say  that  we  should,  as  a  Government,  pre- 
fer the  railroad  carrier,  and  say  now  we  are  going  as  the  Government 
to  arrange  matters  so  that  the  railroad  carriers  can  make  as  much 
money  as  the  conditions  will  justify,  and  the  water  carriers  shall  make 
still  more  than  they  might  ordinarily  be  justified  in  charging  in  pri- 
vate ownership,  or.  in  other  words,  would  be  charging  the  people  of 
the  United  States  for  their  service  by  water,  one  and  a  quarter  or 
one  and  a  half  or  two  or  three  times  as  much  as  the  same  people  would 
have  to  pay  if  the  ships  were  retained  in  private  ownership.  1  do 
not  think"  the  United  States  would  d<>  that. 

Senator  Cummins.  I  will  not  put  either  the  railroads  or  the  steam- 
ships in  a  primary  position  or  in  a  preferential  position.  I  am  as- 
suming a  common  ownership  of  the  whole,  and  in  order  to  afford  an 
illustration,  and  to  get  your  views  more  completely,  let  us  assume  that 
all  transportation  facilities  of  the  United  States,  including  these 
water  lines,  reaching  from  one  town  in  the  United  States  to  another, 
are  owned  by  one  single  corporation. 

Mr.  Manx.    Yes,  sir. 

Senator  Cummins.  So  that  there  is  no  competition,  so  far  as  the 
capital  Invested  is  concerned. 

Mr.  Mann.    Yes,  sir. 

Senator  Cummins.  Do  you  not  think  that  under  those  circum- 
stances the  corporation  would  divide  the  freight  and  allot  a  certain 
part  of  it  to  l»e  carried  by  water  and  a  certain  part  to  be  carried  by  the 
land? 

Mr.  Manx.  Yes.  sir:  I  am  sure  it  would  run  the  water  carrier  in 
such  a  way  as  to  help  the  land  carrier,  hut  I  do  not  think  the  United 
State-  ( io\  eminent  would  he  controlled  by  such  an  instinct. 

Senator  Cummins.  I  am  -assuming  that  the  United  States  Govern- 
ment would  be  as  solicitous  for  the  general  welfare  of  the  country  as 
the  corporation  would  be  for  the  general  welfare  of  its  stockholders. 

Mr.  Mann.  I  can  not  see  that  the  illustration  is  a  parallel.  The 
United  States  Government  has  taken  steps  in  connection  with  the 
Panama  Canal  act  to  prevent  just  that  thing. 

Senator  Cummins.  I  am  not  quarreling  with  that  policy,  but  I 
think  you  agree  with  me  that  if  the  entire  transportation 'facilities  of 
the  country  are  in  the  hands  of  one  corporation  it  would  not  meet  the 
situation  that  you  have  described  by  lowering  the  terminal  rates.  It 
would  allot  or  divide  the  traffic  to  be  carried,  would  it  not '( 

Mr.  Manx.  I  really  think  it  would  do  that  thing  which  it  consid- 
ered was  to  bring  the  most  money  into  its  pocket.  Just  what  that 
would  turn  out  to  be  I  can  not  foreshadow  or  foresee.  It  is  a  condi- 
tion that  we  are  imagining. 

Senator  Cummins.  Purely. 

Mr.  Mann.  And  which  can  never  exist. 

Senator  Cummins.  Through  regulation  we  are  trying  to  build  up 
the  entire  country  and  give  to  each  community  that  which  it  ought 
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to  have,  and  afford  transportation  us  a  whole  at  the  Least  reasonable 
cost . 

Mr.  Mann.  The  ownership  illustration  aptly  illustrates  the  danger 
of  the  abolition  of  competition  between  the  carriers. 

Senator  Cummins.  I  can  easily  see  that,  but  when  you  substitute 
for  a  selfish  corporation— that  is.  a  corporation  desirous  of  making 
as  much  money  aspossibh — a  corporation  that  desires  simply  the  gen- 
eral welfare,  then  there  would  be  no  such  danger,  would  there? 

Mr.  Mann.   You  mean  the  United  States  Government  \ 

Senator  Cummins.   Yes. 

Mr.  Manx.  The  United  States  Government,  considering  only  the 
general  welfare,  would  not  be  justified  in  asking  the  citizens  to  pay 
once  and  a  half  or  two  or  three  times  what  the  service  was  worth 
because  it  moved  by  water. 

Senator  Cummins.  Suppose  that  the  railway  companies,  in  order- 
to  secure  all  the  traffic  which  their  lines  would  carry,  did  not  find  it 
necessary  to  reduce  the  terminal  rates  in  order  to  meet  the  water' 
transportation?  What  would  you  say  then  as  to  the  wisdom  or 
justice  of  reducing  those  rates  below  the  intermediate  points? 

Mr.  Mann.  You  say  if  they  did  not  find  it  necessary? 

Senator  Cummins.  Yes. 

Mr.  Mann.  And  could  get  all  the  business  they  wanted? 

Senator  Cummins.  Y>s. 

Mr.  Mann.  That  would  mean  the  water  transportation  costs  as 
much  as  the  rail  transportation,  and  that  is  not  the  case. 

Senator  Cummins.  That  means  there  is  more  transportation  than 
the  water  can  bear  or  will  bear. 

Mr.  Manx.  Yes;  I  think  that  is  always  so.  Perhaps  I  did  not  un- 
derstand your  question.  I  understood  your  question  to  be,  if  the  rates 
of  the  water  transportation  at  the  points  of  competition  were  such 
that  the  carriers  could  continue  to  carry  their  rates,  grading  up 
from  the  coast,  and  still  get  their  share  of  the  business,  what  would 
be  the  condition?  I  say  that  the  condition  there  would  be  that  the 
carriage  by  water  would  be  equally  as  expensive  as  the  carriage  by 
land,  and  under  those  conditions,  and  only  under  those  conditions, 
can  we  expect  that  to  ensue.  At  the  present  time  carriage  by  water 
for  any  material  distance  has  been  accepted  to  be  a  transportation 
of  less  cost  than  any  other  form  of  transportation.  One  great  reason 
for  the  difference  in  cost,  is  that  there  is  no  investment  in  tracks  or 
rights  of  way.  and  therefore  we  can  hardly  expect  to  see  the  f  hue  when 
transportation  by  water  will  be  equally  as  expensive  as  that  by  land. 

Senator  Cummins.  Yrou.  therefore,  I  infer,  are  of  the  opinion  that 
without  regard  to  the  financial  necessities  of  the  railways  this  coun- 
try will  be  better  built  up  and  better  served  by  giving  to  those  locali- 
ties which  are  affected  by  water  transportation  and  water  rates  lower 
costs  or  charges  than  to  other  portions  of  the  country? 

Mr.  Mann.  Well,  put  in  that  way,  I  might  answer  in  the  affirma- 
tive; but  I  would  like  to  say.  in  addition  thereto,  that  that  arrange- 
ment of  competitive  charges  at  the  ports  should  be  considered  as  a 
part  of  the  general  transcontinental  rates  and  schedules  of  the  car- 
riers. 

Senator  Cummins.  Now,  the  result  of  that  would  be,  if  carried 
to  its  logical  end,  the  development  of  both  borders  of  the  country 
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and  the  underdevelopment  of  the  central  part  of  the  country,  would 
it  not? 

Mr.  Manx.  It  would;  and  it  is  a  fact  that  there  is  not  a  big  city 
in  the  United  States  that  is  not  served  by  water,  and  there  probably 
never  will  be — or  in  the  world,  one  might  say.  There  might  be  some 
manufacturing  communities,  very  prosperous  and  populous  ones,  too. 
but  when  you  compare  them  with  the  great  cities  you  will  find  they 
are  situated  on  the  water. 

Senator  Cummins.  I  do  not  think  you  understand  my  question  in 
the  way  which  it  was  asked.  There  comes  a  time,  or  you  reach  a 
point  presently,  where  the  cheapness  of  water  transportation  added 
to  the  land  transportation  for  distribution  ceases,  does  there  not? 
You  reach  a  point  both  east  and  west 

Mr.  Mann.  Where  the  water  transportation  plus  the  land  trans- 
portation equals  a  normal  rate? 

Senator  Cummins.  Suppose  you  wanted  to  ship  goods  from  here 
to  Pittsburgh,  the  lesser  cost  of  transportation  between  here  and 
New  York  by  water  would  be  absorbed  by  the  cost  of  transportation 
from  New  York  to  Pittsburgh,  and  it  would  be  no  less,  and  prob- 
ably greater,  than  the  cost  of  transporting  your  goods  from  here  to 
Pittsburgh,  direct  by  rail. 

Mr.  Mann.  Yes,  sir:  there  is  a  point  where  those  two  rates  meet. 
There  is  a  point  where  the  sea  combination  plus  the  rate  inland  to 
Pittsburgh,  or  wherever  the  points  may  be.  meet  the  direct  rates  by 
rail  across  the  country. 

Senator  Cummins.  That  is  what  T  meant  by  saying  if  you  are  to 
give  full  effect  to  competition  brought  about  by  the  lesser  cost  of  the 
water  transportation,  you  will  find  a  narrow  -trip  of  country  on  both 
-ides  of  the  country  thoroughly  developed  and  a  very  wide  stretch 
of  territory  very  inadequately  developed. 

Mr.  Mann.  That  will  lie  generally  along  the  line  where  the  inter- 
mountain  people  are  situated;  but  in  the  East,  where  the  popula- 
tion is  so  great  and  development  so  large  as  the  result  of  so  many 
years,  that  strip  has  disappeared.  It  has  practically  disappeared, 
like  the  boundary  lines  of  tAvo  towns  that  have  grown  together.  The 
fact  of  the  matter  is  that  the  natural  advantages  of  these  coasts  are 
just  the  same:  that  is.  the  advantages  of  the  west  coast  and  the  east 
coast  are  just  the  same.  Avith  reference  to  ocean  competition,  and  it 
is  true  that  that  strip  that  our  friends  1oatc  to  call  the  back-haul 
territory  is  the  territory  in  which  the  water  competition  is  really 
felt.  That  is  where  it  is  felt,  and  it  is  felt  through  that  strip  up  to 
the  point  where,  as  you  say.  the  rate  coming  in  the  other  direction 
meets  it.  But  there  is  an  interior  part  of  the  country  which,  by  the 
way,  is  also  served  by  water,  Avhere  we  haA'e  the  great  cities  of  Chi- 
cago and  St.  Louis,  all  served  by  water,  and  which,  again,  are  not 
only  using  the  water,  but.  of  course,  are  great  manufacturing  centers 
and  distributing  centers,  and  they  have  created  about  them  an  im- 
mense territory  for  distribution,  and  so  they  are  reaching  out  both 
east  and  west. 

There  is  a  strong  competition  between  Chicago  and  New  York  in 
the  intermediate  territory  to-day,  and  one  is  getting  a  little  farther 
toward  the  other  one  day  and  the  next  day  the  other  encroaches  closer 
to  the  other.     In  this  territory  we  have  the  same  situation,  except 
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we  have  great  deserts,  and  we  have  not  developed  to  the  same  inten- 
sive extent  as  the  eastern  part  of  the  country,  and  probably  never 
will.  Nevertheless,  we  have  the  same  development  of  commerce,  and 
we  find  Chicago  and  New  York  by  water,  and  Chicago  by  rail,  and  St. 
Louis  reaching  out  into  this  country,  trying  to  get  all  of  it;  and  we 
have  got  the  intermountain  part  of  it  a  great  deal,  and  they  do  dis- 
tribute to  the  Missouri  River  and  beyond,  much  to  the  disgust  of  the 
Missouri  River.  Kansas  City  and  St.  Louis  are  full  of  complaints 
about  the  rate  situation,  contending  that  they  are  getting  the  worst 
of  it,  both  coming  and  going.  That  phrase  in  traffic,  by  the  way, 
really  belongs  to  Mr.  Maxwell,  of  Denver,  because  he  happens  to  be 
situated  just  on  that  edge  which  you  have  described.  He  pays  the 
most  of  anybody;  but  that  is  a  result  which,  I  insist,  can  not  be  cor- 
rected, because  nobody  can  correct  it.  If  you  pass  an  absolute  fourth 
section,  we  will  bring  goods  into  this  territory  through  the  canal  and 
distribute  it  through  the  back-haul  territory. 

Senator  Cummins;  My  questions  have  not  had  in  view  the  proposed 
amendment  to  the  fourth  section,  making  it  rigid.  I  have  in  view  the 
policy  of  regulating  all  the  carriers  of  the  United  States;  and  that 
leads  me  to  ask  you,  Do  you  believe  we  ought  to  begin  regulation  in 
the  way  of  fixing  rates  on  water  transportation? 

Mr.  Mann.  No,  sir;  I  do  not. 

Senator  Cummins.  Why  should  we  not  regulate  water  transporta- 
tion as  completely,  at  least,  as  we  regulate  land  transportation? 

Mr.  Mann.  For  this  reason :  That  the  railroads  are  exercising  what 
is  sometimes  called  a  natural  monopoly.  They  are  using  the  right 
of  eminent  domain,  a  governmental  power  and  authority,  and  by 
virtue  of  that  right  of  eminent  domain,  and  in  some  cases  of  grants 
of  public  land,  they  have  constructed  tracks  and  purchased  rights  of 
way,  and  have  produced  an  investment — well,  I  used  "  a  billion  dol- 
lars," and  we  might  as  well  continue  to  use  that  as  any  other  figure — 
that  seems  to  be  the  modern  custom  and  fashion.  The  sea,  on  the 
other  hand,  is  free,  and  a  sea  carrier  is  exercising  no  right  of  eminent 
domain  and  exercising  no  monopoly  at  all,  because  there  can  be  no 
monopoly  of  the  sea.  Any  individual  with  a  small  amount  of  capital 
may  charter,  under  ordinary  circumstances,  a  ship,  we  will  say,  for 
$100,000  and  perform  a  journey  over  a  route  which  costs  nothing, 
where,  if  he  would  conduct  a  railroad  between  the  same  points  he 
would  have  to  invest  a  billion  dollars.  So  there  is  no  monopoly  prin- 
ciple or  characteristic  in  a  ship,  or  in  a  regular  shipping  line,  or  in 
any  shipping  situation,  but.  on  the  other  hand,  there  is  a  monopoly 
characteristic  in  the  railroads.  Now,  it  is  the  monopoly  that  must 
be  regulated,  not  necessarily  or  at  all,  in  my  opinion,  the  ordinary 
exhibition  of  commercial  or  other  activity,  but  monopoly;  and 
wherever  we  find  monopoly  we  must  beware  of  its  power,  and  there- 
fore we  must  be  careful  to  control  its  power,  and  thus  we  should 
regulate  it. 

Senator  Cummins.  We  have  been  discussing  the  source  of  power, 
and  not  the  wisdom  of  exercising  it.  it  seems  to  me.  You  do  not 
doubt  we  have  the  same  power  over  water  transportation  within  the 
United  States  or  to  and  from  points  in  the  United  States  that  we  have 
over  land  transportation,  do  you? 

Mr.  Mann.  I  do  not  doubt  it  at  all. 
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Senator  Cummins.  It  has  been  the  policy  of  the  United  States  to 
regulate  it  by  excluding  all  but  ships  of  American  registry  in  the 
Panama  Canal. 

Mr.  Manx.  That  is,  in  the  coastwise  traffic. 

Senator  Cummins.  Having  the  power,  the  only  thing,  as  it  seems 
to  me,  that  we  should  consider  is.  Ought  we  to  exercise  it  in  order 
to  benefit  the  people  of  the  country  ? 

Mr.  Manx.   Yes,  sir:  that  is  what  I  had  in  mind. 

Senator  Cummins.  The  reasons  which  you  are  giving  probably 
apply  to  the  Avisdom  of  exercising  the  power,  namely,  there  is  free 
competition  on  the  sea  and  there  can  not  be  on  the  land. 

Mr.  Mann.   Yes,  sir. 

Senator  Cummins.  If  we  find  the  free  competition  on  the  sea  actu- 
ally injures  the  people  of  the  United  State-,  you  would  have  no  doubt 
Ave  should  enter  that  field  of  regulation  \ 

Mr.  Mann.  One  might  say  to  that,  if  the  time — remembering  the 
"  if"  all  the  time — that  is,  if  you  find  it  injured.    I  do  not  think  it  is. 

Senator  Cummins.  Suppose  we  should  find  that  the  rates  by  water 
are  to  high,  and  we  found  that  competition  upon  the  sea  did  not  re- 
duce the  rates  to  a  fair  point;  should  we  not  reduce  them? 

Mr.  Manx.  I  do  not  think  so.  I  do  not  think  it  is  good  gov- 
ernmental policy  to  interfere  with  a  situation  which  is  open  to  free 
and  untrammeled  competition.  I  think  the  competition  there  should 
be  left  to  take  care  of  itself;  in  other  words.  1  do  not  believe  in  ex- 
treme cooperation.  I  believe  in  leaving  a  large  freedom  of  com- 
petition, which,  to  my  mind,  appeals  as  that  freedom  which  is  so 
cherished  by  our  Government  to  their  people. 

Senator  Cummins.  That   is  all. 

STATEMENT  OF  PERCY  POWELL,  OF  SPOKANE,  WASH. 

The  Chairman.  Please  state  your  name,  giving  your  residence  and 
occupation. 

Mr.  Poweli*.  Percy  Powell,  Spokane.  Wash.,  representing  the  Spo- 
kane Merchants*  Association  and  the  Spokane  Chamber  of  Com- 
merce, and  the  Boise  Commercial  Club. 

I  have  been  verv  much  interested  in  Mr.  Mann's  statement  to-day, 
and  agree  with  him  in  a  great  many  of  the  statements  that  he  has 
made.  I  think  my  principal  disagreement  with  him  will  be  in  the 
point  of  omission  rather  than  in  commission:  that  he  has  overlooked, 
in  my  opinion,  a  number  of  points  that  are  vitally  important  in  this 
matter.  Our  interest  is  in  the  amendment  to  the  fourth  section.  We 
believe  it  is  vitally  important  to  the  welfare  of  the  western  portion 
of  the  United  States  at  least  that  an  absolute  long-and-short  haul 
clause  be  enacted. 

The  city  of  Spokane  is  located  342  mile^  from  the  Pacific  coast. 
We  are  served  bv  the  Northwestern,  the  Xorthern  Pacific,  and  the 
Chicago.  Milwaukee  &  St.  Paul  from  Seattle  and  Tacoma,  and  served 
by  the  O.-W.  R.  &  X.  and  the  portland-Seattle  Railroad  Co.  from 
Portland,  Oreg.,  and  are  served  from  the  east  by  the  Great  Xorthern 
Railway  Co.,  the  Northern  Pacific  Railway  Co.,  the  Chicago,  Mil- 
waukee &  St.  Paul,  and  by  the  O.-W.  R.  &  X.  Co.  in  conjunction 
with  the  Union  Pacific,  and  by  the  Spokane  International,  owned 
and  controlled  and  operated  in  connection  vith  the  Canadian  Pacific. 
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I  was  very  much  interested  in  Mr.  Wade's  testimony  yesterday, 
from  Oakland,  Cal.,  regarding  the  relief  that  had  been  accorded  to 
Spokane  by  the  Interstate  Commerce  Commission  in  the  last  20 
years  and  to  the  internioimtain  territory.  T  might  state  that  prior 
to  the  construction  of  a  transcontinental  railroad  into  this  territory 
the  principal  transportation  of  commodities  was  by  water  carriage 
from  the  Atlantic  coast  bo  the  Pacific  ports  and  thence  inland  by 
any  means  of  transportation  at  hand,  which  was  by  ox  teams  some- 
times, pack  trains,  and  a  portion  of  the  way  by  inland  waterways  by 
boats.  When  the  rail  carriers  were  constructed  through  this  country 
their  initial  system  of  making  rates  was  to  meet  the  water  rate  they 
found  in  existence  from  coast  to  coast  at  the  Pacific  port  plus  what- 
ever premium  they  could  secure  on  account  of  better  services  in  the 
nature  of  quicker  delivery  of  goods  and  less  damage  and  handling 
charges,  and  in  making  the  rate  to  our  territory  of  Spokane  they 
took  the  Pacific  coast  terminal  rate  pins  all  or  a  very  large  portion 
of  the  back-haul  rate. 

Now,  that  system  has  been  followed  out  and  is  practically  in  effect 
to-day.  In  some  of  the  readjustments  they  have  charged  the  full 
coast  rate  plus  certain  percentages  of  the  back-haul  rate.  In  other 
instances  they  have -charged  us  a  portion  of  the  terminal  rate  plus 
the  full  hack  haul.  They  vary  that,  but  the  principle  is  practically 
the  same.  The  Interstate  Commerce  Commission  was  created  by 
Congress,  I  believe,  in  about  1887  or  1888.  In  1889  the  shippers  of 
Spokane,  a  city  at  that  time  of  approximately  25,000  or  30,000  people, 
filed  a  complaint  before  the  Interstate  Commerce  Commission  against 
what  they  claimed  was  unjust  and  undue  discrimination  against  them 
in  the  matter  of  charging  this  exceedingly  high  rate  for  the  short 
haul  as  against  a  low  rate  for  the  long  haul,  and,  in  1890,  I  believe 
it  was,  the  commission  rendered  a  decision  favorable  to  the  Spokane 
territory,  directing  the  carriers  to  put  into  effect  rates  on  which  the 
rates  to  Spokane  would  not  exceed  82  per  cent  of  the  coast  terminal 
rate.  The  carriers  did  not  publish  and  did  not  put  into  effect  those 
rates,  and  the  Interstate  Commerce  Commission,  it  seemed,  at  that 
time  had  no  authority  to  enforce  their  rulings,  and  the  order  was 
ignored  absolutely. 

In  1896  the  shippers  of  Spokane  entered  suit  in  court  against  the 
railroad  company  to  compel  compliance  with  this  decision,  to  compel 
them  to  put  into  effect  rates  on  which  the  charge  would  not  exceed  82 
per  cent  of  the  coast  rate,  as  ordered  by  the  commission.  That  was 
in  April,  1896.  That  decision  was  rendered  in  September,  L896,  by 
the  judge  of  the  circuit  court,  denying  Spokane's  claim  upon  the. 
ground  that  it  would  cost  the  Northern  Pacific  Railway  Co.  too 
much  revenue,  as  the  Northern  Pacific  Railway  Co..  against  which 
this  complaint  was  filed,  was  at  that  time  in  the  hands  of  a  receiver. 
About  this  same  time,  in  the  fall  of  1898,  the  Supreme  Court  of  the 
United  States,  in  a  Georgia  case,  decided  that  the  Interstate  Com- 
merce Commission  did  not  have  authority  to  fix  rate-,  and  for  that 
reason  that  finished  our  complaint  at  that  time. 

I  would  call  your  attention  to  the  point  that  Mr.  Mann  and  Mr. 
Wade  both  mentioned.  They  cited  numerous  cases  where  the  Inter- 
state Commerce  Commission  had  rendered  decisions  favorable  to  the 
intermoiintain  points,  but  in  no  instance  did  they  mention  the  dates 
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on  which  these  decisions  became  effective,  and  practically  every  one 
of  these  decisions  in  our  favor  has  resulted  as  the  first ;  for  one  reason 
or  another  the  effective  date  was  delayed,  and  not  one  since  1889,  28 
years  ago,  has  ever  gone  into  effect  in  full.  Some  portions  seem  to  have 
gone  into  effect  and  others  not  at  all. 

In  1904  the  shippers  of  Spokane,  very  impatient  with  what  they 
considered  an  unjust  discrimination,  organized  a  boycott  on  the  two 
northern  lines  there  that  they  considered  were  the  lines  that  should 
take  care  of  their  community  and  diverted  practically  all  of  their 
business  to  the  O.-W.  R.  &  N.  Railroad.  That  boycott  had  been  in 
effect  hardly  a  month  when  a  number  of  leading  shippers  were  invited 
to  a  conference  with  the  railroad  officials  at  Chicago,  and  the  shippers 
did  go  to  Chicago  and  attended  the  conference  and  discussed  the  com- 
promise and  agreed  to  the  compromise,  the  effect  of  which,  I  believe, 
was  to  give  what  the  claimed  to  Spokane  a  distributing  territory  of 
100  miles.  It  would  permit  them  to  ship  goods  from  eastern  defined 
territory  to  Spokane  and  distribute  them  100  miles  along  the  coast 
at  a  rate  that  would  be  equal  to  the  carload  rate  through  to  the  Pacific 
coast  terminals  and  then  the  local  back  312  miles. 

Soon  after  this  went  into  effect,  in  1905,  the  Hepburn  Act  was  intro- 
duced, giving  the  Interstate  Commerce  Commission  the  power  to  fix 
rates.  The  Spokane  interests  had  a  delegate  at  Washington  in  the 
interest  of  that  to  assist  wherever  possible  to  get  the  passage  of  that 
bill.  It  did  not  pass  at  that  time,  but  in  1906  the  Hepburn  Act  was 
passed,  giving  the  Interstate  Commerce  Commission  authority  to  fix 
rates,  and  the  Spokane  case  was  case  No.  1,  filed  immediately  upon  the 
passage  of  that  act,  protesting  against  these  discriminations  we  had 
suffered  from  for  all  those  years. 

The  Vice  Chairman.  The  Esch-Townsend  bill  was  the  one  reported 
in  1905.  The  Hepburn  bill  was  not  reported.  The  Esch-Townsend 
bill  was  passed  by  the  House,  but  not  by  the  Senate.  The  next  year  the 
Hepburn  bill  did  pass. 

Mr,  Powell.  This  hearing  to  which  I  referred  started  January, 
1907.  A  decision  was  rendered,  as  I  have  it,  in  that  case  in  June,  1910. 
The  commission  proposed  new  reduced  rates  for  this  intermountain 
territory. 

Now,  you  will  please  understand  that  I,  in  referring  to  Spokane, 
mean  what  is  styled  the  Spokane  territory  or  inland  empire.  We 
have  not  asked  at  any  time  for  any  rates  or  concessions  at  Spokane 
that  did  not  include  all  of  the  intermountain  territory  similarly 
situated,  like  Walla  Walla  and  towns  similarly  located.  I  do  not 
know  that  we  included  Salt  Lake  by  name,  but  we  included  all  com- 
munities similarly  situated.  The  commission  was  uncertain  as  to 
what  effect  its  new  rules  would  have  on  the  earnings  of  the  carriers, 
and  as  a  matter  of  precaution  they  asked  the  carriers  to  take  this 
basis  of  rates  as  proposed  by  them  and  apply  it  to  six  months  busi- 
ness, selecting  the  six  months  previous  business,  and  figure  it  to  let 
them  know  what  decrease  it  might  mean  in  the  earnings  of  their 
road,  as  it  would  be  carried  back  for  quite  a  distance — nearly  to  St. 
Paul  on  some  items.  This  was  quite  a  task  and  took  some  time,  but 
the  carriers  submitted  those  figures,  and  the  commission  at  that  time 
decided  it  would  not  materially  injure  or  decrease  the  earnings  of 
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the  roads,  and;  as  I  understand,  were  ordering  these  rates  and  did 

order  them  into  effect,  but  before  these  rates  went  into  effect  the 
Hepburn  Act  was  again  amended.  So  that  annulled  that  decision 
which  had  been  granted  and  the  rates  did  not  go  into  effect. 

Mr.  Esch.   You  mean  the  amendment  of  1910? 

Mr.  Powell.  Yes,  sir.  In  1911  a  decision  was  rendered  by  the 
commission,  which  has  been  quoted  before  your  body  here,  stating 
that  no  higher  rate  than  the  terminal  rate  should  be  charged  to  the 
intermediate  points  on  traffic  originating  in  what  is  known  as  Mis- 
souri River  territory;  that  the  rate  to  the  interior  might  exceed  the 
terminal  rate  from  the  Chicago  territory  by  7  per  cent;  from  the 
Buffalo-Pittsburgh  territory  by  15  per  cent ;  and  from  the  New  York 
territory  by  25  per  cent,  ordering  the  carriers  to  prepare  tariffs  in 
compliance  with  this  and  get  them  into  effect.  This  is  the  decision 
that  was  rendered  in  favor  of  Spokane,  again  being  one  that  did  not 
go  into  effect,  the  carriers  taking  it  to  the  Commerce  Court,  com- 
plaining that  the  commission  had  exceeded  its  authority;  that  they 
had  no  authority  whatever  to  name  rates  on  a  zone  basis  and  to 
divide  the  country  into  zones;  and  also  attacking  the  constitution- 
ality of  the  amended  portion  of  the  fourth  section,  and  I  think  you 
are  familiar  with  that.  This  order  did  not  go  into  effect  for  some- 
thing like  four  or  five  or  six  years,  but  representatives  of  practically 
all  transcontinental  carriers  serving  that  territory  met  with  the 
shippers  before  this  case  was  taken  to  court,  and  after  the  decision 
had  been  rendered  by  the  commission  and  put  into  effect  another 
compromise  schedule  of  rates  that  were  some  reductions  over  those 
in  effect  at  that  time  but  not  as  low  as  those  prescribed  by  the  com- 
mission, and  I  might  say  that  the  shippers  who  met  with  the  carriers 
and  agreed  with  the  railroads  on  the  compromise  merely  while  the 
matter  was  contested  in  the  courts  were  very  severely  criticized  by 
the  people  there,  who  thought  we  should  stand  on  our  rights,  and 
our  counsel,  who  had  been  handling  our  matters  for  years,  refused 
absolutely  to  sign  the  agreement  or  to  be  a  party  to  it. 

This  was  heard  by  the  Commerce  Court,  and  that,  of  course,  con- 
sumed some  little  time,  and  the  Commerce  Court  upheld  the  conten- 
tion of  the  railroads. 

This,  then,  was  appealed  by  the  Government  to  the  Supreme  Court 
of  the  United  States,  and  you  are  more  or  less  familiar  with  the 
condition  of  tha  docket  of  the  Supreme  Court  of  the  United  States. 
It  was  very  much  behind  and  a  great  deal  of  time  was  consumed 
there,  and  before  rendering  the  decision  in  this  case  the  Supreme 
Court  asked  for  a  reargument  of  the  case,  and  it  was  delayed  there 
for  some  time,  but  they  finally  reversed  the  Commerce  Court,  and  the 
carriers  were  then  ordered  to  put  into  effect  those  rates  as  provided 
by  this  1911  decision.  Now,  this  decision  was  rendered,  but  before 
the  matter  got  through  the  courts  it  was  1914.  At  that  time  the 
carriers  appealed  to  the  Interstate  Commerce  Commission  from  their 
former  decision  and  stated  substantially  to  this  effect:  That  this 
order  was  written  four  or  five  }'ears  ago.  It  had  been  through  the 
courts,  and  it  had  taken  a  great  deal  of  time;  and  while  it  was  un- 
doubtedly a  just  and  proper  order  at  the  time  it  was  written,  such  a 
time  had  elapsed  and  conditions  had  changed  so  materially  that  it 
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was  not  then  a  reasonable  order,  and  thev  asked  for  a  reopening  of 
the  matter  and  a  rehearing1  of  the  case.     They  said : 

The  canal  is  now  open.  This  is  October,  1914,  and  we  need  and  require 
further  relief  than  is  permitted  by  this  order. 

A  hearing  was  held  on  that,  T  think,  in  the  fall  of  1014.  A  deci- 
sion was  rendered,  however,  in  April,  1915,  and  the  Interstate  Com- 
merce Commission  did  give  the  carriers  additional  relief,  so  that  this 
order,  even  after  going  through  the  Interstate  Commerce  Commis- 
sion, the  Commerce  Court,  and  the  Supreme  Court  of  the  United 
States,  still  was  never  put  into  effect.  It  was  modified  before  it 
could  get  through  the  hands  through  which  it  was  necessary  for  it  to 
go  in  order  to  get  into  effect.  The  relief  offered  on  this  was  directly 
on  what  was  described  to-day  as  Schedule  C  items,  which  are  items, 
as  explained  by  Mr.  Mann,  winch  are  subjected  to  water  competition 
and  move  in  greater  competition  by  water.  I  think  the  tariffs  named 
specific  rates  on  these  Schedule  C  items  and  when  they  were  to  go 
into  effect,  but  they  were  based  on  terminal  rates  not  to  exceed  75  per 
cent  of  the  back-haul  charge.  That  was  the  maximum.  The  car- 
riers could  make  it  as  much  lower  as  they  might  desire.  That  was 
in  April,  1915. 

In  October.  1915,  or  about  that  time,  the  canal  was  closed  by  the 
big  slid,.,  and.  of  course,  all  steamers  then  in  the  coast-to-coast  busi- 
ness were  withdrawn  from  the  service  at  the  time. 

Immediately  after  withdrawing  them  from  the  service  practically 
all  the  boats  formerly  engaged  in  that  service  were  chartered  for 
service  for  long  periods  of  years — not  for  a  short  time — pending  the 
opening  of  the  canal  again,  but  for  long  periods  of  time.  The  rates 
had  been  so  depressed  by  the  low  rates  that  the  rail  carriers  had  been 
naming  to  the  Pacific  coast  terminals  for  a  period  of  years  that  the 
business  was  not  particularly  profitable  to  the  boat  carriers  to  encour- 
age them  to  continue  in  the  business,  and  when  they  were  put  out  of 
business  temporarily  by  the  slide  they  seized  an  excellent  oppor- 
tunity to  receive  considerably  higher  rates,  largely  due  to  the  war, 
for  a  considerable  period  of  years. 

It  is  our  belief  that  had  this  coast-to-coast  business  been  sufficiently 
remunerative  the  owners  of  the  boats  would  not  have  chartered  their 
boat-  for  such  a  length  of  time  and  abandoned  this  coast-to-coast 
business  that  they  had  been  handling  for  a  number  of  years  and 
where  they  had  their  regular  lines  established. 

"When  it  came  to  our  attention  that  these  boats  were  chartered  for 
a  number  of  years  we  felt  we  were  unduly  and  unjustly  discrimi- 
nated against  for  a  long  time;  we  did  not  understand  why  we  should 
pay  any  higher  rate  on  any  commodity,  because  we  felt  that  the  water 
competition  on  the  coast-to-coast  business  would  not  be  resumed  for 
a  number  of  years  at  least.  Our  counsel  went  to  Washington  and 
took  the  matter  up  with  the  Interstate  Commerce  Commission  and 
suggested  to  them  that  it  was  provided  by  this  act,  and  it  was  the 
intention  of  Congress  in  passing  this  act  that  the  Interstate  Com- 
merce Commission  should  take  notice  of  changes  of  conditions  from 
time  to  time  to  adjust  conditions  and  grant  relief  from  the  long-and- 
short-haul  clause  as  the  conditions  might  change,  and  requested  of 
the  commission  that  they,  on  their  own  volition,  issue  an  order  to 
the  carriers  to  appear  and  show  them  to  what  extent,  if  any,  they 
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were  at  that  time  entitled  to  relief  from  (he  absolute  long  and  short 
haul  clause.  The  commission  refused  to  do  that.  We  felt  it  was 
the  duty  of  the  Government  commission,  provided  for  our  use  as 
well  as  other  people's,  and  for  our  protection,  to  do  that.  They  re- 
fused absolutely  to  do  that,  and  after  we  were  assured  finally  they 
would  not  we  were  obliged  to  draw  up  and  file  a  formal  complaint 
againsl  the  carriers  and  filed  it  with  the  commission,  requesting  that 
they  reopen  schedule  B  and  schedule  C.  both  of  which  schedules  show 
we  are  paying  much  higher  rates  for  the  short  haul  than  the  long 
haul.  After  some  time  the  commission  consented  to  reopen  schedule 
('.  but  refused  absolutely  to  reopen  schedule  B.  They  appointed 
early  hearing  dates  on  this  schedule  C.  and  on  June  5,  L916,  they 
issued  an  order  in  which  the}7  stated  there  was  no  water  competition 
on  the  business  from  coast  to  coast  at  that  time,  and  had  not  been  for 
some  months  past,  and  in  their  opinion  there  would  not  be  for  some 
time  to  come,  and  ordered  the  carriers  to  put  these  schedule  C  items 
into  schedule  B,  canceling  the  special  relief  they  had  given  them 
on  these  commodities  when  they  had  reopened  the  case  after  it  came 
from  the  Supreme  Court  of  the  United  States. 

The  effective  date  of  this  order  was  made — this  was  June  when 
they  ordered  the  tariffs  filed,  and  that  the  discriminations  should  be 
removed — it  was  September  1.  Xow,  prior  to  September  1  there 
was  very  serious  complaint,  which  came,  I  believe,  as  Mr.  Mann  ex- 
plained, from  all  over  the  country  and  a  hearing  on  this  complaint 
was  held  before  the  suspension  board  in  "Washington,  and  it  was 
very  largely  attended  bv  the  shippers  from  over  a  la  rue  part  of  the 
United  States  asking  that  the  effective  date  be  further  postponed, 
As  1  remember,  they  wanted  that  done  for  commercial  reasons;  that 
a  large  number  of  jobbers,  etc.,  had  entered  into  a  large  number  of 
contracts  for  future  deliveries  based  on  the  rates  then  in  effect,  and 
they  claimed  that  an  advance  in  the  coast  rates  would  cause  them 
great  loss  and  the  suspension  board  did  then  grant  a  suspension  of 
the  effective  date  of  that  order  until  December  f.  and  on  December 
1  there  was  an  advance  of  10  cents  per  hundred  to  the  Pacific  coast 
terminals  put  into  effect  on  schedule  C  items. 

Xow.  this  is  one  of  the  great  things  that  were  mentioned  bv  Mr. 
Wade  particularly,  by  which  the  discriminations  against  the  in- 
terior points  have  been  lessened.  You  will  bear  in  mind  tbat  Hie 
discrimination  was  lessened  not  by  lowering  our  rates  or  reducing 
the  cost  of  the  commodities  moved  into  our  territory,  but  by  increas- 
ing the  rates  to  the  Pacific  coast  terminals. 

On  September  9,  1016,  we  filed  another  complaint  with  the  Inter- 
state Commerce  Commission,  claiming  that,  due  to  the  absolute  ab- 
sence of  water  transportation  between  the  Atlantic  and  Pacific  coast 
terminals,  all  discriminations  should  be  removed.  We  asked  h'r 
that  in  our  March  complaint  before  the  commission,  iwtl  they  would 
not  at  that  time  open  schedule  B.  but  did  open  schedule  C.  While 
thev  stated  in  their  June  order  that  water  competition  did  not  exist 
at  that  time  and  had  not  for  some  months  past  and  would  not  for 
some  months  to  come,  they  did  not  order  the  carriers  to  remove  the 
discriminations  even  on  schedule  C  item<.  We  filed  a  protect  then 
asking  a  removal  of  the  discriminations  in  schedule  B  or  schedule 
C,  or  any  item  on  which  we  miffht  be  charged  a  greater  rate  than 
the  Pacific  coast  terminals,  as  water  competition  did  not  exist  at  that 
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time.  The  commission  held  a  series  of  hearings  at  that  time  extend- 
ing from  Chicago  to  Seattle,  Salt  Lake  City,  and  other  cities,  closing 
in  Spokane.  On  June  30,  1917,  they  issued  an  order  to  the  carriers 
that  all  discriminations  be  removed  at  these  intermountain  points 
and  that  new  tariffs  be  prepared  and  filed,  so  that  this  might  become 
effective  on  October  15,  1917.  The  carriers  prepared  such  tariffs,  and 
they  removed  all  discriminations  by  increasing  all  Pacific  coast  rates 
where  the  discrimination  existed,  and,  as  has  been  stated  before,  that 
applied  to  almost  every  tariff,  and  in  some  instances  reached  not 
only  the  Pacific  coast  rates  but  the  intermediate  rates,  which  was 
clearly  not  contemplated  in  the  order  of  the  commission. 

Mr.  Sims.  Did  they  raise  the  intermediate  rates  in  order  to  equalize 
the  rates  with  the  Pacific  coast  rates? 

Mr.  Powell.  The  Pacific  coast  rates  were  lower,  but  they  evidently 
figured  they  needed  additional  revenue,  and  they  did  not  raise  the 
intermediate  rates  as  much  as  the  coast  rates.  They  were  obliged  to 
eliminate  all  discriminations,  and  in  the  tariffs  prepared  at  that  time 
none  of  the  rates  to  the  interior  points  exceeded  the  rates  to  the 
coast.  That  was  ordered  on  October  15,  and  along  about  October 
13  the  effective  date  of  that  order  was  suspended  pending  a  further 
order  from  the  commission.  The  reason  for  that  has  been  explained. 
The  commission  is  now  holding  hearings  on  that  order  on  the  tariffs. 
Our  counsel  is  attending  a  hearing  in  New  York  this  week,  com- 
mencing on  the  5th,  and  is  due  in  Chicago  on  the  12th  and  in  Port- 
land, Oreg.,  on  the  21st.  We  do  not  know  when  these  rates  will 
become  effective,  if  ever.  We  are  very  doubtful,  if  at  all,  when  we 
may  get  them,  although  these  rates  have  been  under  consideration 
for  some  time,  and  the  commission  should  be  in  a  position  to  render 
a  reasonably  early  decision,  although  it  constitutes  almost  a  revolu- 
tion in  every  Pacific  coast  and  intermountain  rate  structure,  and  it 
is  likely  to  consume  a  great  deal  of  time. 

I  am  going  into  this  to  show  and  demonstrate  to  you  the  efforts 
that  have  been  put  forth  by  these  communities  to  obtain  relief  under 
present  laws  and  laws  existing  for  the  past  28  years  and  to  show  you 
the  success  we  have  had,  and  I  desire  to  show  you  the  position  in 
which  it  leaves  us  at  this  time. 

In  this  last  order  of  the  commission  they  have  stated  that  there 
are  115  commodities  in  this  list  on  which  they  have  ordered  the  car- 
riers to  remove  discriminations,  that  they  stated  are  products  of  the 
soil,  and  such  products  as  the  carriers  should  not  be  permitted  at 
any  time  to  have  relief  from  the  fourth  section.  As  stated  by  Mr. 
Mann,  the  commission  has  suggested  that  if  conditions  should  change, 
they  may  appear  and  show  the  change  and  get  relief,  but  they  would 
never  grant  relief  on  those  115  commodities.  We  infer  from  that  they 
should  never  have  had  relief  from  them,  and  they  also  stated  that 
never  again  will  the  carriers,  with  their  consent,  be  permitted  to  name 
rates  so  low  to  the  coast  terminals  as  to  make  the  business  there  un- 
attractive and  unprofitable  to  the  water  carriers. 

During  the  28  years  we  have  been  pursuing  this  proposition  we 
have  never  had  one  single  order  that  has  been  put  into  effect  within 
a  reasonable  time,  and  while  it  is  very  discouraging,  at  the  same  time 
we  are  so  fully  convinced  we  are  right  in  the  matter  that  we  are  still 
persistently  after  it. 
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The  Vice  Chairman.  You  think  the  reform  we  need  is  something 
that  will  produce  action  on  the  part  of  the  commission  ? 

Mr.  Powell.  Absolutely,  if  there  is  to  be  relief  in  the  commission 
on  matters  of  this  nature. 

The  Vice  Chairman.  You  know  we  have  passed  two  expediting 
measures  already. 

Mr.  Powell.  It  was  the  impression  when  the  Commerce  Court  was 
created  it  would  expedite  matters,  but  it  seemed  to  delay  instead  of 
expedite,  and  we  have  tried  everything  within  our  power  and  we 
have  come  to  the  conclusion  that  there  is  nothing  that  will  solve  the 
problem  except  an  absolute  long-and-short-haul  clause,  and  we  are 
prepared  to  show,  to  our  satisfaction  at  least,  and  I  believe  yours, 
where  an  absolute  long-and-short-haul  clause  is  necessary,  and  also 
where  it  will  not  work  an  injury  to  the  coast  cities  nor  to  the  car- 
riers. 

We  feel,  as  was  stated  by  Mr.  Mann,  we  have  no  personal  or  petty 
jealousies  in  this  matter.  We  believe  that  people  located  on  navi- 
gable waters  and  the  ocean  have  an  advantage  from  that  water  that 
should  not  be  taken  away  from  them  and  could  not  be  taken  away 
from  them  if  we  desired  to.  If  the  fact  that  they  are  located  on  the 
water  is  an  advantage,  we  think  they  should  enjoy  that  advantage  to 
the  utmost  and  to  the  fullest,  and  we  believe  in  enjoying  that  advan- 
tage they  should  encourage  water  transportation,  if  it  is  valuable  to 
them,  and  should  have  it  performing  a  service  instead  of  running  it 
out  of  existence,  and  we  wish  them  to  do  that. 

It  is  not  necessary  here,  I  think,  to  try  to  showT  to  you  there  is  no 
water  competition  at  this  time,  because  I  think  that  is  acknowledged 
by  everyone.  This  has  given  you  some  idea  of  the  strenuous  efforts 
we  have  been  making  to  remedy  our  position. 

I  wish  to  cite  you  some  rates  on  one  or  tw7o  commodities,  not  that 
you  are  considering  freight  rates,  but  to  show  the  discrimination  that 
exists,  after  all  these  years,  and  where  the  discrimination  exists. 
Here  is  a  typical  item,  canned  goods,  a  product  of  the  soil,  fruits, 
and  vegetables.  They  move  both  westbound  and  eastbound.  The 
rate  on  canned  goods  from  NewT  York  to  Spokane  is  $1.10  per  hundred 
and  the  minimum  is  60,000  pounds.  The  revenue  on  a  car  of  canned 
goods  from  New  York  to  Spokane  on  that  minimum  is  $600,  whereas 
the  rate  to  the  Pacific  coast,  which  is  85  cents  a  hundred  with  the 
same  minimum,  produces  a  revenue  of  $510,  the  rate  to  Spokane  earn- 
ing $150  more  than  the  rate  to  the  Pacific  coast.  The  carriers  earn 
$150  more  by  dropping  that  commodity  at  a  point  342  miles  closer 
than  the  Pacific  coast  point  of  destination.  This  revenue  is  divided 
as  follows:  The  lines  east  of  St.  Paul  on  the  Pacific  coast  traffic  re- 
ceive $180.38  and  the  lines  west  of  St.  Paul  receive  $329.6-2.  On  the. 
Spokane  traffic  the  lines  east  of  St.  Paul  receive  $180.38,  which  is 
identically  the  same  amount  they  receive  if  the  car  goes  through  to 
Seattle  or  the  Pacific  coast  terminals,  and  the  lines  west  of  St.  Paul 
on  that  same  traffic  receive  $479.62.  Now,  whether  this  car  of  canned 
goods  is  subject  to  water  competition  or  not,  the  eastern  lines,  or  the 
eastern  carriers,  deliver  that  car  from  NewT  York  to  St.  Paul  at  exactly 
the  same  rate. 

The  Vice  Chairman.  It  seems  to  me  you  need  some  local  control 
to  make  your  own  local  roads  behave  themselves  in  the  West. 

Mr.  Powell.  The  excess  freight  we  pay  on  those  goods  is  paid  the 
western  line  that  hauls  the  car  from  St.  Paul  to  Spokane,  and  Com- 
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missioner  Prouty  and  in  fact  all  the  orders  of  the  commission  have 
stated  absolutely  that  water  competition  does  not  exist  between  St. 
Paul  and  Spokane.  The  basis  of  their  7.  15,  and  25  per  cent  deci- 
sion was  figured  out  on  the  water  competitive  basis;  that  if  there  was 
water  competition  from  New  York,  which  there  was,  perhaps,  as  far 
as  Pittsburgh-Buffalo  territory,  and  even  as  far  as  Chicago,  that  it 
had  at  least  exhausted  itself  when  it  reached  St.  Paul,  and  yet  we  are 
paying  $150 — every  dollar  of  it — from  St.  Paul. 

From  the  above  it  will  be  noted  that  the  lines  east  of  St.  Paul 
receive  the  same  proportion  of  the  through  revenue  on  the  Spokane 
traffic  as  they  receive  on  traffic  destined  to  the  Pacific  coast,  while  the 
lines  west  of  St.  Paul  to  Spokane  receive  as  their  proportion  $150 
per  car  more  on  the  Spokane  traffic  than  they  receive  on  the  Pacific 
coast  traffic,  yet  the  haul  to  Spokane  is  340  miles  less. 

AVe  are  taking  a  car  of  canned  goods.  The  same  classification 
moves  east  in  large  quantities,  such  as  canned  salmon  and  canned 
fruit  and  vegetal  ties.  The  canned  goods  rate  from  the  Pacific  coast 
to  New  York  is  72|  cents  per  hundred  pounds,  and  the  rate  from 
Spokane  to  Xew  York  is  exactly  the  same,  and  1  would  call  atten- 
tion to  the  fact  that  the  rate  from  Spokane  or  from  the  Pacific  coast 
terminals  is  the  same  to  any  intermediate  point,  7lU  cents  per  hun- 
dred pounds  as  against  $1.10,  the  Spokane  rate,  and  85  cents,  the 
coast  rate  westbound.  The  rate  is  blanketed  eastbound.  The  back 
haul  zone  that  the  carriers  claim  to  exist  on  the  Pacific  coast,  in  the 
intermountain  territory  here,  that  enabled  the  carriers  to  charge  for 
the  short  haul  a  higher  rate  than  for  the  long  haul,  does  not  seem  to 
exist  along  the  Atlantic  seaboard  at  points  the  same  distance  in  the 
interior.  As  I  say.  this  rate  is  blanketed  eastbound.  This  car  will 
move  at  1'1\  cents  per  hundred  pounds  from  any  of  these  points 
through  to  Chicago,  the  Buffalo-Pittsburgh  territory,  or  Rochester 
or  Xew  York  City,  all  at  the  7^.1  cent  rate.  We  have  figured  out  the 
differentials  eastbound  to  see  what  revenue  the  carriers  get.  The 
lines  east  of  St.  Paul  receive  $156.38,  and  the  lines  Avest  of  St.  Paul, 
on  the  Pacific  coast  traffic,  receive  $278.62,  $100  more  than  they  re- 
ceive on  Pacific  coast  traffic,  yet  the  haul  to  Spokane  is  340  miles  less. 

Now.  on  this  car  of  canned  goods,  moving  eastbound.  the  car  will 
move  from  the  Pacific  coast  to  St.  Paul  for  $278.62,  with  a  60,000 
pound  minimum,  yet.  westbound,  they  will  haul  that  car  of  canned 
goods  from  St.  Paul  to  Spokane  and  charge  $479.62,  a  difference  of 
$201.62.  They  charge  the  same  at  Spokane  as  for  the  Pacific  coast 
haul,  for  hauling  eastbound.  From  Seattle  or  any  Pacific  coast  ter- 
minal to  St.  Paul  it  is  $278.62,  and  hauling  the  same  car  westbound 
they  charge  $329.62. 

Mr.  Sims.  Is  that  over  the  same  line  of  railroad? 

Mr.  Powell.  The  same  line  exactly  and  the  same  commodity  and 
the  same  minimum. 

Mr.  Sims.  Is  it  more  expensive  to  haul  one  way  than  the  other  try 
reason  of  topography  or  grades  ? 

Mr.  Powell.  No,  sir.  It  is  a  haul  of  about  1,900  miles.  One  of 
the  arguments  the  carriers  have  given  the  shippers  during  any  time 
they  have  discussed  this  matter  with  them,  or  a  justification,  is  the 
fact  that  their  movement  of  empty  cars  at  all  times  was  westbound; 
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that  the\  had  more  tonnage  eastbound  than  west,  and  they  had  to 
haul  the  empty  cars  westbound  to  take  the  commodities  east.  Well, 
these  figures  show  that  to  haul  the  cars  loaded  westbound,  they  are 
charging  us  $201.62  more  than  to  haul  it  eastbound,  and  yet  they 
are  hauling  ears  eastbound  all  the  time.  They  are  not  endeavoring 
to  haul  them  loaded  westbound.  They  are  hauling  them  east  for 
practically  one-half  of  what  they  are  hauling  them  westbound. 

Here  is  an  illustration  of  this  situation:  From  New  York  to  Chi- 
cago, SUO  miles,  the  eastern  line  gets  21.2  cents  per  hundred;  from 
Chicago  to  St.  Paul,  a  distance  of  tl2  miles,  the  earner  gets  8.8 
cents  per  hundred.  It  is  delivered  at  St.  Paul  to  the  western  line, 
and  they  will  haul  it  through  to  the  const,  a  distance  of  1,822  miles, 
for  55  cents  per  hundred,  and  they  charge  us  to  Spokane,  a  distance 
of  1,471  miles.  80  cents  per  hundred,  as  against  55  cents  for  hauling 
through  to  the  coast,  and  this  is  one  of  the  items  that  the  commis- 
sion has  entered  in  their  list  as  being  a  product  of  the  soil,  and  as 
to  which  relief  should  not  he  granted,  and  they  have  indicated  they 
will  not  grant  relief. 

Now,  here  is  another  illustration:  AYe  have  taken  steel.  I  will 
state  that  we  have  taken  these  rates  since  the  advance  has  gone  into 
effect  on  the  coast,  December  31  last.  Prior  to  that  time  the  discrimi- 
nation was  10  cents  worse  than  at  present.  The  rate  to  the  Pacific 
coast  from  Pittsburgh,  Pa.,  is  75  cents  per  hundred,  with  a  60,000- 
pound  minimum,  yielding  a  revenue  of  $150,  and  the  rate  to  Spokane 
from  the  same  place,  with  the  same  minimum,  is  97^  cents  per  hun- 
dred, yielding  a  revenue  of  $585,  and  that  is  a  difference  of  $135 
more  than  we  pay  on  that  car  of  structural  steel  for  hauling  it  to 
Spokane  as  against  carrying  it  through  to  the  coast.  This  revenue 
is  divided  as  follows:  The  lines  east  of  St.  Paul  to  the  Pacific  coast 
receive  $158.63,  or  26.4  cents  per  hundred,  and  the  lines  west  of  St. 
Paul  to  the  Pacific  coast  receive  $291.37,  or  48.6  cents.  On  the  Spo- 
kane car  the  lines  east  of  St.  Paul  get  $158.63,  or  26.4  cents,  exactly 
the  same  as  they  get  if  the  car  goes  on  through  to  the  coast,  and 
exactly  the  same  condition  exists  as  on  canned  goods,  the  lines  to  the 
west  of  St.  Paul  receiving  $426.37,  or  71.1  cents  per  hundred.  It 
will  thus  be  noted  that  the  lines  west  of  St.  Paul  to  Spokane  charge 
22^  cents  per  hundred  pounds  more  and  receive  a  revenue  of  $135  for 
a  similar  minimum  car  more  for  a  haul  340  miles  shorter  than  to  the 
Pacific  coast. 

Now,  mention  was  made  here  yesterday,  I  believe,  of  the  export 
rate  on  structural  steel,  and  there  has  been  quite  a  large  movement 
of  that  recently,  and  the  carriers  voluntarily  have  put  in  and  pub- 
lished a  rate,  in  Northern  Pacific  Joint  Tariff  No.  2375-C,  from 
Cleveland,  Ohio,  of  30  cents  a  hundred  through  to  the  coast,  as 
against  97Jy  cents  if  the  car  stops  at  Spokane. 

Mr.  Sims.  That  is  more  than  three  times  as  much. 

Mr.  Powell.  Yes,  sir;  and  it  is  a  voluntary  rate  of  the  carriers 
and  not  a  commission-made  rate. 

Now,  Ave  have  there  taken  the.  structural  steel  rate  to  Butte,  Mont. 
The  mileage  to  Butte  is  2.008  from  Pittsburgh,  and  Butte  is  about 
7.~>o  miles  from  the  Pacific  coast,  which  is  about  350  miles  farther 
inland  than  Spokane.  The  rate  on  structural  steel  from  Pittsburgh 
to  Butte,  Mont.,  is  $1  per  hundred.     It  is  higher  than  the  Spokane 
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rate,  and  the  revenue  on  that  car  is  $600  for  a  haul  of  2,008  miles. 
Just  to  give  you  some  idea  of  the  revenue  they  are  getting — the 
shorter  the  haul  here  the  greater  the  charge — they  will  haul  a  car 
from  Cleveland,  Ohio,  to  the  coast,  a  distance  of  2,591  miles,  and  ob- 
tain a  revenue  for  the  car  of  $180,  and  they  will  haul  a  car  from  Pitts- 
burgh to  the  coast  for  domestic  use,  a  distance  of  2,702  miles,  for  $450 ; 
they  will  haul  a  car  from  Pittsburgh  to  Spokane,  a  distance  of  2,351 
miles,  for  $585,  and  when  it  gets  to  the  short  haul  to  Butte,  Mont., 
2.008  miles,  they  charge  $600,  and  all  this  excess  is  paid  to  the  west- 
ern lines. 

1  understand — I  can  not  state  it  as  a  fact — the  western  traffic  man- 
agers and  the  eastern  traffic  managers  have  had  several  serious  con- 
ferences over  this  division  of  business.  The  eastern  men  are  not 
entirely  satisfied  with  the  split  they  get. 

The  Vice  Chairman.  I  thought  the  road  originating  the  traffic 
usually  took  the  lion's  share.  What  you  have  just  stated  is  the  rever- 
sal of  what  I  have  always  heard. 

Mr.  Powell.  They  are  not  doing  that  here. 

Mr.  Sims.  Have  you  figured  out  to  see  if  the  rate  gets  higher 
further  back  \ 

Mr.  Powell.  I  do  know  of  more  extreme  cases,  as  testified  to  by 
Mr.  Blakely,  the  assistant  traffic  manager  of  the  Northern  Pacific 
Railway  Co.  before  the  Interstate  Commerce  Commission,  who  testi- 
fied that  if  they  were  obliged  to  put  in  terminal  rates  on  the  inter- 
mediate territory,  it  would  mean  a  scaling  back  of  the  rates  to  within 
20  miles  of  Minneapolis.  Of  course  I  do  not  assume  many  com- 
modities arc  as  badly  out  of  line  as  that,  but  they  will  check  back 
for  a  very  great  distance.  Discriminations  exist  clear  back  through 
Montana,  and  on  some  items  into  the  Dakotas. 

I  shall  not  burden  you  with  a  lot  of  specific  rates.  I  have  just 
mentioned  these  merely  to  exemplify  the  situation. 

Mr.  Sims.  Will  you  state  the  railroads'  reasons  for  making  those 
charges — say,  for  instance,  that  Butte.  Mont.,  rate  of  $600? 

Mi-.  Powell.  Judge  Prouty  asked  the  traffic  manager  of  one  of 
the  northern  lines  at  Spokane  how  they  arrived  at  the  basis — how 
they  got  at  it — and  I  believe  he  stated  finally  that  they  did  not  have 
any  regular  system  but  got  all  the  traffic  would  bear.  I  do  not  think 
that  is  generally  true,  but  it  appears  to  be  the  case  in  a  number  of 
instances.  Butte  is  far  enough  back  from  the  Pacific  coast  so  that 
they  can  not  possibly  claim  water-borne  goods  can  be  distributed  back 
that  far.  There  is  no  water  influence;  but  I  presume  they  have  been 
getting  that  in  years  past,  and  the  shippers  have  not  made  any  com- 
plaint. 

Mr.  Sims.  I  do  not  know  but  that  there  might  be  some  consider- 
able shipments  involved. 

Mr.  Powell.  I  do  not  know  why  they  should  charge  Butte  that 
much. 

The  Chairman.  If  the  order  of  June  30.  1917,  had  become  effective, 
would  the  result  have  been  satisfactory  to  Spokane? 

Mr.  Powell.  It  would  be  satisfactory  to  this  extent,  that  it  would 
remove  all  discriminations,  and  that  was  practically  all  we  asked. 

The  Chairman.  Would  Spokane  have  been  satisfied  with  the  result 
which  would  thus  have  been  brought  about?     Th  result  would  have 
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brought  about  an  increase  in  the  terminal  rates  without  a  reduction 
of  the  intermediate  rates,  would  it? 

Mr.  Powell.  Only  partially  satisfactory.  It  would  be  satisfactory 
in  so  far  as  it  removed  discriminations.  We  have  expected  all  the 
time  that  the  discriminations  would  be  removed  to  quite  some  extent 
by  lowering  the  intermediate  rates  and  not  advancing  the  terminal 
rates,  and  particularly  were  we  surprised  to  find  that  some  of  our  rates 
had  been  advanced,  and  if  it  had  not  been  our  belief  that  it  might  have 
delayed  the  effective  date  of  that  order  for  quite  a  considerable  length 
of  time,  we  undoubtedly  would  have  protested  against  that. 

The  Chairman.  Schedules  have  been  filed  under  that  order? 

Mr.  Powell.  Yes,  sir. 

The  Chairman.  Have  you  protested  against  any  of  them? 

Mr.  Powell.  No,  sir.  Our  reason  for  not  doing  so  is  this,  that  we 
believe  it  would  be  better  for  the  interior  and  to  our  interest  to  get 
wnat  we  consider  a  reasonable  and  proper  and  just  system  of  making 
rates  into  this  territory  in  and  then  any  rates  that  appeared  to  be  out 
of  line  and  unreasonable  to  attack  them  individually  as  they  appeared 
to  be  unjust.  Of  course,  another  factor  may  be  that  the  western  roads 
as  well  as  the  eastern  have  had  greatly  increased  operating  costs 
placed  upon  them  in  the  last  two  years,  and  they  claim  that  they  are 
in  need  of  increased  revenues,  and  this  will  have  the  effect  of  increas- 
ing their  revenues  very  materially  and  at  the  same  time  without  in- 
creasing our  burden.  If  this  order  goes  into  effect  and  we  find  rates 
in  there  that  appear  unreasonable — the  advances  for  Spokane  have  not 
been  very  material — we  will  go  over  them  carefully  and  attack  any 
rate  we  consider  unreasonable  or  unjust,  but  the  principal  point  of 
interest  is  that  it  establishes,  or  removes  rather,  discrimination  that 
we  have  been  laboring  under  ever  since  the  railroads  were  built. 

I  have  given  illustrations  in  the  grocery  line,  hardware  and  steel, 
and  I  have  a  similar  condition  on  another  item,  cotton  piece  goods. 
The  rate  from  New  York  to  the  coast  is  $1,  with  a  minimum  of  40,000 
pounds,  yielding  a  revenue  of  $400  per  car,  while  the  rate  from  New 
York  to  Spokane  is  $1.25,  the  same  minimum,  yielding  a  revenue  of 
$500  per  car,  or  making  a  difference  of  $100  which  we  have  to  pay  in 
excess  of  the  coast  difference.  Again,  that  excess  is  all  paid  to  the 
western  carrier,  the  revenue  dividing  to  the  lines  east  of  St.  Paul  on 
the  Pacific  coast  car  $142,  and  to  the  lines  west  of  St.  Paul  on  the 
same  car  $258,  and  on  the  Spokane  shipment  to  the  lines  east  of  St. 
Paul  $142,  the  same  as  on  the  coast  shipment,  and  to  the  lines  west  of 
St.  Paul  $358.  It  will  thus  be  noted  that  the  lines  west  of  St.  Paul 
charge  and  receive  $100  per  minimum  loaded  car  more  to  Spokane  for 
{ .  haul  of  340  miles  shorter  than  is  performed  to  the  Pacific  coast. 

Now,  our  tariff  is  all  made  up  of  commodities  of  this  nature.  I  say 
all.  I  wish  to  qualify  that.  On  the  schedule  A  items  the  discrimina- 
tion does  not  exist,  but  we  have  in  our  tariffs  475  carload  items  similar 
to  these  and  typical  of  this,  and  we  have  prepared  and  used  as  an  ex- 
hibit before  the  Interstate  Commerce  Commission  a  whole  sheet 
showing  the  rates  on  each  commodity  which  we  should  be  glad  to 
submit  to  your  committee  if  you  care  to  have  it.     These  are  typical. 

We  have  over  500  less-than-carload  items  discriminated  against  in 
a  similar  manner,  and  these  approximately  1,000  items  represent  be- 
tween  5,000   and   6,000   commodities.     They   are   all    discriminated 
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against  in  this  manner,  and  they  comprise  approximately  90  per  cent 
of  the  westbound  tonnage  into  our  markets  on  which  we  are  dis- 
criminated against,  and  approximately  75  per  cent  of  that  tonnage 
goes  under  schedule  C. 

Xow,  while  speaking  of  this  discrimination,  I  want  to  mention  one 
point  that  Mr.  Mann  mentioned  about  any  percentage  increase  or 
decrease  in  rates;  for  instance,  the  carriers  apply  a  5  per  cent  or  a 
10  per  cent  or  a  15  per  cent  rate.  A  percentage  increase  of  that  kind 
increases  our  discrimination.  This  3  per  cent  tax  on  the  revenue 
increases  our  discrimination.  You  take  the  rates  we  have  to  pay, 
with  the  3  per  cent  war-revenue  tax,  on  a  car  of  canned  goods  mov- 
ing from  Xew  York  to  Seattle,  it  will  amount  to  $15.30,  and  the 
3  per  cent  on  the  movement  to  Spokane  would  amount  to  $19.80. 
There  is  a  discrimination  of  $1.50  against  us. 

Xow,  we  are  unable  to  conceive  of  any  condition  that  will  justify 
the  carriers  in  charging  more  for  a  short  haul  than  for  a  long. 

The  Chairman.  It  is  pretty  late.  Mr.  Powell;  how  much  longer 
will  you  require  ? 

Mr.  Powell.  I  have  quite  a  good  deal  to  go  through. 

The  Chairman.  Very  well,  I  think  we  had  better  adjourn. 

Senator  Cummins.  I  move  that  we  adjourn  until  half-past  9 
to-morrow  morning. 

(The  motion  was  agreed  to.  and  the  committee  took  an  adjourn- 
ment until  to-morro'w.  Thursday,  Xovember  8,  1917,  at  9.30  o'clock 
a.  m.) 


THURSDAY,    NOVEMBER    8,    1917. 

The  committee  met  at  the  Palace  Hotel,  Thursday,  November  8, 
1917,  at  9  o'clock  a.  m.,  pursuant  to  adjournment,  Hon.  William  C. 
A  damson,  vice  chairman,  presiding. 

The  Vice  Chairman.  Proceed,  Mr.  Powell. 

Mr.  Powell.  I  desire,  in  continuing,  to  cite  one  or  two  further 
instances  of  communities  where  an  exception  to  the  long  and  short 
haul  clause  has  been  permitted  to  meet  water  competition,  that  are 
merely  types  and  appear  to  be  rather  unreasonable.  There  is  one  right 
here,  of  Medford.  Oreg.  Medford  is  an  intermediate  point  between 
San  Francisco.  Cal..  and  Portland,  Oreg.  It  is  329  miles  from  Port- 
land and  144  miles  from  San  Francisco.  I  understand  the  first-class 
rates  published  from  San  Francisco  to  Portland,  a  distance  of  473 
miles,  is  40  cents  per  hundred.  That  rate,  I  understand,  is  made  to 
meet  water  competition.  The  first-class  rate  from  San  Francisco  to 
Medford  is  $1.31,  over  three  times — practically  three  and  a  third 
times — the  amount  of  the  through  rate.  It  appears  to  me  the  carriers 
should  not  be  permitted  to  deviate  to  such  an  extent.  If  the  $1.31  is 
a  reasonable  rate,  the  40-cent  rate  is  absolutely  unreasonable,  and 
they  should  be  obliged  to  forego  that  traffic  and  let  it  go  by  water. 

The  Vice  Chairman.  I  understand  Medford  is  not  on  the  water. 

Mr.  Powell.  Xo;  it  is  an  intermediate  point  between  San  Fran- 
cisco and  Portland,  and  the  carriers  have  been  granted  relief  from 
the  fourth  section  from  Portland  to  San  Francisco,  and  vice  versa, 
but  not  to  the  intermediate  points. 

Mr.  Sims.  What  is  the  rate  from  Portland  to  Medford  ? 

Mr.  Powell.  I  have  it  here.  It  would  be  just  a  trifle  less  than  the 
rate  from  San  Francisco  to  Medford. 
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Mr.  Sims.  Adding  the  two  rates  together,  what  would  it  make  from 
here  to  Portland  \ 

Mr.  Powell.  As  I  say,  I  have  not  that  rate,  bul  it  would  be  ap- 
proximately the  same;  it  would  be  undoubtedly  over  $2. 

Mr.  Sims.  And  the  other  is  40  cents  \ 

Mr.  Powell.  Yes,  sir. 

Mr.  Sims.  Is  the  through  rate  from  Portland  to  San  Francisco  the 
same  as  from  San  Francisco  to  Portland? 

Mr.  Powell.  I  understand  it  is.  Well,  assume  Medford  is  an  agri- 
cultural or  farming  community,  if  the  dealer  or  farmer  wishes  to  buy 
a  carload  of  wagons  from  South  Bend,  Ind.,  for  example,  he  could 
move  that  carload  of  wagons  to  San  Francisco  via  the  Southern 
Pacific  and  on  to  Medford  at  a  rate  of  $1.60  a  hundred.  That  same 
car  of  wagons,  if  a  Portland  merchant  buys  a  carload  of  wagons  from 
South  Bend.  Ind..  could  move  via  the  Southern  Pacific  and  it  would 
move  through  Medford  and  be  delivered  329  miles  further  on  at  a  rate 
considerably  less — $1.25.  Now,  figuring  the  difference  on  the  cost  of 
the  wagons,  it  would  be  a  difference  in  the  charge  for  each  wagon  of 
$4.  There  is  no  water  competition  to  the  best  of  our  knowledge  be- 
tween Portland  and  Spokane,  or  South  Bend,  Ind.,  and  Medford. 
It  would  appear  to  us  a  discrimination  that  is  absolutely  unreasonable, 
and,  as  I  say,  this  is  merely  a  tj^pe  of  the  conditions  under  the  present 
administration  of  the  long  and  short  haul  clause. 

I  understand  that  rates  are  published  from  Memphis,  Tenn.,  to 
Xew  Orleans  at  considerably  less  than  the  intermediate  rates.  That 
is  due  to  the  location  of  Memphis  on  the  river,  and  they  are  given 
a  cheaper  rate  than  the  intermediate  points.  I  merely  mention 
this  to  show  that  there  are  certain  conditions  that  exist,  and  the 
same  exist  as  between  Baltimore,  Md.,  and  Charleston,  S.  C. 

The  Vice  Chairman.  You  mean  to  say  in  reference  to  the  Missis- 
sippi Eiver  case  that  the  discrepancy  is  as  large  there  as  here? 

Mr.  Powell.  I  did  not  get  the  exact  rates,  but  I  merely  mentioned  it 
to  show  that  this  was  not  a  purely  intermountain  matter;  that  the 
violations  were  not  all  on  the  Pacific  coast,  but  violations  are  preva- 
lent in  various  parts  of  the  country  to  a  greater  or  less  extent. 

The  Vice  Chairman.  It  used  to  be  a  great  deal  more  in  the 
Fast.  "We  raised  Cain,  however,  until  we  secured  this  long-and- 
short-haul  clause,  and  they  have  removed  a  great  many  inequalities. 
It  is  true  they  have  not  lost  anything,  however,  because  they  have 
added  it  to  the  basic  rate  points,  and  have  come  out  of  the  situation 
with  larger  revenue  than  when  they  went  in. 

Mr.  Powell.  They  also  removed  most  of  the  carriers  off  the 
river.  They  have  been  permitted  to  name  rates  so  Ioav  that  it  is  not 
profitable  to  the  water  carriers  and  they  have  gone  out  of  the  service. 

I  want  to  call  attention  again,  for  the  purpose  of  using  it  later. 
to  one  point  in  connection  with  the  canned  goods  rate  that  I  men- 
tioned yesterday,  but  did  not  bring  out  quite  clearly,  and  that  is  on 
a  carload  of  canned  goods  moving  from  the  Pacific  coast  terminals 
to  the  East  at  a  rate  of  7:U  cents.  The  percentage  that  the  western 
road,  the  road  handling  that  car  from  Seattle  to  St.  Paul,  gets  out 
of  that  rate  is  10.4  cents  pel'  hundred.  That  is  a  haul  of  about  1,800 
miles.  We  are  paying  the  carriers  for  the  haul  over  the  mountains 
from  Seattle  to  Spokane,  a  distance  of  340  miles,  a  rate  of  43  cents, 
while  the  carrier  will  haul  the  traffic  on  to  St.   Paul,   a   distance 
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of  1,800  miles,  or  almost  1,500  miles  from  Spokane,  for  3.4  cents. 
Of  course,  we  are  paying  less  for  a  short  haul  in  that  instance,  and 
I  merely  mention  it  as  bearing  on  the  eastbound  rate-making  basis. 

Mr.  Sims.  One  is  about  six  times  the  mileage  of  the  other. 

Mr.  Powell.  Yes,  sir;  a  little  over  five  times.  Now,  Mr.  Mann 
explained  at  some  length  the  excellent  service  that  was  being  given 
to  California  for  the  distribution  of  food  products  to  all  of  the 
people  of  the  United  States;  that  these  rates  have  been  blanketed 
for  them,  so  that  freight  could  move  from  California  points  to 
Chicago,  Cincinnati,  or  any  eastern  points,  at  the  same  rate.  It 
is  very  true  the  carriers  have  done  that,  and  I  think  perhaps  it  is 
an  excellent  idea  and  an  excellent  scheme  and  is  undoubtedly  re- 
sulting in  good  to  the  people  of  California  and  the  people  of  the 
East  as  well.  The  point  I  make  is,  if  it  is  a  proper  method  of 
making  rates  and  distributing  products  of  the  soil  and  food  prod- 
ucts, particularly,  why  is  not  the  same  system  of  rate  making  used 
on  the  westbound  business  ? 

Practically  all  of  the  canned  corn  consumed  on  the  Pacific  coast, 
as  well  as  the  intermountain  territory,  is  grown  East.  There  is  a 
very  large  movement  of  canned  goods  westbound  as  well  as  Cali- 
fornia goods  eastbound.  But  on  the  westbound  business  they  do  not 
blanket  these  rates  and  serve  all  the  people  of  the  United  States. 
They  blanket  the  rates  for  the  Pacific  coast  shipper  or  market  ex- 
clusively, discriminating  on  the  same  items  westbound  against  the 
intermountain  district  on  a  basis  they  do  not  eastbound.  For  in- 
stance, I  might  mention  that  this  has  quite  a  bearing  on  the  people 
living  in  a  community.  If  the  Pacific  coast  merchant,  either  a  jobber 
or  retailer,  desires  to  buy  canned  goods — we  might  take,  for  example, 
corn,  inasmuch  as  we  have  introduced  that — he  can  go  to  the  markets 
of  Minnesota,  Wisconsin,  Iowa,  Illinois,  and  New  York,  and  he  can 
buy  in  any  of  those  markets  where  he  can  secure  the  best  value  f.  o.  b. 
factory,  and  his  transportation  charge  from  any  of  those  points  to 
the  Pacific  coast  terminals  is  identical.  Xow.  when  the  intermoun- 
tain merchant  goes  to  the  market  to  buy  his  goods,  if  he  can  buy 
canned  goods  and  find  canned  corn  of  satisfactory  value  in  Minne- 
sota— which  takes  the  Missouri  River  rate — he  can  move  it  to  his 
market  at  the  terminal  rate,  85  cents.  But  if  he  can  not  buy  a  value 
that  is  satisfactory,  or  even  though  he  can  find  a  better  value  in 
other  markets — should  he  be  obliged  to  go  to  Iowa,  as  he  is  gen- 
erally— he  is  obliged  to  pay  a  higher  rate  to  his  market  than  his 
coast  competitor  is  obliged  to  pay,  the  same  as  if  he  is  obliged  to  go 
farther  to  Illinois,  his  rate  is  still  graded  higher,  and  to  New  York 
it  is  still  higher  than  that.  This  very  fine  system  that  Mr.  Mann 
explains  is  in  effect  for  distributing  all  the  Pacific  coast  products, 
and  applies  to  all  products  of  the  western  territory  as  well,  but  if  it 
is  the  proper  system  it  should  apply  westbound  as  well  absolutely; 
and  that  is  our  complaint,  and  it  is  the  fault  that  we  find,  and  that 
is  why  we  are  appearing  here  to-day — because  it  does  not  apply  on 
the  westbound  business. 

Now,  these  discriminations  are  carried  throughout  the  tariffs  on 
commodities  of  the  same  class  or  nature.  On  structural  material 
the  eastbound  rate  is  blanketed.  On  such  items  as  lumber  there  is 
probably  no  commodity  that  we  have  for  sale  in  the  West  here  in 
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the  Pacific  coast  territory,  as  -well  us  the  intermountain  territory, 
that  is  subject  to  water  competition  as  keenly  as  lumber,  and  if  there 
is  any  necessity  for  deviation  you  might  think  that  it  would  be 
justified  on  lumber.  As  a  matter  of  fact  the  lumber  rate  is  blanketed. 
They  do  not  recognize  water  competition  eastbound  on  it  and  do  not 
on  cement,  and  to  the  best  of  my  knowledge  there  is  no  commodity 
moving  eastbound  in  carload  lots  that  they  pyramid  as  they  do  west- 
bound. Structural  material  we  move  westbound,  as  demonstrated 
yesterday — structural  steel — that  is  the  same  type,  and  the  same  ap- 
plies on  coal,  etc.  We  are  obliged  to  pay  a  higher  rate  to  all  the 
intermountain  territory,  and  the  rate  is  not  blanketed.  This  has  the 
effect  of  increasing  our  cost  of  all  materials  shipped  in  and  it  also 
has  as  I  explained,  or  endeavored  to  explain,  the  effect  of  limiting 
the  market  in  which  we  can  go  to  buy  goods.  It  gives  an  absolutely 
free  and  open  field  to  an  institution  or  individual  located  on  the  Pa- 
cific coast  for  purchasing,  and  it  has  the  effect  of  limiting  the  market 
in  which  the  intermountain  individual  can  make  his  purchase. 

Now,  yesterday  there  was  a  discussion  to  some  extent  about  how 
thickly  the  eastern  territory  is  populated,  and  the  territory  lying- 
adjacent  to  the  Atlantic  coast  territory  that  would  correspond  to 
some  extent  with  the  intermountain  district  here,  and  upon  our  in- 
vestigation of  all  the  rates  and  rate-making  schemes  in  effect  in  this 
territory  we  have  failed  to  find  a  single  instance  where  the  long-and- 
short-haul  clause  is  being  violated  on  the  eastbound  business. 

Now,  we  purchase  in  the  West  here  quite  a  good  many  canned 
goods  from  Indianapolis,  and  the  intermountain  territory  all  pays 
quite  a  high  rate  on  those  canned  goods  from  Indianapolis,  and  the 
Pacific  coast  buyer  pays  it;  but  taking  Indianapolis  canned  goods 
shipped  East — and  they  do  move  East — the  purchaser  of  canned 
goods  or  the  jobber  from  Rochester,  N.  Y.,  for  example,  does  not 
have  to  pay  a  higher  rate  than  if  the  goods  moved  to  New  York  City. 
They  will  stop  them  at  any  intermediate  point  between  Indianapolis 
and  New  York  City  without  charging  the  intermediate  point  a  higher 
rate  than  the  through  rate.  Of  course,  in  many  instances  the  rate  is 
lower,  but  in  no  instance  is  the  rate  higher.  That  system  of  handling 
rates  appears  all  through  the  East,  and  it  has  helped  materially  in 
the  development  of  the  country  and  in  making  the  country  populous. 

Mr.  Sims.  Do  you  mean,  in  saying  eastern  territory,  to  include  the 
territory  east  of  the  Mississippi? 

Mr.  Powell.  Practically ;  yes,  sir.  There  are  some  points  between 
water  points  north  and  south,  but  goods  move  eastbound  from  any 
point,  either  a  water  point  on  the  Missouri  River  or  a  point  on  the 
Atlantic  seaboard,  and  the  rate  is  not  any  higher  than  the  rate  to  the 
seaboard  point;  but  it  does  exist  on  this  coast,  and  that  is  what  we 
complain  of.  If  the  goods  originate  in  the  Middle  West  and  move 
to  the  Atlantic  coast  the  intermediate  point  does  not  pay  a  higher 
rate.  There  is  an  absolute  inconsistency  in  naming  and  adjusting 
the  eastbound  and  westbound  rates.  They  are  treated  on  entirely 
different  bases.  The  carriers  in  naming  their  rates  do  not  appear  to 
recognize  water  competition  eastbound.  It  is  very  strong,  taking 
points  on  the  westbound  traffic,  and  it  is  given,  as  you  have  heard, 
not  from, the  carriers  themselves,  yet,  but  from  very  able  men  who 
have  represented  the  carriers'  views  perhaps  as  well  as  the  carriers 
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themselves,  that  these  rates  are  the  result  of  water  competition,  and 
that  the  carriers  should  be  permitted  to  meet  this  water  competition. 
We  believe  they  should  be,  too;  but  they  do  not  at  all  at  any  time 
make  rates  to  meet  water  competition  eastbound,  as  on  the  same 
basis  west.  They  do  not  do  this  pyramiding  of  rates  to  the  eastern 
territory,  notwithstanding  that  boats  are  engaged  in  the  coast-to-coast 
business,  and  the}'  must  have  a  cargo  eastbound  as  well  as  westbound, 
and  do  have. 

Mr.  Sims.  The  substance  of  your  statement  is  there  are  no  viola- 
tions of  the  amended  fourth  section  on  freight  moving  east  from 
the  Mississippi  and  Missouri  Rivers  to  the  Atlantic  ports,  while  mov- 
ing west  to  the  Pacific  ports  the  violations  are  general  ? 

Mr.  Powell.  Yes,  sir.  Mr.  Wade  testified,  and  Mr.  Mann,  I  think, 
also,  that  something  like  10,000  items  in  the  tariffs  would  have  to 
be  changed.  I  do  not  know  what  percentage  that  is  of  the  whole 
number  of  tariffs,  but  it  is  a  very  large  percentage.  It  is  found  very 
generally,  and  yet  it  is  not  found  at  all  in  the  Atlantic  coast  tariffs. 

Now,  they  made  the  statement  yesterday  that  something  like 
1,000,000  tons  of  freight  moved  through  the  canal  the  first  year  it 
\\as  open,  westbound.  I  think  that  is  probably  correct.  The  canal 
was  built  to  handle  freight.  It  was  built  by  the  American  people  as 
a  whole  and  not  by  the  Pacific  coast  or  the  Atlantic  coast  cities,  and 
the  interior  paid  just  as  much,  proportionately;  and  I  am  not  sure 
but  that,  if  figured  out  where  all  the  taxes  come  from,  but  they  paid 
equally  as  much  as  the  coast  cities,  and  it  was  supposed  to  be  for  the 
benefit  of  the  people  of  the  United  States  and  for  the  purpose  of 
helping  expedite  the  movement  of  freight  traffic. 

But  there  was  1,000,000  tons  of  freight  moved  westbound  through 
the  canal,  and  the  figures  introduced  yesterday  indicated  that  600,000 
tons  moved  eastbound,  showing  that  the  boats  were  not,  at  that  time 
at  least,  able  to  secure  perhaps  a  sufficient  cargo  eastbound.  I  am 
-only  mentioning  these  points  at  this  time  for  this  reason,  that  the 
■carriers  maintain  at  all  times  that  their  movement  of  empty  cars  has 
always  been  westbound — they  have  more  tonnage  eastbound  than 
west— and  it  appears  to  me  that  the  railroads  are  hauling  empty  cars 
westbound  and  the  water  lines  are  hauling  empty  steamers  eastbound. 
There  should  be  a  readjustment  of  the  rate  or  traffic  conditions  for 
economical  reasons,  if  for  no  other,  that  to  some  extent  would  equalize 
that  condition. 

Now.  it  has  been  stated  repeatedly  ever  since  we  have  been  in  this 
case,  at  least,  for  28  years,  that  the  water  carriers  control  the  rail 
rates  and  it  was-  necessary  for  the  rail  carriers  to  make  lower  rates 
at  terminal  points  to  meet  water  competition.  When  the  rails  were 
originally  laid  to  the  Pacific  coast,  it  is  my  information  that  the  car- 
riers at  that  time  did  meet  the  water  rate  to  a  very  great  extent, 
irrespective  perhaps  of  whether  it  might  have  been  a  reasonable  or 
an  unreasonable  rate  at  that  particular  moment,  and  there  is  no  doubt 
but  that  the  water  carriers  have  quite  a  bearing  on  the  rates  prevail- 
ing with  the  rail  lines,  but  the  real  truth  of  the  matter  is  that  for 
the  past  good  many  years  at  least  the  rails  have  dictated  to  a  very 
great  extent  the  water  rate.  There  seems  to  be  no  argument  but 
that  the  water  carriers  can  carry  freight  cheaper  than  the  rail  lines, 
and  when  boats  are  in  service  and  the  schedules  are  arranged,  the 
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water  carriers  always  carry  freight  at  a  lower  figure  than  the  rail 
lines.  At  the  same  rate  of  freight  the  traffic  would  move  by  the 
rails  on  account  of  their  superior  service.  The  vessels  engaged  in 
that  business  in  order  to  get  a  cargo — a  sufficient  load  for  their  ves- 
sels— find  it  necessary  to  make  a  rate  lower  than  the  railroad  carriers 
are  making.  The  rate  they  are  able  to  get  for  their  water-carried 
goods  and  for  their  business  is  dependent  almost  entirely  upon  the 
rates  that  are  published  and  being  named  by  the  rail  carriers.  If  the 
rail  carriers'  rates  to  the  Pacific  coast  terminals  are  comparatively 
high,  the  water  carriers  can  just  shave  that  rate  enough  to  make  it 
an  inducement  to  the  shipper  to  use  his  line.  If  the  rail  rates  pub- 
lished to  the  terminals  are  comparatively  low.  the  steamer  man  must 
still  get  below  that  cheap  rate  sufficiently  to  make  it  attractive  to  the 
shipper  of  freight,  and  yet  while  it  is  a  good  proposition  and  has 
some  points  of  merit  to  it.  the  real  facts  of  the  matter  are  that  in- 
stead of  the  water  lines  dictating  or  controlling  the  rates,  quite  the 
reverse  is  true :  that  the  rail  carriers  have  for  many  years  past  practi- 
cally established  the  prices  that  the  water  carriers  can  get  for  trans- 
porting and  handling  their  goods. 

Xow,  that  is  true,  in  my  opinion  at  least,  of  the  interior  waterways 
and  rivers  as  well  as  the  ocean  traffic.  This  point  was  covered  quite 
clearly  by  Mr.  Jackson,  the  traffic  manager  of  the  American- 
Hawaiian  Steamship  Co.,  in  his  testimony  before  the  Interstate  Com- 
merce Commission  at  New  York.  I  do  not  remember  the  date,  but 
I  think  it  was  about  a  year  and  a  half  ago,  and  he  stated,  most  em- 
phatically, the  rail  lines  controlled  their  rates  to  this  extent,  that, 
as  I  have  just  mentioned,  they  are  obliged  to  name  cheaper  rates 
than  the  rail  lines  in  order  to  fill  their  boats,  and  whenever  the  rail- 
line  rates  are  high  the  higher  their  rates  are,  and  whenever  the  rail- 
line  rates  are  low  they  must  meet  that  rate,  and  by  that  I  mean  they 
must  make  a  lower  rate.  Of  course,  the  fact  of  the  steamers  being 
obliged  to  haul  at  a  lower  rate  than  the  rail  lines  always  enables  the 
carriers  to  show  that  the  traffic  is  moved  lower  by  vessels  than  rail, 
and  that  is  true,  because  the  rate  must  be  lower  in  order  to  get  the 
traffic  on  the  water  lines. 

Mr.  Sims.  In  that  collection,  if  I  may  be  permitted  to  interrupt, 
has  it  not  been  shown  as  a  general  rule  that  the  Hawaiian  company 
advanced  its  rates  on  the  same  products  to  the  east  when  the  trans- 
continental railroads  advanced  their  rates? 

Mr.  Powell.  Yes ;  I  understand  it  was  done  practically  at  the  same 
time.     They  follow  the  rail  rates  up  and  down. 

Mr.  Sims.  They  increase  and  decrease  according  to  the  rail  rates? 

Mr.  Powell.  Yes,  sir;  and  up  to  the  present  time,  at  least,  there 
has  not  been  competition  enough,  I  might  say,  or  so  many  ships  in 
the  service  that  they  have  had  to  compete  very  keenly  against  each 
other  for  traffic.  The  competition  has  been  ordinarily  water  and  rail 
and  not  between  the  various  water  lines. 

Mr.  Sims.  I  refer  to  traffic  going  over  the  Tehauntepec  route  before 
the  Panama  Canal  was  opened. 

Mr.  Powell.  That  is  true;  yes,  sir. 

Xow,  the  point  has  been  made  that  if  the  carriers  level  their  rates 
through  from  coast  to  coast  and  find  that  their  rate  at  the  Pacific 
coast  terminal  is  so  high  that  they  can  not  get  the  business  or  con- 
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trol  the  business,  that  the  water  lines  will  move  it  at  a  lower  rate 
and  they  will  lose  the  business,  and  if  they  did  not  violate  the  fourth 
section  and  name  a  cheaper  rate  for  the  long  haul  than  for  the  short, 
should  the  carrier  be  permitted  to  lower  that  rate.  Of  course  there 
is  a  marked  difference  of  opinion  in  various  communities.  Our  view- 
point is  this,  that  we  do  not  think  it  right,  or  do  not  think  it  for  the 
public  interest  or  public  good,  and  do  not  think  it  is  possible,  for  the 
rail  carriers  to  do  all  the  business  in  this  country,  and  we  believe 
that  all  of  the  channels  of  transportation  should  be  used  and  should 
be  taken  advantage  of.  and  we  believe  that  our  interior  waterways 
should  be  developed.  We  are  spending  an  immense  sum  of  money 
for  that,  and  yet  there  are  no  boats  on  them,  and  Ave  have  paid — I 
am  speaking  of  the  intermountain  district — we  have  paid  for  the 
building  of  the  Panama  Canal  just  as  much  as  our  friends  on  the 
coast,  and  we  favor  it  as  much  ;is  they.  We  think  that  the  canal 
should  be  developed  for  transportation  purposes.  That  is  what  it 
ay  as  built  for. 

Now,  the  coast  tariffs  here  carry  something  like  10,000  items  on 
which  the  rail  carriers  claim  that  water  competition,  either  real  or 
potential  or  imaginary,  makes  it  desirable  that  they  shall  be  relieved 
from  the  application  of  the  long  and  short  haul  clause.  Xow,  if 
they  are  permitted  to  violate  the  fourth  section  and  make  a  cheap 
rate  on  every  commodity  from  every  point  in  their  tariff,  which 
they  are  doing  practically  on  10,000  items,  where  are  the  boats  going 
to  get  business?  Of  what  advantage  is  the  canal  and  ocean  if  we 
are  going  to  adjust  our  transportation-rate  system  so  that  the  rail 
carriers  can  meet  the  water  rates  at  every  competitive  point,  and 
as  stated  before,  the  conditions  being  equal,  the  rail  carriers  will  get 
the  business,  and  it  appears  to  me  that  it  is  unusual,  and  it  is  not  a 
proper  attitude  for  even  the  carriers  to  be  expected  to  be  able  to 
do  all  this. 

I  am  engaged  in  a  private  business.  I  meet  competition,  and  I 
can  not  do  all  the  business  in  my  particular  territory,  or  in  my  par- 
ticular line  of  business.  We  meet  competitive  conditions  every  day 
that  we  are  obliged  to  ignore  and  pass.  Our  competitors  are  going 
to  do  some  business,  and  they  have  a  perfect  light  to.  and  we  expect 
them  to,  and  our  water  carriers  must  be  expected  to  do  business  and 
must  be  permitted  to  do  business,  and  it  is  for  the  welfare  of  the 
American  people  and  the  communities  generally  that  water  carriers 
be  developed  to  a  much  greater  extent  than  they  have  been  for  a 
great  many  years,  and  our  position  is  that  where  a  commodity  is 
actually  and  truly  and  not  imaginarily  subjected  to  water  competi- 
tion and  originates  at  points  where  it  can  move  from  one  point  to 
another  by  water  under  conditions  more  naturally  than  under  condi- 
tions at  other  points,  then  that  traffic  should  move  by  water  and  the 
rail  carriers  should  not  try  to  monopolize  all  the  transportation  busi- 
ness of  the  United  States. 

Mr.  Sims.  Unless  they  can  reduce  the  rates  on  all  business  by 
doing  all  of  the  business. 

Mr.  Powell.  That  is  what  I  had  in  mind.  If  they  can  not  handle 
that  business  on  a  rate  that  is  remunerative,  they  should  not  be 
granted  relief  from  the  fourth  section  and  be  permitted  to  charge 
more  for  the  short  haul  than  for  the  long  haul. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  1735 

Now,  in  connection  with  this,  the  question  has  been  asked  where 
would  the  railroads  get  their  business  or  tonnage  to  keep  up  their 
service  and  equipment  and  pay  not  only  their  overhead  expenses 
but  dividends  and  interest,  and  I  feel  very  safe  in  saying  that  the 
traffic  managers  of  the  carriers  are  very  much  more  able  to  figure 
out  that  basis  than  we  could  possibly  be,  but  we  have  our  notions 
about  it.  My  impression  is  that  if  the  water-carried  goods  are 
moved,  say.  to  the  Pacific  coast  terminals,  the  rate  that  the  carriers 
may  be  obliged  to  put  in  to  meet  that  water-carried  traffic  at  the 
Pacific  coast  might  not  be  remunerative.  I  think  if  it  is  not  they 
should  no'  be  allowed  to  put  it  in,  but  a  rate  that  is  not  a  remunera- 
tive rate  at  the  water  terminal  might  be  truly  a  remunerative  rate 
I  tack  two  or  three  or  four  hundred  miles  in  the  interior,  where  the 
carrier  has  a  much  less  service  to  perform.  That  is  particularly  true 
in  our  community,  where  there  is  a  difficult  mountain  range  to  cross 
between  our  town  and  the  coast. 

Now,  if  they,  for  instance,  could  not  afford  to  make  a  dollar  rate  on 
any  given  commodity  to  the  Pacific  coast  terminal,  they  might  very 
well  find  that  the  dollar  rate  would  be  remunerative  at  a  point  two  or 
three  or  four  or  even  five  hundred  miles  back  in  the  interior. 

Now,  it  would  be  natural  for  our  interests  to  have  the  traffic  man- 
agers on  our  side.  We  have  great  admiration  for  them  and  would 
like  to  work  in  harmony  with  them,  instead  of  scrapping  with  them 
all  the  time,  to  see  if  they  are  as  clever  as  we  think.  They  would 
endeavor,  of  course,  to  increase  tonnage  to  the  interior  points  or  to 
make  such  rates  on  commodities  to  the  interior  territory  as  near  the 
ports  and  as  near  the  coast  territory  as  they  could  reach,  and  still 
make  a  profit  on  handling,  to  supply  the  entire  territory  at  which 
they  named  a  rate,  but  at  the  same  time  a  rate  sufficiently  low  to 
keep  the  water-carried  goods  that  are  carried  in  competition  with 
them  by  the  water  route  from  being  distributed  back  into  the  interior. 
This  is  purely,  you  understand,  from  a  traffic  man's  viewpoint,  affect- 
ing the  interests  of  his  road,  because  the  question  has  been  asked  in 
many  cases,  How-  will  the  carriers  recoup  their  losses  they  might  be 
obliged  to  take  in  leveling  prices?  Of  course,  in  leveling  our  prices 
t  hey  are  not  reducing  anything,  but  putting  them  up.  But  the  effect 
of  this  would  be  to  increase  the  tonnage  that  the  carriers  are  now 
handling  at  all  intermountain  territory  and  interior  points  very  mate- 
rially at  ;i  remunerative  and  profitable  rate  for  a  very  much  less 
service  than  they  are  now  rendering  to  the  Pacific  coast  terminals 
at  rates  they  admit  and  claim  strenuously  are  not  remunerative  rates. 
It  will  be  transferring  quite  a  traffic  in  certain  commodities— not  all, 
because  they  will  lose,  undoubtedly,  quite  a  considerable  business  to 
the  boats  which  they  should  have  it  water  transportation  is  an  ad- 
vantage— but  they  will  give  over  quite  a  large  percentage,  or  quite  a 
tonnage,  I  should  say,  of  traffic  that  they  now  claim  is  not  remunera- 
tive, that  barely  covers  the  out-of-pocket  cost,  and  does  not  pay  any 
profit.  They  are  relinquishing  that,  and  in  return  for  that  they  will 
get  a  very  large  increased  tonnage  to  the  interior  and  intermediate 
points  at  rates  that  are  absolutely  remunerative  and  at  much  less  cost 
than  the  service  they  have  been  rendering,  because  they  will  have  a 
shorter  haul  and  they  will  be  releasing  their  equipment  much  quicker 
and  sooner  for  other  service  than  if  they  were  obliged  to  continue  the 
haul  farther  to  the  terminals. 
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Of  course,  the  rail  carriers  will  still  enjoy  the  entire  distribution  to 
the  interior  of  all  water-carried  goods  brought  to  the  Pacific  termi- 
nals. Those  goods  will  still  be  distributed  by  the  carriers.  They  will 
lose  none  of  that  business,  and  judging  from  the  comparison  I  cited 
a  few  minutes  ago,  the  haul  for  which  they  are  charging  us  43  cents — 
carload  rates — on  canned  goods  a  distance  of  342  miles  to  Spokane, 
as  against  46.4  to  St.  Paul — I  should  think  that  would  be  very  profit- 
able business.  I  should  think  it  is  a  business  on  which  they  are  prob- 
ably making  very  good  money. 

Mr.  Sims.  Still  they  are  losing  on  the  St.  Paul  business. 

Mr.  Powell.  These  eastbound  rates,  I  will  say,  are  apparently 
rates  put  into  effect  by  the  carriers,  and  they  are  to-day  higher  than 
they  have  been  for  a  good  many  years.  They  were  increased  some 
short  time  ago — I  think  last  December.  They  were  increased  from 
(32^  to  72£. 

The  Chairman.  To  what  rates  do  you  refer? 

Mr.  Powell.  Eastbound  canned  goods.  Mr.  Sims  was  indicating 
that  perhaps  the  72|-cent  rate  they  were  carrying  eastbound  was  not 
profitable. 

Mr.  Sims.  I  mean  a  part  of  it.  The  difference  in  the  rate,  from 
Spokane  to  the  other  place,  was  only  about  3  cents,  and  the  distance 
they  had  to  carry  it  Avas  several  times  as  great — from  Spokane  to  St. 
Paul  was  several  times  greater  than  from  the  ocean  terminal  to  Spo- 
kane, and  if  43  cents  was  a  reasonable  rate  from  the  ocean  to  Spo- 
kane, that  3  cents  a  hundred  for  several  times  the  distance  looked  like 
a  losing  rate. 

Mr.  Powell.  It  would  appear  so.  but  judging  from  the  rates  that 
the  carriers  are  carrying  on  the  westbound  freight,  that  rate  must  be 
a  reasonable  rate. 

Xow,  I  am  confining  my  discussion  entirely  to  the  long-and-short- 
haul  clause,  but  I  could  not  help  but  be  interested  in  the  discussion 
of  the  possibility  of  Government  ownership.  I  do  not  attempt  to 
touch  on  that  except  to  say  that  it  appears  to  me  to  be  the  duty  of  this 
Government,  if  they  do  not  own  the  railroads,  which  they  do  not,  and 
if  the}7  do  not  acquire  them,  which  is  a  question  of  policy,  to  regulate 
the  movement  of  freight  so  as  to  prevent  any  unjust  and  undue  dis- 
crimination, both  as  respects  individuals  and  communities.  If  the 
Government  were  engaged  in  this  operation,  they  would  be  obliged 
to  regulate  the  matter.  Now,  the  lack  of  regulation  and  the  lack 
of  control,  appears  to  me,  would  be  the  thing  that  will  be  more  apt 
than  anything  else  to  cause  the  people  to  demand  more  ships,  so  as 
to  receive  the  service  that  they  can  not  get  any  other  way.  Such 
trials  and  troubles  and  discriminations  as  we  have  undergone  for  the 
last  20  years  would  almost  make  an  anarchist  of  anyone.  I  really 
believe  that  under  ordinary  conditions  I  would  be  one  of  the  last  men 
perhaps  in  the  United  States  to  advocate  Government  ownership 
as  a  necessity,  but  against  my  own  judgment  and  own  will  I  have 
been  forced  every  day  nearer  to  the  conviction  that  we  are  not  able 
to  get  proper  regulation  without  it.  We  think  the  movement  of 
freight — at  least  naming  of  freights — can  be  so  regulated  that  the 
rail  carriers  will  not  find  it  necessary  to  drive  the  boats  out  of  the 
business. 

Xow.  another  illustration  perhaps  of  our  notion  of  how  the  roads 
can  recoup  for  some  of  the  tonnage  that  would  be  lost  to  the  water 
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carriers:  They  advise  thai  they  are  hauling  empty  cars  westbound. 
We  would  suggest  that  there  is  quite  a  tonnage  of  lumber  thai  is  now 
produced  along  the  Pacific  coast  directly  subject  to  water  competi- 
tion. That  is  now  moving  by  rail  and  could  well  move  by  water. 
That  would  relieve  them  of  the  necessity  of  hauling  empty  cars  out 
here  to  move  that,  and  it  would  give  the  boats  the  tonnage  eastbound 
on  it,  and  then  for  the  cars  that  they  desire  to  move  westbound  they 
can  provide  more  loads  than  there  are  at  present  to  the  intermediate 
and  to  the  intermountain  points.  They  can  bring  traffic  to  the  inter- 
mountain  points  if  they  will  make  their  rates  sufficiently  attractive. 
that  does  not  have  to  go  to  the  coast  and  hack,  a  lot  of  commodities 
that  we  have  to  have  from  eastern  territory,  and  the  cars  can  be  un- 
loaded and  reloaded  with  our  grain  and  wheat  and  our  oats  and  fruit 
and  other  materials  that  the  coast  requires,  and  the  cars  can  he  sent 
on  to  the  coast  under  load,  and  these  same  cars  can  be  loaded  again 
with  condensed  milk  and  canned  salmon  and  commodities  that  they 
produce  that  Ave  need.  It  is  not  necessary  to  send  loaded  cars  to  the 
Pacific  coast  and  empty  them  and  send  them  hack  again  purely  for 
the  reason  they  want  to  keep  the  boats  from  getting  the  traffic. 

We  believe  it  is  vitally  necessary  that  the  Government  regulate 
rates — that  is  the  primary  way  to  do  it — so  that  the  rail  carriers  can 
not  drive  the  water  carriers  cut  of  business  and  discriminate  against 
one  community  in  favor  of  the  other.  This  can  not  be  done,  in  my 
opinion,  while  the  carriers  are  granted  relief  from  the  fourth  section, 
as  they  are  now.  on  some  10,000  commodities  on  the  Pacific  coast. 

Now,  the  carriers  maintain,  as  I  understand,  that  these  low  rates, 
made  necessary  at  coast  terminals  to  meet  water  competition,  as  a 
rule,  at  least,  do  not  represent,  perhaps,  a  direct  loss,  but  they  do 
not  show  any  profits.  They  are  not  remunerative,  and  they  make 
merely  the  out-of-pocket  cost.  They  have  been  granted  relief  on 
10,000  articles.  The  intermountain  and  intermediate  points  have 
been  obliged  to  pay  the  interest  and  dividends  and  profits  on  every 
dollar  of  capital  that  the  carriers  are  using  on  their  lines  to  the  coast 
to  perform  absolutely  gratuitous  service  to  the  terminals  that  is  abso- 
lutely unnecessary,  and,  as  I  believe  Mr.  Mann  stated,  is  of  practically 
no  value.  Mr.  Mann  stated  yesterday  that  they  can  secure  this  same 
service  from  the  water  carriers  at  less  rates,  and  they  can. 

Now,  they  are  making  up — in  other  words,  while  they  may  not  he- 
making  all  their  operating  cost — they  are  making  all  their  profits 
from  the  intermediate  and  interior  points,  and  they  have  said  so,  and 
defended  it  many  times  before  the  Interstate  Commerce  Commission, 
that  they  are  not  making-  a  profit  out  of  the  coast  business.  If  that 
is  true.  Ave  think  they  should  be  obliged  to  adjust  their  rates  to  a  basis 
that  will  be  profitable,  and  where  the  water  lines  can  handle  the  busi- 
ness to  better  advantage  Ave  think  they  should  have  it.  just  as  we  have 
to  do  in  our  business.  If  we  can  not  handle  a  certain  line  of  goods  as 
cheaply  as  another  competitor,  Ave  have  to  drop  it:  and  Ave  think  the 
railroads  should  not  be  permitted  to  handle  traffic  that  is  not  re- 
munerative and  make  their  entire  profits  out  of  another.  Mr.  Mann 
indicated,  for  sentimental  reasons.  hoAvever,  and  perhaps  because  of 
insurance  against  the  sea,  that  the  Pacific  coast  cities  preferred  to 
keep  these  preferential  rates,  and  that  they  would  fight,  and  have 
fought,  to  the  last  ditch  to  maintain  them.    It  may  not  be  quite  clear 
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why,  but  it  has  been  the  fact  that  in  every  complaint  and  hearing  we 
had  before  the  Interstate  Commerce  Commission,  before  the  courts, 
and  in  various  hearings  covering  the  last  28  years  in  this  matter  the 
Pacific  coast  cities  without,  as  Mr.  Mann  says,  any  spirit  of  jealousy 
have  appeared  opposed  to  us  and  in  aid  of  the  carriers  in  defending 
this  system  of  rate  making  and  these  rates  in  each  instance. 

Now,  regarding  this  discrimination,  what  is  this  discrimination? 
A  few  years  ago  Congress  saw  fit  to  pass  a  law  that  made  it  unfair 
and  unlawful  for  the  carrier  to  favor  one  individual  over  another, 
either  in  the  way  of  preferential  rates,  or  free  passenger  transporta- 
tion, or  rebates,  or  any  other  way ;  that  it  was  absolutely  un-Ameri- 
can, unfair,  and  was  stopped  by  legislation.  At  a  more  recent  date 
Congress  has  enacted  a  law  regulating  private  corporations.  Under 
the  jurisdiction  of  the  Federal  Trade  Commission  it  is  now  illegal  for 
<i  corporation  engaged  in  interstate  traffic  to  favor  one  individual  over 
another,  or  one  merchant.  As  a  jobber  doing  business  as  we  are, 
located  in  Washington  and  doing  business  in  Idaho  and  Montana,  we 
can  not  cross  the  State  line  and  offer  one  jobber  a  lower  price  than 
another,  or  offer  any  one  community  a  greater  trade  allowance,  or 
prefer  in  any  way  one  shipper  as  against  another;  and  yet,  gentlemen, 
Congress  and  all  of  us  sit  here  and  excuse  this  legalized  form — this 
most  vicious  and  iniquitous  system  of  rebating,  of  preferring  one  city 
or  one  town  and  one  community  as  against  another.  We  are  obliging 
one  community  to  pay  earnings  and  profits  and  dividends  on  capital 
used  in  performing  an  unfair  and  unnecessary  service  for  another. 
This  discrimination  can  be  nothing  else.  It  is  a  legalized  wholesale 
rebating.  It  is  the  old  vicious  system  of  rebating  applied  in  a  whole- 
sale community  way  instead  of  as  between  individuals. 

Mention  has  been  made  of  this  matter  from  time  to  time  as  being 
a  jobbers'  fight.  I  am  not  going  to  touch  upon  that  except  in  one 
respect.  I  am  in  the  jobbing  business,  and  as  you  may  know,  and 
probably  do  know,  jobbers  do  a  business  practically  on  what  is 
known  as  a  percentage  basis.  As  far  as  our  profits  are  concerned,  it 
dees  not  matter  materially  whether  our  costs  are  high  or  low,  because 
we  figure  the  cost  of  our  goods  delivered  in  our  houses,  including  the 
freight,  and  add  a  certain  percentage  to  that  cost  to  cover  the  cost 
of  our  business  and  a  reasonable  return  on  the  investment.  Where 
we  have  to  pay  a  higher  freight,  in  many  instances,  as  I  have  shown 
you  from  $150  to  $200  per  car  on  the  goods,  we  add  to  the  cost  of  the 
goods  delivered  to  the  house  that  amount,  and  we  add  a  profit — our 
percentage  of  profit.  I  want  to  say  that  the  higher  that  cost,  the 
greater  the  difference  between  the  final  cost,  including  this  freight, 
and  the  original  cost,  the  more  we  make.  It  is  not  a  jobbers'  fight, 
because  the  cost  of  the  freight  that  is  paid  is  naturally  paid  by  the 
consumer  and  any  reduction  in  freight  is  transmitted  through  the 
regular  channels  to  the  consumer  in  the  same  manner  absolutely. 
That  condition  not  only  prevails  in  our  market,  but  it  is  quite  a  com- 
mon practice  in  the  wholesale  business,  in  my  opinion,  throughout 
the  United  States.  It  is  practically  conducted  on  a  percentage  basis, 
and  after  all  the  higher  or  lower  the  rates  are,  it  does  not  affect  the 
profit  on  our  transaction.  We  get  a  certain  percentage  anyway.  It 
might,  to  a  certain  extent,  limit  the  territory  to  which  we  might 
distribute,  or  the  volume  that  might  be  done,  except  for  this,  that 
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a  morcli ant  owns  his  stock  of  goods  but  he  does  not  own  his  customers 
or  his  business. 

If  the  community  secures  any  marked  advantages  in  the  way  of 
distribution,  it  encourages  to  that  market  immediately  additional 
distributors,  and  while  we  might  say  that  it  might  to  some  extent 
increase  the  territory  of  one  community  as  against  another  in  some 
circumstances,  it  might  in  other  circumstances  be  an  injury  to  the 
jobber  of  that  community  by  encouraging  additional  competition. 
There  is  no  way  in  which  we  can  control  and  own  our  business  except 
through  the  good  will  of  our  customers.  A  man  who  owns  a  piece 
of  real  estate,  or  a  man  who  owns  a  building  or  personal  property, 
owns  it  and  it  belongs  to  him,  and  no  one  can  deprive  him  of  it  ex- 
cept they  pay  him  what  he  wants  for  it.  The  same  is  not  true,  how- 
ever, of  the  merchant  in  business.  He  does  not  own  his  business  or 
his  patronage. 

Now.  in  closing,  there  is  one  point  that  I  wish  to  emphasize  again 
upon  the  committee,  that  the  Panama  Canal  has  been  closed  now  for 
over  two  years,  and  there  have  been  no  boats  engaged  in  this  coast- 
to-coast  business  for  a  period  of  over  two  years.  Our  statute  pro- 
vides that  the  Interstate  Commerce  Commission  shall,  from  time  to 
time,  readjust  these  rate  conditions  as  the  conditions  may  change,  and 
yet  we  are  still  paying  the  same  high  rates  and  the  discrimination  has 
not  been  removed,  notwithstanding  the  canal  has  been  out  of  busi- 
ness for  two  years.  The  commission  now  finds  that  on  115  items  we 
should  never  have  been  discriminated  against  at  any  time,  and  yet  we 
have  been  at  great  expense  in  time  and  money,  litigating  and  pro- 
testing this  matter  for  something  over  28  years,  and  it  has  been  just 
discovered  that  on  115  items  we  should  not  have  been  discriminated 
against. 

Notwithstanding  that  finding  in  June,  we  are  still  paying  a  higher 
rate  along  with  the  others.  It  is  conditions  of  this  kind  that  really 
cause  us  to  despair  of  any  permanent  or  practical  relief  under  the 
present  law  as  it  is  administered.  We  have  sort  of  given  up  hope. 
It  seems  to  be  out  of  the  question  to  get  relief.  Personally,  I  am  of 
the  opinion  that  the  commission  would  be  very  glad  to  be  rid  for  all 
time  of  these  fourth-section  exceptions. 

It  would  undoubtedly  release  them  from  a  tremendous  amount  of 
work  and  would  give  them  time  to  take  up  other  matters  that  are  of 
very  great  importance.  I  am  not  positive  that  an  absolute  long- 
and-short-haul  clause  will  prove  100  per  cent  efficient.  It  is  very 
hard  to  get  absolute  perfection  in  any  legislation,  but  I  can  not  see- 
there  is  not  in  my  mind  any  condition  that  would  justify  the  carriers 
from  deviating  from  an  absolute  long  and  short  haul — but  if  there 
should  come  to  pass  any  condition  that  might  apparently  justify  it 
I  am  quite  sure  it  would  be  of  such  slight  importance  in  the  adminis- 
tration of  our  affairs  that  it  would  be  of  no  consequence  whatsoever. 
I  believe  that  the  Pacific  coast  cities  should  enjoy  to  the  fullest  the 
advantages  of  their  location  and  other  natural  advantages.  If  a 
city  is  located  on  the  sea,  it  should  be  permitted  to  enjoy  to  the  fullest 
extent  whatever  advantage  that  location  on  the  sea  may  give  to  it. 
I  feel  exactly  the  same  about  a  city  located  in  the  interior.  If  it  has 
any  advantage  whatever,  of  any  nature,  in  location  or  resources,  it 
should  be  given  the  full  advantages  of  those  features.     A  number 
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of  intermountain  cities  have  preferential  locations  with  reference  to 
railroad  conditions,  and  they  should  be  given  the  benefit  of  that 
location. 

The  communities  that  I  represent  are  fully  convinced  that  there 
is  nothing  that  will  grant  us  the  relief  that  we  desire  and  believe  we 
are  fully  and  justly  entitled  to  except  the  enactment  and  enforcement 
of  an  absolute  long-and-short-haul  clause.  We  have  tried  all  kinds 
of  substitutes  and  they  have  all  failed. 

The  Chairman.  Regarding  Government  ownership,  what,  under 
Government  ownership,  would  you  regard  as  a  probable  traffic  sys- 
tem as  applied  to  systems  concerning  which  you  have  testified? 

Mr.  Powell.  What  I  had  in  mind  was  perhaps  this,  that  the  Gov- 
ernment, if  owning  water  lines  and  rail  lines,  would  not  permit  of  a 
traffic  condition  that  would  result  in  the  carrying  of  a  large  percent- 
age of  empty  cars  westbound  and  sending  empty  boats  eastbound, 
but  would  so  regulate  the  traffic  that  the  traffic  would  move  in  proper 
and  normal  channels  under  normal  rates.  In  making  that  point, 
Senator,  I  was  mentioning  particularly  lumber;  that  the  carriers  are 
hauling  cars  westbound  for  that  all  the  time. 

The  Chairman.  Now.  under  a  Government  system,  would  you  ac- 
cept the  mileage  basis  for  traffic  ? 

Mr.  Powell.  That  is  rather  a  difficult  question  to  answer.  I  pre- 
sume to  some  extent  at  least  it  would  be  taken  into  consideration;  I 
understand  it  is  by  this  time  by  most  of  the  State  commissions.  It, 
however,  probably  would  not  be  an  absolute  one. 

The  Chairman.  Under  such  a  system  would  you  expect  the  exist- 
ing transcontinental  rates  to  the  interior  to  be  reduced,  or  would  you 
expect  the  terminal  rates  to  be  increased  ( 

Mr.  Powell.  I-  think  that  would  depend  upon  the  test  of  the  rates, 
as  to  what  is  probably  a  reasonable  rate.  Now,  under  normal  condi- 
tions and  conditions  as  they  existed  prior  to  the  last  year  or  two  since 
the  carriers'  operating  costs  have  been  increased  so  materially,  we 
expected  confidently  that  the  rates  to  the  intermediate  points  would 
be  reduced,  but  in  view  of  the  increased  cost  and  general  increase  of 
rates  east  as  well  as  Avest  it  may  be  at  this  time  that  the  best  method 
of  handling  it  for  the  carriers  is  to  advance  the  terminal  rates. 

The  Chairman.  Under  normal  conditions,  what  would  you  expect? 

Mr.  Powell.  Under  normal  conditions,  it  would  be  my  opinion — 
understand.  I  have  no  direct  information — but  it  would  be  my  opin- 
ion that  the  rates  to  the  interior  should  be  decreased;  possibly  not 
to  the  full  extent  of  all  the  low  rates  to  the  terminals.  It  might  be 
necessary  to  raise  some  of  the  terminals  and  decrease  a  great  many 
of  the  interior  rates. 

The  Chairman.  Your  contention  is  that  the  water  carriers  and  rail 
carriers  are  both  public  servants,  and  one  public  servant  should  not 
be  allowed  to  club  the  other  public  servant  out  of  existence? 

Mr.  Powell.  That  is  my  position. 

The  Chairman.  Now,  assuming  that  the  rail  carrier  would  not  be 
justified  as  a  public  servant  in  endeavoring  to  clestro^y  the  water  car- 
rier by  unfair  competition,  where  does  fair  competition  end  and 
where  does  unfair  competition  begin? 

Mr.  Powell.  Well,  I  would  consider  as  unfair  competition  the 
naming  of  a  rate  by  the  rail  carrier  to  meet  water  competition,  to 
take  business   away   from   the   water    carrier,  a  rate  that  was  not 
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remunerative  to  the  rail  carrier  on  which  they  would  be  obliged  to 
make  up  their  profit  and  remuneration  from  other  business. 

The  Chairman.  What  do  yon  regard  as  a  remunerative  rate — a 
rate  that  will  simply  cover  the  cost  of  operation? 

Mr.  Powell.  No;  I  am  of  the  opinion  that  the  rate  should  be  more 
than  that. 

The  Chairman.  How  much  more?  "What  standard  would  you 
apply  ? 

Mr.  Powell.  T  have  not  in  mind  any  definite  standard. 

The  Chairman.  Have  you  ever  si  tidied  these  transcontinental  rates 
with  a  view  to  discovering  whether  they  do  cover  the  cost  of  opera- 
tion \ 

Mr.  Powell.  Yes:  we  have  figures  on  a  great  volume  of  them  and 
we  have  them  here  if  you  want  them  submitted. 

The  Chairman.  What  is  your  general  conclusion? 

Mr.  Powell.  Our  rates  at  Spokane  are  returning  to  the  carriers  a 
very  much  higher  average  than  the  entire  earnings  of  the  system. 

The  Chairman.  I  was  speaking  of  the  rates  from  coast  to  coast  of 
the  railroads.  Have  you  found  any  that  do  not  pay  the  cost  of  opera- 
tion I 

Mr.  Powell.  I  have  not  gone  into  it  from  that  point  of  view. 

The  Chairman,  Do  you  think,  on  the  whole,  that  these  rates  that 
are  competitive  with  the  water  rates  are  remunerative? 

Mr.  Powell.  I  am  not  in  a  position  to  know,  but  it  is  my  opinion 
that  they  are.  I  would  not  say  to-day,  but  they  have  been  in  normal 
times — in  the  past  few  years. 

The  Chairman.  Would  you  regard  those  rates,  low  as  they  are.  as 
involving  unfair  competition  with  the  water  carriers? 

Mr.  Powell.  No;  I  have  not  considered  it  from  that  viewpoint. 
The  unfairness  we  see  in  the  matter  is  applying  a  higher  rate  to  the 
intermediate  points. 

The  Chairman.  I  am  speaking  about  the  unfairness  as  between 
the  rail  carriers  and  the  water  carriers. 

Mr.  Powell.  Taken  as  a  whole,  the  rates  to  the  Pacific  coast  ter- 
minals westbound,  in  my  opinion,  have  been  to  some  extent  remu- 
nerative rates.  I  think  they  are  paying  more  perhaps  than  the 
carriers  have  represented  to  us. 

The  Chairman.  Now,  assuming  that  as  a  result  the  system  which 
has  been  in  existence  for  so  long  of  making  the  terminal  rates  lower 
than  the  intermediate  rates,  because  of  this  water  competition,  large 
jobbing  houses  have  been  established  at  coast  points  by  reason  of  the 
increased  tonnage  which  they  receive,  what  economic  effect  would  a 
sudden  change  in  this  condition  have,  so  far  as  the  prosperity  and 
business  and  population  of  the  coast  ports  are  concerned  ? 

Mr.  Powell.  Well,  it  would  cause  more  or  less  perhaps  of  a  read- 
justment of  some  commercial  and  trade  conditions.  That  would  not 
be  real  sudden.  It  would  come  about  gradually.  These  very  large 
emporiums  that  Mr.  Mann  mentioned  on  the  coast  would  not  stop 
selling  goods,  and  the  readjustment  of  costs  to  the  territories  they 
would  reach  would  not  be  felt  until  their  present  stocks  were  ex- 
hausted, and.  of  course,  these  stocks  will  not  become  exhausted  in  all 
items  at  one  time.  It  will  be  one  item  at  a  time  and  the  readjust- 
ment would  be  gradual.     It    is  impossible  for  me  to  state  to  what 
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extent,  because  I  do  not  know  to  what  extent  the  Pacific  coast  job- 
bing houses  are  distributing  back  to  the  interior,  but  it  would  only 
readjust  things  back  to  the  natural  basis  in  any  event,  and  I  do  not 
consider  it  is  an  excuse  for  delaying  the  change  if  it  is  the  right 
thing  to  do. 

The  Chairman.  Your  idea  is  that  if  the  thing  is  right  and  proper 
that  the  thing  should  not  be  carried  or  delayed  over  a  period  so  as  to 
reduce  the  shock,  but  that  it  should  be  immediate  ? 

Mr.  Powell.  Oh,  no ;  it  should  be  immediately  put  in.  It  will  not 
mean  a  complete  overthrowing  of  traffic  conditions.  Of  course,  it  will 
not  disturb  to  any  extent  the  local  business  of  the  cities  along  the 
coast.  It  will  not  affect,  perhaps,  their  business  at  the  extremities  of 
their  territories.  For  instance,  in  our  markets  we  have  salesmen 
traveling  in  what  we  call  competitive  territory.  Our  salesmen  will 
possibly  call  on  a  merchant  and  be  able  to  sell  that  merchant  10  or 
15  or  20  items  in  his  line.  A  readjustment  of  the  trade  or  freight 
conditions  such  as  this  would  not  probably  increase  the  number  of 
towns  at  which  lie  can  call,  but  this  merchant  to  which  he  sells  10  to  20 
items  he  would  probably  sell  30  or  35.  Undoubtedly  it  will  affect  in 
some  instances  the  large  coast  jobbers  who  have  rendered  a  good 
service  to  the  interior  as  well  as  their  territory,  and  it  will  probably 
result  in  their  establishing  warehouses  in  some  of  the  interior  points 
for  handling  heavy  commodities  to  be  shipped  there  to  break  bulk. 
They  are  not  going  to  go  out  of  business.    It  is  not  a  revolution. 

The  Chairman.  You  think  it  would  not  be  revolutionary.  You 
spoke  of  the  territory  of  the  coast  cities.  We  will  assume  that  the 
territory  to  the  west  of  the  crest  of  the  mountains  that  separate  the 
coast  region  from  the  intermountain  region  is  the  territory  of  the 
coast  cities.  How  far  east  of  that  mountain  line  does  the  territory 
of  the  coast  cities  extend  ? 

Mr.  Powell.  That  varies  very  materially  in  the  different  lines  of 
business  and  different  lines  of  commodities,  and  it  also  varies  as  to 
whether  we  are  discussing  the  coast  manufacturer  or  the  coast  jobber. 
The  coast  manufacturer's  business  extends  practically  to  the  iVtlantic 
seaboard.  They  have  the  entire  market  of  the  East,  as  we  have 
demonstrated,  on  California  products,  canned  goods,  beans,  dried 
fruits,  etc. 

The  Chairman.  How  is  it  on  things  that  the  jobbers  handle? 

Mr.  Powell.  On  things  that  the  jobber  handles  it  is  not  economi- 
cally proper  that  they  should  be  hauled  the  entire  width  of  the  conti- 
nent and  then  hauled  back.  The  distances  they  are  hauled  back  are 
regulated  to  some  degree  or  extent  by  the  preferential  rate  the  jobber 
now  enjoys,  and  to  some  extent  by  the  weight  of  the  commodity. 
Dry  goods  and  specialties  and  hardware  are  probably  hauled  back 
seven  or  eight  hundred  miles,  whereas  heavy  commodities  can  not  be 
hauled  that  far.  A  car  that  contains  heavy  commodities  will  prob- 
ably be  stopped  at  an  intermediate  point  and  unloaded,  although  it  is 
handled  probably  by  a  coast  jobber. 

The  Chairman.  Taking  your  coast  region,  I  assume  Seattle,  Port- 
land, and  Tacoma  are  the  ports — how  far  to  the  east  beyond  the 
mountain  line  does  the  market  of  those  coast  jobbers  extend? 

Mr.  Powell.  Well,  we  are  342  miles  from  Seattle.  We  are  a 
little  farther  than  that  from  Portland.  In  our  cities  there  are 
representatives   of   Portland    and    Seattle — drug-store   houses    and 
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wholesale  cigar  houses,  as  well  as  dry  goods — who  have  families 
living  there,  and  they  are  residents  there.  They  do  business  in  the 
interior  territory  surrounding  us,  and  in  my  opinion  they  are  ship- 
ping goods,  at  least  to  some  extent,  100  or  150  miles  east  of  that. 
What  arrangement  the}'  have  for  covering  Montana  territory  farther 
east  than  ours,  T  do  not  know. 

The  Chairman.  Are  any  of  the  railroads  which  serve  your  com- 
munity incorporated  under  the  laws  of  Washington? 

Mr.  Powell.  1  do  not  know.    I  think  not. 
The  (  Chairman.  That  is  all. 

The  Vice  Chairman.  I  have  no  questions  at  all; 

Senator  Cummins.  The  interstate- commerce  clause  forbids  gen- 
erally two  tilings:  First,  that  a  carrier  shall  not  charge  an  unreason- 
able rate  for  any  service  that  it  renders;  and,  second,  that  it  shall 
not  discriminate  cither  as  between  individuals  served  or  communities 
served.  Those  are  the  two  general  commands  of  the  interstate  law 
as  you  understand  them  '. 

Mr.  Powell.   Yes.  sir. 

Senator  Cummins.  The  fourth  section  creates  a  standard:  in  your 
opinion  is  the  fourth  section  intended  to  secure  reasonable  rates  or 
service,  or  is  it  intended  to  prevent  discriminations? 

Mr.  Powell.  Well,  I  should  say  both. 

Senator  Cummins.  You  think,  in  the  case  of  Spokane,  it  is  in- 
tended to  secure  for  the  people  of  that  community  reasonable  rates 
in  and  of  themselves  \ 

Mr.  Powell.   Yes.  sir. 

Senator  Ci  mmixs.  How  can  that  be  when  the  fourth  section  per- 
mits, or  at  least  does  not  forbid,  as  high  a  charge  to  Spokane  as  to 
Seattle? 

Mr.  Powell.  1  do  net  think  I  catch  your  point. 

Senator  Cummins.  It  does  not  forbid  as  high  a  charge  for  service 
at  Spokane  as  for  service  at  Seattle? 

Mr.  Powell.  Well.  I  do  not  think  it  was  ever  intended  by  the 
framers  of  that  clause,  when  it  was  passed,  that  it  should  be  used  in 
the  manner  that  it  has  been  by  the  Interstate  Commerce  Commis- 
sion. It  is  my  belief,  and  I  spent  some  time  in  Washington  about 
the  time  this  was  amended,  and  talked  to  a  number  of  people  who  con- 
sidered it  quite  seriously,  that  it  was  intended  that  relief  from  the 
absolute  long  and  short-haul  clause  would  be  granted  in  a  few  and 
very  exceptional  cases,  and  would  not  be  permitted  to  be  used  in  a 
general  way. 

Senator  Cummins.  I  think  there  was  no  doubt  about  that  and  that 
is  the  reason  I  asked  you  whether  the  fourth  section  was  intended 
to  work  out  or  help  to  work  out,  the  general  prohibition  against  dis- 
crimination between  localities. 

Mr.  Powell.  In  my  opinion  that  was  the  intent. 

Senator  Cummins.  Or  whether  it  was  intended  to  help  work  out 
the  requirement  that  each  service  shall  be  performed  for  a  reason- 
aide  charge. 

Mr.  Powell.  Well,  it  is  my  impression  that  the  prime  object  of  the 
law  was  to  prevent  and  limit  discriminations. 

Senator  Cummins.  Yon  believe  that  there  can  be  any  discrimina- 
tion  between   localities,  in  charging  more  for   a   shorter  haul  than 
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;i   longer  haul,  if  the  cost  of  service  is  greater  upon  the  short  haul 
than  the  long  haul '. 

Mr.  Powell.  I  can  not  see  where  the  cost  would  be  greater  for  the 
short  haul  than  the  long  line  over  the  same  line  in  the  same  direction. 

Senator  Cummins.  I  am  not  attempting  to  decide  the  fact,  hut  1 
am  asking  you  whether,  in  your  opinion.  Spokane  would  he  discrimi- 
nated against  if  there  was  a  higher  charge  to  Spokane  than  to  Seattle, 
if  the  cost  of  service  to  Spokane  was  higher  than  Seattle  I 

.Mr.  Powell.  I  believe  that  the  cost  of  service  should  he  considered 
as  quite  a  serious  factor  in  the  method  of  rate  making.  I  do  not  think 
it  is  a  controlling  factor.  With  that  in  mind.  I  think  the  cost  of 
service,  irrespective  of  the  distance  the  goods  are  hauled,  might  have 
some  hearing  on  the  making  of  rates. 

Senator  Cummins.  Suppose  the  railroad  companies  were  able  to 
show  that  it  cost  more  in  general  business-  taking  all  the  business 
together — that  it  cost  more  to  haul  a  car  from  Pittsburgh  to  Spokane 
than  it  cost  to  haul  it  from  Pittsburgh  to  Seattle:  in  that  event, 
would  Seattle  be  entitled  to  the  lower  rate  '. 

Mr.  Powell.  That  is  a  difficult  question  to  answer  without  know- 
ing all  the  bases  of  making  rates.  If  it  was  based  on  the  cost  of  serv- 
ice, it  would  be.  but  the  cost  of  service,  according  to  my  impression, 
i-  not  tli<>  entire  factor  or  the  controlling  factor  in  making  rates. 

Senator  Cummins.  It  is  not  the  entire  factor,  and  I  am  trying  to 
find  out  from  you  if  you  think  it  any  factor. 

Mi'.  Powell.  I  think  it  should  be  a  serious  factor. 

Senator  Cummins.  Suppose  the  fourth  section  were  amended  so  as 
to  prohibit  a  greater  charge  for  the  shorter  haul  than  the  longer 
haul  in  the  same  direction  over  the  same  line  on  the  same  good-: 
provided  that  if  the  carrier  can  show  that  the  cost  of  service  over 
the  shorter  distance  is  greater  than  over  the  longer  distance,  that 
then,  in  that  instance,  the  charge  may  be  greater.  What  would  you 
think  of  that  provision  as  an  amendment  to  the  fourth  section  '. 

.Mr.  Powell.  T  think'  the  possibility  of  any  movement  of  that  kind 
is  so  remote 

Senator  Cummins.  The  possibility  of  what  is  so  remote!1 

Mr.  Powell.  The  cost  to  perform  the  service  over  the  same  line 
in  the  same  direction  for  a  shorter  distance  being  more  than  the 
longer  distance. 

Senator  Ci  mmins.  But  would  not  a  provision  of  that  kind  give 
the  iritermountain  carrier  full  relief? 

Mr.  Powell.  I  stated  it  is  barely  possible  there  may  be  some  slight 
discrimination  to  some  point  in  an  absolute  long  and  short  haul 
clause,  but.  in  my  judgment,  it  is  almost  impossible  to  enact  legislation 
that  is  100  per  cent  perfect,  and  any  slight  injustice  involved  would- 
undoubtedly  have  to  be  suffered  by  the  community  that  it  might 
happen  to  injure,  but  in  my  opinion  that  would  be  so  slight  and  so 
small  as  to  be  almost  negligible.  I  am  speaking  of  actual  conditions. 
You  probably  have  something  in  mind,  undoubtedly,  that  I  have 
never  discovered. 

Senator  Cummins.  I  am  having  this  in  mind:  The  present  excep- 
tion to  the  fourth  section — that  is.  the  exception  to  the  rule  that  there 
shall  not  he  a  higher  charge  for  the  shorter  haul,  is  very  unsatis- 
factory to  me.  because  it  does  not  give  to  the  Interstate  Commerce 
Commission  any  rule  or  any  guide  for  its  application,  and  assuming 


INTERSTATE  AND  FOREIGN   TRANSPORTATION.  1745 

that  there  are  some  instances  in  which  there  should  be  properly  a 
higher  charge  for  the  shorter  haul  1  am  trying  to  find  some  rule 
thai  will  admit  those  that  arc  just  and  fair  and  exclude  those  that 
are  1 1 1 1  j  1 1 — r  and  unfair;  in  other  words,  is  the  only  remedy  a  rigid 
long-and-short-hau]  clause,  or  can  there  he  some  other  ride  estab- 
lished for  t  he  except  ion  \ 

Mr.  Powell.  Well,  in  inv  opinion,  and  that  is  the  opinion  of  these 
organizations  and  cities  that  I  represent,  there  is  none  except  an 
absolute  long-and-short-haul  clause.  We  have  studied  the  matter 
from  every  angle  and  have  been  trying  every  method  we  can  think 
of  to  solve  it  in  some  way,  and  we  are  forced  to  that  conclusion. 

Senator  Cummins.  Have  you  ever  considered  the  rule  that  I  have 
just  suggested:  That  is,  that  the  exception  shall  he  only  in  those 
cases  in  which  it  is  shown  that  the  cost  of  service  over  the  lesser  dis- 
tance is  greater  than  the  cost  of  service  over  the  longer  distance? 

Mr.  Powell.  No:  I  do  not  think  I  have  ever  considered  it  from 
that  viewpoint. 

Senator  (i  mmins.  You  have  mentioned  that  there  is  no  violation 
of  the  so-called  long-and-short-haul  section  in  eastbound  traffic. 
Now.  by  that  you  mean  that  you  do  not  know  of  any  instances  in 
which  the  railroads  charge  more  for  the  intermediate  points  than 
for  the  terminal  points — and  in  that  respect  I  accept  what  you  say — 
hut  you  have  said  that  there  is  the  same  rate  to  the  east  from  Port- 
land and  Spokane  up  to.  1  think  you  -aid.  the  Missouri  River  points. 

Mr.  Powell.   Eastbound  \ 

Senator  Cummins.  Yes. 

Mi-.  Powell.  No;  it  extends  to  the  Atlantic  seaboard. 

Senator  Cummins.  You  do  not  mean  to  say  there  is  the  same  rate 
from  Brooklyn  to  New  York  City  as  there  is  from  San  Francisco 
to  New  York  \ 

Mr.  Powell.  Xo :  what  I  mean  is  that  from  Spokane  and  Seattle 
that  territory  is  blanketed  to  eastbound  traffic  points. 

Senator  Cummins.  How  far  is  there  a  level  rate  on  any  given  com- 
modity rate  from  the  Pacific  coast  toward  the  east \ 

The  Vice  Chairman.  The  Senator  means  that  is  under  the  blanket. 

Mr.  Powell.  I  could  not  say  as  to  that.  I  know  that  the  goods 
ti  at  originate  in  this  territory  can  he  delivered  to  St.  Paul.  Chicago, 
Buffalo,  and  Pittsburgh  and  New  York  territory  on  exactly  the  same 
rate  to  all  that  territory. 

Senator  Cummins.  I  want  to  find  out  the  eastern  edc;e  of  that 
blanket. 

Mr.  Powell.  I  have  never  had  occasion  to  look  that  up. 

Senator  Cummins.  Is  there  the  same  commodity  rate  on  any  com- 
modity from  Butte  to  New  York  or  any  other  point  as  from  San 
Francisco  \ 

Mr.  Powell.  Butte  doe-  not  produce  much  hesides  minerals,  and 
1  do  not  believe  there  is  much  movement. 

Senator  Cummins.  I  suppose  they  have  a  published  rate  on  all 
these  t  hings. 

Mr.  Powell.  I  am  under  the  impression  their  rates  are  the  same 
as  ours. 

Senator  Ci  mmins.  Well,  that  would  be  a  violation  of  the1  fourth 
section,  uide--  there  is  some  good  reason  for  it.  Ii  is  a  violation  of 
the  law  which  prohibits  discrimination,  is  it  not? 
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Mr.  Powell.  I  would  rather  consider  it  so. 

Senator  Cummins.  Why  should  Spokane  pay  the  same  rate  to 
Chicago  that  Seattle  pays,  with  a  haul  of  342  miles  less  ? 

Mr.  Powell.  We  should  not  be  obliged  to  do  it. 

Senator  Cummins.  So  that,  although  the  practice  might  not  be  a 
violation  of  the  fourth  section,  yet,  so  far  as  discrimination  goes 
between  the  two  originating  communities,  there  is  a  discrimination, 
unless  there  is  some  reason  for  it  which  has  not  been  disclosed  here. 
Now,  what  is  the  reason? 

Mr.  Powell.  I  could  not  answer  that  question,  Senator;  but  I  think 
the  carriers  would  be  in  a  better  position,  probably,  in  a  way,  to 
answer  it;  but  my  impression  is  that  it  is  done  by  the  carriers  to 
permit  as  free  intercourse  of  the  business  and  encourage  as  free 
movement  of  the  traffic  as  possible  between  consuming  communities. 

Senator  Cummins.  Do  you  recognize  that  as  a  valid  reason? 

Mr.  Poavell.  No;  I  do  not.  We  do  not  approve  of  that.  We  are 
not  attacking  that  because  we  have  things  so  much  more  serious  that 
affect  us. 

Senator  Cummins.  If  that  is  a  valid  reason,  it  might  justify  a 
higher  rate  to  the  Pacific  coast  points  and  validate  the  exception 
against  which  you  have  been  complaining  on  westbound  traffic. 

Mr.  Powell.'  I  do  not  understand  fully  why  these  blankets  are 
established  and  spread  over  the  country,  unless  it  is  to  give  every 
community  a  chance  in  all  the  markets  of  the  country — give  each 
community  the  same  chance  in  the  markets  of  the  country  that  every 
other  community  has,  without  any  regard  to  distance  or  cost  of 
service.    That  must  be  so. 

I  want  to  qualify  that  to  this  extent,  also,  that  I  understand  there 
is  a  rate  a  few  cents  probably  cheaper  per  hundred  pounds  on  lumber 
westbound  to  some  intermediate  territory  than  prevails  to  the  coast. 

Mr.  Escn.  I  think  the  Red  River  is  the  line  on  lumber. 

Senator  Cummins.  Take  lumber,  for  instance:  When  I  was  inter- 
ested in  examining  rates,  as  distinguished  from  examining  principles, 
the  west  coast,  or  western  lumber,  was  given  a  rate  to  the  Missouri 
River — -say  Omaha — which,  the  weight  of  the  different  lumber  con- 
sidered, was  the  same  rate  that  was  given  into  the  same  territory 
from  the  southern  lumber  regions,  and  that  was  to  enable  that  west- 
ern lumber  to  meet  the  southern  lumber  in  that  locality  upon  even 
terms;  and  yet,  hauled  from  the  west  into  that  locality,  the  haul  was 
three  times  as  long  as  the  haul  from  the  south  and  over  the  moun- 
tain ranges  of  the  western  country,  as  suggested  by  Mr.  Esch.  Now, 
I  am  not  passing  upon  the  justice  of  that  distribution  of  rates,  but 
it  is  very  plain  that  the  rate  system  of  the  United  States  has  sub- 
stantially disregarded  the  cost  of  service  and  has  disregarded  prac- 
tically everything  except  the  distribution  of  commodities.  Have  you 
ever  thought  of  that  in  connection  with  the  exception  to  the  fourth 
section  ? 

Mr.  Powell.  We  have  thought  of  this  point  that  you  have  made, 
that  we  are  discriminated  against  to  some  extent  on  our  distribution 
of  eastbound  business,  but  it  is  on  a  so  much  more  satisfactory  basis 
than  the  westbound  business  we  have  never  asked  for  any  relief.  We 
are  almost  satisfied  to  ask  that  the  western  adjustment  be  made  as 
satisfactory  as  the  eastbound  business. 

In  the  last  opinion  written  by  Examiner  Thurtell  since  the  canal 
closed  he  stated  in  his  opinion  that  the  rate  to  Spokane  should  not 
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exceed  00  per  cent  of  the  Pacific  coast  terminal  rates  from  the  eastern 
territory.  When  the  commission  issued  its  order  on  which  they  are 
now  holding  hearings,  they  disregarded  that  90  per  cent  recommenda- 
tion made  by  Examiner  Thurtell.  But  Mr.  Mann  stated  thai  in  most 
important  detail-,  besides  that  recommendation,  this  order  follows 
Mr.  Thurtell's  recommendation  very  closely. 

Senator  Cummins.  I  do  not  intend  to  go  further  with  it.  but  if  you 
disregard  the  standard  of  the  cost  of  service  and  expense  to  the  rail- 
road company  of  doing  business,  and  take  into  account  the  general 
good  of  the  country,  we  float  on  a  rather  uncertain  sea.  and  I  do  not 
know.  \  iewed  from  that  standpoint,  whether  the  rate  from  the  east  to 
Spokane  should  he  higher  or  lower  than  the  rate  to  Seattle.  I  would 
like  to  hear,  some  time,  some  discussion  on  that  question.  But  thai  i- 
all  for  the  present. 

Mr.  Powell.  The  carriers  can  give  you  a  great  deal  of  that  infor- 
mal ion.  Senator. 

Mr.  Esch.  You  stated  that  if  the  rates  were  leveled  up,  or  leveled 

so  that  the  terminal  rates  would  he  the  same  as  the  intermountain 

rates,  that  there  would  he.  of  necessity,  some  financial  loss  to  the 

-continental  lines  by  reason  of  that  fact. 

Mr.  Powell.  1   do  not  think  I  said  it  that  way.     1   said  loss  of 

tonnage. 

Mr.  Esch.  Would  it  not  almost  necessarily  follow  that  there  would 
j>"  •)  financial  loss  if  there  is  a  loss  of  tonnage? 

Mr.  Powell.  Not  necessarily,  because  they  will  lose  tonnage  hauled 
to  the  Pacific  coast  terminals  at  a  rate  that  they  claim  is  not  remuner- 
ative, but  in  return  for  that  they  will  increase  very  largely  their 
tonnage  at  interior  points  at  rates  that  are  remunerative,  and  for 
which  they  will  render  very  much  smaller  service. 

Mr.  Esch.  That  leads  me  to  this  inquiry:  Your  contention  is  that 
they  recoup  on  the  increased  tonnage  to  the  intermountain  points  \ 

Mr.  Powell.  They  would  be  replacing  unprofitable  business  with 
profitable  busines- :  and  instead  of  hauling,  as  they  do,  large  quanti- 
ties of  goods  to  the  coast  at  a  cheap  rate  and  hauling  it  back,  they  will 
he  -topped  at  the  interior  at  rates  that  are  profitable,  and  the  goods 
will  he  distributed  to  the  interior  points. 

Mr.  Esch.  Is  there  a  large  increase  of  tonnage  possible  in  the  inter- 
mountain country \ 

Mr.  Powell.  That  is  a  matter,  of  course,  of  conjecture.  Every 
interior  community  to  which  you  go  will  tell  you  they  have  the 
greatest  country  in  the  world  and  will  develop  wonderfully  when 
they  get  a  proper  rate  adjustment.  As  to  the  extent  they  will  de- 
velop I  do  not  know,  but  they  will  develop  very  materially:  to  what 
extent  and  to  reduce  it  to  tons  of  traffic  at  this  time  is  pretty 
difficult. 

Mr.  Esch.  Your  jobbers  will  not  overstock  and  your  people  will 
not  overstock:  they  are  simply  going  to  buy  tonnage  as  their  needs 
require. 

Mr.  Powell.  It  will  make  the  production  and  development  of  our 
resources  more  profitable.  Mr.  McCrae,  of  our  city,  will  follow  me. 
with  your  permission,  and  he  will  touch  on  the  producers'  viewpoint 
and  he  will  show  those  conditions,  and  will  demonstrate  the  pro- 
ducers' share  in  all  this.  It  may  make  it  more  profitable  in  a  sense 
and  more  attractive. 
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Mr.  Esch.  If  he  is  going  into  that  inquiry,  I  will  not  ask  you. 

Mr.  Powell.  lie  will  go  very  much  into  the  consumers'  viewpoint. 

.Mi-.  Sims.  I-  Spokane  in  what  we  call  the  arid  country,  the  dry 
country  \ 

Mr.  Powell.  There  is  more  or  less  irrigation.  Aside  from  our 
fruit  industry  our  principal  industry  is  dry  farming  and  agricul- 
ture. 

Mi'.  Sims.  Is  ihere  not  a  large  belt  of  the  country  extending  from 
the  northern  frontier  of  the  United  States  to  the  southern  frontier  at 
Mexico  that  is  regarded  as  semiarid  \ 

Mr.  Powell.  We  are  not  in  that  district.  Our  district  is  very  fer- 
tile.   We  are  not  in  the  arid  district. 

Mr.  Sims.  Do  you  not  have  to  irrigate  in  your  section  of  the 
country  \ 

Mr.  Powell.  We  do  for  certain  classes  of  fruit,  hut  not  for  general 
purposes. 

Mr.  Sjms.  There  i-  a  very  large  belt  of  the  country,  reaching  from 
ihe  northern  boundary  of  the  United  States  to  the  southern,  that  is 
quite  wide  in  extent.  That  is  what  i-  called  semiarid.  with  reference 
10  agriculture,  and  is  not  such  as  you  find  in  Ohio.  Illinois,  and  else- 
where. 

Mi-.  Powell.   We  are  not  in  that  section. 

Mr.  Sims.  As  we  are  a  national  legislative  body,  do  you  not  think 
we  should  look  to  the  interests  of  the  Nation  as  a  whole,  and  to  devel- 
oping every  part  of  it '. 

Mr.  Powell.    Yes:  I  should  say  so. 

Mr.  Sims.  Now,  if  there  is  a  large  section  of  the  country  thai  is 
not  naturally  favored  by  natural  conditions,  equal  to  the  rest  of  the 
country,  if  any  favors  are  to  be  shown  by  legislation  should  not  this 
ill-favored  section  of  the  country  receive  the  favors  of  legislation  by 
Congress  if  any  favored  legislation  is  to  be  enacted? 

Mr.  Powell.  Not  to  the  extent  of  any  discriminating  legislation. 
A-  I  said  a  few  minutes  lief  ore.  I  believe  each  community  should 
he  entitled  to  the  full  benefits  of  the  advantages  it  may  enjoy,  and 
conversely,  should  not  receive  any  benefit  where  they  are  without 
those  advantages. 

Mr.  Sims.  I  did  not  ask  you  if  you  favored  special  legislation  for 
that,  but  I  said  if  there  was  to  be  any  favored  legislation,  if  it  would 
not  be  more  just  and  equitable  to  give  it  to  the  country  that  is  less 
favored  by  nature  than  otherwise? 

Mr.  Powell.   Yes,  sir. 

Mr.  Sims.  By  and  large.  I  ask  if  legislation  should  not  be  so  con- 
structed as  to  prevent  any  discrimination  against  that  country  if  we 
are  to  expect  it  to  develop  to  the  extent  of  its  possibilities? 

Mr.  Powell.  Yes.  sir. 

Mr.  Sims.  Therefore,  you  think  there  should  be  no  rate  given  to 
people  within  this  illy  favored  section  that  exceeds  a  charge  to  any 
other  section  of  the  United  States  not  so  illy  favored  \ 

Mr.  Powell.  Yes,  sir. 

Mr.  Sims.  Y^ou  were  asked  by  the  chairman  about  large  jobbing 
house-  that  may  have  been  established  on  the  coast  having  built  up 
under   present    conditions   of   both    rail    and    water   competition    to 
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change  it  so  thai  the  coast  will  not  have  a  rail  rate  compared  t<>  the 
water  rate  must  damage  thai  particular  business.    How  docs  it  mate 
rially  damage  these  jobbing  houses  on  the  coast,  provided  they  will 
continue  to  gel  the  same  water  rate  as  before? 

Mi-.  PowEliL.  I  did  not  intend  to  state,  and  I  do  not  think  I  did. 
that  it  would  materially  change  or  injure  their  business.  I  intended 
t<»  say,  and  1  believe  thai  I  did.  that  it  would  require,  to  some  extent. 
;i  readjustment  of  their  method  of  handling  the  business.  They  can 
still  secure  their  goods  by  water,  as  Mr.  Mann  says,  at  a  lower  rate 
than  we  can  by  rail,  and  it  will  depend  to  some  extent  how  low  their 
water  rate  is  how  far  they  ean  extend  hack  to  the  interior.  Theo- 
retically, hut  not  practically,  it  will  he  to  the  advantage  of  the  rail 
carriers  to  prevent  the  distribution  of  water-borne  goods  back  into 
the  interior. 

The  Chairman.  My  inquiry  was  to  ascertain  if  there  was  any  in- 
jury, whether  the  injury  would  principally  fall  on  the  Pacific  com.-! 
jobbers  or  on  the  railroad-. 

Mr.  Sims.  Let  us  suppose  that  -say  Salt  Lake  City;  I  do  not  know 
what  the  fact-  are.  but  let  us  say  that  the  rate  from  the  eastern  sec- 
tion of  the  country  to  Salt  Lake  City  is  $1.50,  and  from  the  eastern 
seaboard  points  (lie  rate  to  San  Francisco  is  $1.  but  to  Salt  Lake  City 
the  local  rate  would  be  50  cents,  and  the  jobber  here  gets  the  goods  at 
$1  from  the  East  instead  of  $1.50;  he  can  pay  the  extra  freight  back 
and  meet  at  equal  terms  in  the  Salt  Lake  City  territory  '. 

Mr.  Powell.  Yes,  sir:  if  those  rates  and  those  conditions  were 
correct,  except  you  figure  the  $1  rate  from  New  York  to  San  Fran- 
cisco for  water-carried  goods.  The  water  rate  would  be  purely  a  rate 
from  the  Atlantic  seaboard.  A  very  large  percentage  of  goods  carried 
around  by  water  are  not  produced  at  the  Atlantic  ports,  and  they 
must  pay  a  transportation  charge  to  the  seaboard  and  pay  the  marine 
insurance  and  undergo  the  risks,  etc.,  and  it  would  cost  considerably 
more  than  $1  when  it  is  delivered  around,  whereas  the  rail  rates  as  a 
ride  apply  from  all  common  points  in  the  territory,  and  the  rail  rate 
would  apply  from  the  point  of  production  to  the  point  of  distribu- 
tion in  Salt  Lake  City. 

Here  is  the  point  1  make:  The  railroads  perhaps  could  not  make  a 
dollar  at  San  Francisco.  It  Mould  not  be  remunerative  to  them,  and 
they  would  have  to  forego  the  business  at  San  Francisco  at  a  dollar, 
but  it  is  very  probable,  if  they  see  large  movements  of  certain  com- 
modities at  a  dollar  around  by  water  from  the  Atlantic  coast  to  the 
Pacific  coast  and  being  shipped  back  to  Salt  Lake  City,  they  would 
do  some  keen  figuring  and  they  might  find  they  could  not  make  a 
$1.25  rate  even  to  San  Francisco,  but  they  could  make  a  $1.25  rate 
200  miles  out  here,  and  by  making  the  rate  there  and  shipping  stuff 
to  that  point  they  will  not  control  the  consumption  of  that  com- 
modity in  San  Francisco  or  the  Pacific  coast  ports,  but  by  putting  in 
a  rate  of  $1.25  instead  of  $1.50  they  will  stop  the  distribution  of  these 
water-carried  goods  back  to  Salt  Lake  City. 

Mr.  Sims.  1  was  Irving  to  find  out  the  effect  on  the  established 
jobbing  business  as  to  whether  or  not  the  effect  on  it  would  be  so 
material  as  to  reduce  the  volume  of  business  on  the  Pacific  coast  built 
up,  as  you  urge,  under  these  discriminatory  and  unfair  circumstances. 
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Mr.  Powell.  Our  opinion  is  that  the  jobbing  business  and  manu- 
facturing business  in  the  Pacific  coast  cities  will  be  helped  by  the 
encouragement  of  water  transportation,  and  it  will  not  injure  them 
to  any  extent.  In  the  case  we  were  discussing,  where  goods  went 
from  New  York  to  Salt  Lake  City  and  San  Francisco,  if  a  rail  rate  of 
$1.25  was  put  in  200  or  300  miles  in  the  interior,  the  man  who  would 
avail  himself  of  that  rate  would  be  the  San  Francisco  jobber,  who 
will  have  his  salesmen  go  out  and  sell  against  what  we  sell.  If  you 
detract  from  the  San  Francisco  jobber's  business,  it  would  simply 
mean  a  readjustment  of  his  base  of  handling. 

Mr.  Sims.  But  you  do  believe,  as  a  national  development  and  affect- 
ing the  entire  country,  both  directly  and  indirectly,  that  as  to  this 
vast  section  of  the  country  called  intermountain  country,  the  legisla- 
tion should  not  be  such  as  .to  make  the  country  already  by  nature 
unfavored  even  more  unfavorable  with  respect  to  attracting  settlers 
to  develop  the  country? 

Mr.  Powell.  No,  sir. 

Mr.  Sims.  Therefore  you  think  there  should  be  a  rigid  fourth- 
section  application  '. 

Mr.  Powell.  Yes.  sir. 

STATEMENT  OF  H.  F.  BARTINE. 

Mr.  Bartine.  Gentlemen  of  the  committee  T  am  chairman  of  the 

Nevada  Railroad  Commission,  and  my  residence  is  Carson,  Nev.  I 
am  under  obligation  to  the  committee  for  allowing  me  continuances 
in  the  matter  of  time  before  making  my  statement,  because  I  am  not 
in  my  usual  robust  physical  condition.  A  week"  ago  last  Monday  I 
suffered  a  heavy  fall,  which  jarred  and  bruised  and  shook  me  up 
badly,  confining  me  to  my  room  several  days.  My  condition  to-day 
is  not  bad,  but  unfortunately  just  at  the  time  when  I  should  have  been 
preparing  something  in  concise,  compact,  and  concrete  form  to  lay 
before  the  committee  I  was  unable  to  do  so.  Then  I  received  a  sudden 
call  to  come  to  San  Francisco,  expecting  to  be  placed  upon  the  stand 
Monday,  but  it  has  been  postponed  from  time  to  time,  and  all  the 
preparation  that  I  have  been  able  to  make  is  in  the  form  of  a  few 
rough  notes,  part  of  which  have  been  based  on  points  that  have  been 
developed  during  the  hearing,  and  to  some  extent  upon  questions 
which  have  been  propounded  by  members  of  the  committee  to  the 
various  gentlemen  who  have  appeared  before  it. 

I  am  not  vain  enough  to  imagine  that  I  shall  be  able,  under  the  cir- 
cumstances, to  make  quite  so  lucid  a  statement  as  Mr.  Mann  did;  in 
fact,  it  is  more  than  likely  that  it  will  be  considerably  broken  and  dis- 
jointed, but  I  do  sincerely  hope  that  by  the  time  I  have  finished  the 
committee  will  be  impressed  that  I  am  at  least  as  logical  and  con- 
sistent as  my  brilliant  friend,  Mann,  and  I  also  indulge  the  faint 
hope  that  by  the  time  I  have  concluded  you  will  all  be  prepared  to 
admit  that  I  have  given  you  more  solid  and  substantial  information 
than  Mr.  Mann  did. 

And  you  will  pardon  me,  now,  if  I  say,  in  appearing  before  you 
to-day,  I  do  not  represent  any  particular  interest.  I  simply  represent 
the  entire  State  of  Nevada  officially,  including  all  of  its  people  of 
every  kind  and  character,  and  every  interest  that  is  doing  business 
within  the  confines  of  that  State. 
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In  the  part  which  T  have  taken  in  these  intermountain  cases  and 
other  cases,  wherein  it  has  been  necessary  for  me  to  engage  in  Legal 
combat  with  the  railroads,  I  have  done  so  in  no  spirit  of  hostility,  and 
I  believe  that  the  railroad  attorneys  who  have  met  me  before  the 
Interstate  Commerce  Commission  and  in  the  courts  will  concede  that 
although  I  have  tried  to  light  them  hard,  I  have  always  fought  them 
fairly.  I  have  never  carried  any  concealed  weapons,  poisoned  dag- 
gers, or  marked  cards  up  my  sleeve  to  hand  out  to  them  at  a  particu- 
lar time.  T  have  even  gone  so  far.  before  the  Interstate  Commerce 
Commission,  as  to  come  to  the  relief  and  defense  of  the  leading  rail- 
road attorney,  who  was  engaged  in  discussion  there  before  the  com- 
mission, when  he  was  being  pressed  into  a  corner  by  one  of  the  com- 
missioner- and  that  commissioner  the  one  who  probably  was  the 
most  friendly  to  my  view  of  any  upon  the  bench.  I  saw  that  the  com- 
missioner was  mistaken  with  regard  to  certain  facts,  and  the  attorney, 
who.  like  myself,  was  not  a  rate  expert,  was  not  prepared  to  meet  the 
point  that  the  commissioner  was  passing.  The  situation  became  pain- 
ful. In  the  end  I  arose  and  explained  the  matter.  It  happened  to  be 
one  of  those  few  things  that  I  know  something  about.  I  set  the  com- 
missioner right,  eased  up  the  situation,  and  oil  was  poured  upon  the 
troubled  water.  Thenceforth  all  was  serene.  In  another  case  when 
my  young  and  brilliant  friend,  Mr.  Wood,  was  upon  the  other  side, 
in  colloquy  with  him — I  think  he  will  remember  it — I  stated  that  im- 
position in  antagonism  to  the  railways  in  these  intermountain  cases 
was  not  due  to  any  hostility  or  based  upon  any  desire  to  cut  and  slash 
into  the  revenues  of  the  carriers:  that  I  was  not  claiming  that  the 
Southern  Pacific  was  earning  too  much  money  upon  the  whole,  but 
that  I  felt  and  believed  that  it  was  getting  too  large  a  proportion  of 
it  out  of  the  State  of  Nevada. 

So  much  by  way  of  explanation,  and  if  my  logic — if  I  may  dignify 
Avhat  I  say  by  that  name — seems  at  times  a  little  severe  and  cutting. 
I  want  it  understood  that  I  am  discussing  this  matter  just  exactly 
the  same  as  I  would  discuss  a  question  in  court,  without  the  slightest 
personal  ill  feeling,  but,  on  the  contrary,  with  the  kindliest  feeling 
toward  every  utility  to  which  I  shall  refer. 

Now  for  Mr.  Mann's  statement,  That  gentleman  has  represented 
the  traffic  bureau  of  the  Chamber  of  Commerce  of  San  Francisco  at 
just  about  every  hearing  that  I  have  attended  before  the  Interstate 
Commerce  Commission.  His  statement  yesterday  that  the  coast 
cities  do  not  claim  that  by  reason  of  the  deep  water  at  their  ports, 
they  had  a  legal  right  to  lower  rates  than  were  accorded  at  inter- 
mountain points  where  no  such  water  existed — well,  I  have  been 
connected  with  these  cases  for  more  than  nine  years,  and  I  say  to  you 
gentlemen  that  this  is  the  first  time  that  I  have  heard  any  repre- 
sentative of  the  coast  cities  make  that  frank  and  candid  admission. 
I  do  not  say  that  they  have  claimed  affirmatively  that  they  had  that 
right,  but  I  do  say  that  all  their  actions  have  indicated  that  they 
thought  they  had.  Mr.  Mann  has  appeared  in  all  these  cases  regu- 
larly as  attorney  for  the  San  Francisco  Chamber  of  Commerce. 
Why  was  he  there  if  they  had  no  legal  right  (  Is  there  any  man  so 
ignorant  as  not  to  know  that  every  decision  of  the  Interstate  Com- 
merce Commission  must  be  kept  between  legal  lines  ?  It  is  well  es- 
tablished that  the  commission  has  no  right  in  fixing  rates  to  con- 
sider the  commercial  interests  of  any  city.    That  was  settled  in  the 
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Willamette  Valley  case.  Yet  these  attorneys  have  been  ever  present 
and  claiming  time  for  discussion,  and  it  was  noticeable  every  time 
all  the  way  through  in  dividing  up  in  the  hearing  room,  they  always 
look  their  places  among  the  representatives  of  the  railroads. 

Mr.  Mann  concedes  that  it  is  the  place  of  the  railroads  in  the  first 
instance  to  defend  these  cases  and  to  defend  their  rates.  That  is 
absolutely  true,  but  Mr.  Mann  and  Mr.  Gregson  and  Mr.  Bradley 
and  Mr.  everybody  else  who  has  represented  a  coast  city  have  never 
hesitated  to  lend  a  kindly  and  helping  hand  to  the  railroads,  and  you 
could  not  have  failed  to  note  yesterday  from  Mr.  Mann's  statement 
that  no  matter  what  his  verbal  meanderings  may  have  been  on  every 
proposition  put  up  to  him  affecting  his  rates,  he  always  landed  oil 
the  proposition  that  would  be  most  favorable  to  the  city  of  San 
Francisco.  That  was  notably  true  when  Senator  Cummins  asked 
him  about  raising  the  rates  of  the  water  carriers.  That  would  not 
do  at  all.  The  thing  had  to  be  equalized  in  his  mind  by  lowering  the 
rates  of  the  railroad  carriers  because  that  was  clearly  and  mani- 
festly to  the  interest  of  the  people  whom  he  represented. 

Mr.  Mann  traveled  a  lono-  way  afield  to  make  a  labored  defense  of 
the  Interstate  Commerce  Commission.  Upon  that  point  I  have  only 
to  say  that  the  Interstate  Commerce  Commission,  like  every  other 
official  body  in  the  United  States,  is  fairly  open  to  just  and  proper 
criticism.  1  do  not  know  of  any  official  body  in  the  United  States 
(hat  has  not  been  criticized.  T  have  even  heard  the  House  of  Repre- 
sentatives criticized:  have  heard  the  United  State-  Senate  criticized, 
and  I  fancy  there  is  no  man  in  the  United  State-  of  America  to-day 
who  has  undergone  more  criticism  than  Wood  row  Wilson.  Any 
criticism  that  I  may  level  at  the  Interstate  Commerce  Commission 
is  not  intended  as  a  reflection  upon  the  character  or  integrity  of  pur- 
pose of  any  member  of  that  body.  but.  like  all  the  rest  of  us.  they 
are  only  human  beings.  They  are  not  infallible,  and.  as  I  said  before, 
they  are  not  above  criticism.  My  criticism  will  be  of  their  acts  and 
not  of  the  individuals. 

Mi-.  Mann  told  us  what  a  high  regard  and  kindly  feeling  he  and 
his  people  have  for  Reno.  He  told  us  that  Reno  had  been  one  of 
their  best  customers,  and  judging  from  the  way  he  and  those  for 
whom  he  speaks  have  acted  during  the  last  decade  I  very  shrewdly 
suspect  that  they  are  in  favor  of  keeping  Reno  one  of  their  best 
customers  instead  of  allowing  that  city  to  take  her  place  as  a  dis- 
tributing center  side  by  side  with  San  Francisco,  although,  neces- 
sarily, on  a  smaller  scale.  He  expressed  confidence  that  San  Fran- 
cisco, would  be  able  to  grow  and  thrive  even  without  the  enjoyment 
of  the  distributing  trade  in  the  intermountain  country.  I  am  pre- 
pared to  concede  that  this  little  village  by  the  sea  has  some  prospects 
ahead  of  it,  wholly  irrespective  of  distributing  goods  in  the  inter- 
mountain cities,  although  I  may  admit  that  San  Francisco  is  just  a 
little  bit  handicapped  in  being  located  so  far  away  from  Reno. 

The  Vice  Chairman.  It  seems  to  me  that  Reno  is  farther  from 
San  Francisco  than  San  Francisco  is  from  Reno,  according  to  your 
idea.     |~Laughter.] 

Mr.  Bartine.  We  have  been  very  seriously  handicapped  in  being 
so  far  from  San  Francisco,  too,  under  the  conditions  which  exist. 
Mr.  Mann  labored  at  very  considerable  length  over  the  subject  of 
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water  competition,  and  it  seemed  to  him  to  be  necessary  to  impress 
upon  this  committee  that  there  was  water  competition. 

Now,  if  anyone  representing  any  portion  of  the  intermountain 
country  has  ever  denied  that  there  is  water  competition  I  never  heard 
it.  I  certainly  have  not.  On  a  number  of  occasions  I  have  clearly 
and  distinctly  admitted  the  fact  that  there  was  water  competition. 
1  remember  on  one  occasion  I  did  it  and  my  brilliant  and  bright 
little  friend  Durbrow  sprank  to  his  feel  like  a  rubber  ball  and  said. 
'■There.  Judge  Bartine  admits  there  is  water  competition."  Who  in 
the  world  will  deny  that  where  there  is  the  ocean  there  i>  water  com- 
petition? However,  it  depends  on  how  much  competition  there  is. 
A  single  scow  passing  through  the  canal  from  coast  to  coast  consti- 
tutes competition,  but  how  much  effect  would  it  have?  That  is  the 
point.  We  have  always  admitted  that  the  water  competition  exists, 
hut  we  have  insisted  that  its  force  and  effect  have  been  greatly  exag- 
gerated. We  have  also  claimed  that  notwithstanding  water  compe- 
tition and  the  coast  terminals  the  business  at  these  points  Avas  profit- 
able  per  se. 

Let  me  go  into  that  just  a  little.  The  water-competition  theory 
found  its  strongest  indorsement  and  became  intrenched  in  the  policy 
of  the  Interstate  Commerce  Commission,  as  a  result  of  the  first  Spo- 
kane hearing,  which  was  held  by  Judge  Prouty,  and  Mr.  Mann 
quoted  from  Judge  Prouty  in  language  which  implied  that  Prouty 
thought  that  there  was  not  only  water  competition,  but  that  it  was 
controlling.  I  have  always  thought  that  Judge  Prouty  misspoke 
when  he  used  the  word  ''controlling."  I  think  lie  simply  meant  to 
express  the  idea  that  it  had  an  effect,  because  water  competition  has 
not  been  controlling  in  the  sense  in  which  the  word  "  controlling  " 
is  generally  used.  At  that  time  it  was  shown  that  the  total  amount 
of  freight  reaching  the  Washington  coast  line,  the  Puget  Sound 
cities,  was  only  about  14,000  tons  against  several  hundred  thousand 
tons  brought  by  rail,  and  weighing  the  one  in  the  balance  against 
the  other  it  seems  to  me  a  self-evident  proposition  that  14,000  tons 
of  freight  carried  by  water  could  not  control  in  the  broad  sense  the 
.rate  charged  by  the  railroads  on  several  hundred  thousand  tons. 
At  that  hearing  Mr.  Jackson,  president  of  the  Hawaiian  Steamship 
Company,  gave  testimony  on  the  side  of  the  railroads.  He  gave  it  as 
his  opinion  that  during  the  following  year.  190T.  the  tonnage  of  Ins 
ships  would  amount  to  250,000. 

In  1908  the  Reno  case  was  begun.  Acting  as  the  attorney  for  the 
commission,  it  occurred  to  me  that  if  a  showing  could  be  made  that 
the  estimate  of  the  water  tonnage  was  too  large  it  would  he  a  very 
important  point  gained.  So  we  secured  testimony  from  a  thor- 
oughly reliable  source  showing  just  what  the  tonnage  was  during 
the  year  1!>07,  the  year  for  which  Mr.  Jackson  estimated  250,000 
tons.  What  do  you  think  we  found!1  We  found  that  the  total  ton- 
nage reaching  the  Pacific  coast  from  the  eastern  terminals  was 
about  77.000  tons — less  than  one-third  of  the  amount  of  Mr.  Jack- 
son's estimate — and  it  was  some  three  or  four  year-  before  the  ton- 
nage reaching  the  coast  equaled  his  estimate  for  1907. 

Now.  as  it  seems  to  be  in  connection,  let  me  refer  to  a  matter 
brought  out  by  Mr.  Esch  in  regard  to  the  Tehuantepec  Railroad. 
He  suggested  that  in  1909,  when  Judge  Prouty's  opinion  was  written, 
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the  Tehuantepec  Bailroad  was  not  in  operation.  Upon  that  point 
I  can  not  speak  with  absolute  assurance,  but  I  am  of  the  opinion 
that  it  was  in  operation  in  1909,  because  I  remember  some  years  later 
when  the  fourth  section  applications  were  under  consideration  before 
the  Interstate  Commerce  Commission,  Mr.  Jackson  was  again  upon 
the  stand.  He  was  then  anticipating  the  opening  of  the  Panama 
Canal.  He  stated  that  the  total  tonnage  of  his  ships  was  3.~)0,000,  but 
with  the  opening  of  the  Panama  Canal,  the  tonnage  carried  by  his 
ships  would  be  doubled.  In  order  to  show  how  uncertain  such  esti- 
mates are.  I  directed  his  attention  to  the  fact  that  in  190G  he  had 
predicted  250,000  tons  for  the  following  year  and  his  answer  was 
that  his  prediction  did  not  make  good  because  of  trouble  on  the 
■  Tehuantepec  Railroad.  I  do  not  see  sow  trouble  could  have  occurred, 
if  there  was  mo  railroad  in  operation.  « 

Mr.  Esch.  I  think  the  Pierce  Brothers,  who  owned  it,  were  double- 
tracking  it.  I  do  not  think  they  had  finished  all  the  harbor  improve- 
ments at  Vera  Cruz. 

The  Yicf.  Chairman.  Perhaps  the  troubles  to  which  President 
Jackson  referred  had  put  it  out  of  operation. 

Mr.  Bartine.  Probably  it  did  temporarily  from  time  to  time,  but 
the  railroad  must  have  been  in  existence.  The  railroad  must  have 
been  there  or  he  would  not  have  spoken  of  it  in  that  way. 

I  have  reason  to  believe  that  Judge  Prouty's  views  on  water  com- 
petition underwent  a  very  considerable  change  before  he  left  the 
bench  of  the  Interstate  Commerce  Commission,  and  I  know  you  will 
pardon  me  if  1  refer  to  a  circumstance  which  may  seem  to  indicate 
something  of  egotism,  for  it  was  one  in  which  I  participated.  Dur- 
ing the  progress  of  the  first  intermountain  cases — Reno,  Spokane, 
Salt  Lake  City,  and  Phoenix — I  took  part  in  the  proceedings  at  Salt 
Lake  City.  The  hearing  was  held  by  Judge  Prouty  and  Mr.  Clark, 
of  Iowa,  but  in  the  latter  part  of  the  hearing  Judge  Prouty  left. 
A  Iter  Prouty  left,  the  hearing  went  on  before  Mr.  Clark  alone,  and 
by  the  request  of  the  people  of  Salt  Lake  City,  who  had  the  matter  in 
charge,  I  conducted  the  examination  of  the  railroad  witnesses.  I 
then  went  around  to  Spokane,  Seattle.  Portland,  and  San  Francisco 
and  back  to  Reno.  At  Reno,  I  met  Judge  Prouty.  Senator  New- 
lands  was  present  at  the  time,  but  I  do  not  know  whether  he  recalls 
the  instance.  Prouty  greeted  me  and  said  he  had  been  reading  the 
testimony  taken  at  Salt  Lake  City,  and  particularly  the  cross- 
examination  of  certain  witnesses  conducted  by  myself.  He  said  he 
had  been  very  much  interested  and  had  come  all  the  way  back  to 
Reno  to  listen  to  my  argument.  I  told  him  I  hoped  that  he  would 
not  be  disappointed.  I  went  into  the  argument  and  took  the  whole 
morning. 

At  noon  when  it  closed  I  walked  down  the  street  to  the  hotel  ac- 
companied by  Secretary  Walker  and  overtook  Judge  Prouty,  accom- 
panied by  the  stenographer  of  the  Interstate  Commerce  Commission. 
He  greeted  me  courteously  and  said  he  had  been  much  interested  in 
my  argument  and  added,  "  I  am  still  not  convinced  there  is  not  some- 
thing in  the  water  competition ;  neither  am  I  convinced  that  the  ter- 
minal rates  have  not  been  profitable  despite  water  competition." 
That  was  a  great  deal  milder  than  anything  he  had  said  previously 
about  water  competition.    But  it  is  hard  for  a  man  to  break  away 
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from  any  theory  to  which  he  has  committed  himself,  and  that  is  one 
of  the  difficulties  with  which  we  have  had  to  contend  in  the  inter- 
monntain  cave-. 

The  railroad  attorneys  have  assumed  that  if  they  could  only  show 
that  there  was  some  water  competition  that  justified  them  in  main- 
taining the  differentials  and  discrimination  of  which  we  complain, 
regardless  of  whether  it  was  much  or  little.  If  the  tonnage  rose, 
of  course  they  seized  upon  that  instantly  as  a  strong  argument  in 
their  favor.  If  it  fell,  that  did  not  make  any  difference,  and  they 
fell  lack  on  the  theory  of  potential  competition.  1  said  in  the 
first  argument  in  the  Reno  case  that  you  can  not  take  potential  com- 
petition as  a  definite  element  to  he  considered  in  rate  making,  he- 
cause  where  you  have  simply  potential  competition — that  is  to  say. 
you  have  the  ocean — you  can  not  tell  when  active  competition  will 
begin,  and  still  les^  can  yon  tell  how  much  that  competition  will 
amount  to.  You  are  dealing  with  an  uncertain  quantity,  and  if  the 
ocean  is  to  he  considered  a  potential  element  controlling  rates,  it  is 
safe  for  us  to  say  we  will  never  get  any  relief,  because  the  ocean 
will  certainly  he  where  it  now  is  as  long  as  any  of  us  will  live. 

Now,  while  1  am  on  the  subject  of  water  competition  I  will  try 
as  best  I  can  to  complete  it  and  say  all  that  I  desire  to  say  upon  it. 
1  have  already  stated  that  it  took  several  years  for  the  water-borne  . 
tonnage  to  reach  the  figures  given  by  Mr.  Jackson  at  Spokane.  I 
think  for  the  years  of  1911,  1912,  and  1913  the  average  was  about 
235,000  tons.  It  is  claimed,  as  you  gentlemen  know,  that  the  rates 
at  the  terminals  are  rates  that  are  compelled  by  the  force  of  water 
competition. 

Ai  the  first  Reno  hearing  we  had  upon  the  witness  stand  the  gen- 
eral freight  agent  of  the  Southern  Pacific  Co.,  Mr.  Luce.  I  asked 
him  the  question  point-blank,  whether  in  making  their  rates  they 
took  the  water  carriers  into  conference  and  reached  an  agreement. 
He  said  they  did  not;  they  entirely  ignored  the  water  carriers.  He 
stated  they  made  rates  to  suit  themselves  and  then  let  the  water  car- 
riers do  whatever  they  pleased.  He  stated  further  that  the  average 
rales  by  rail  were  30  to  40  per  cent  higher  than  the  rates  by  water, 
as  an  average,  and  yet  with  that  schedule  of  higher  rates  up  to  that 
time  the  railroads  had  succeeded  in  getting  93  per  cent  of  the  busi- 
ness and  holding  it. 

A  marked  increase  of  water-borne  tonnage  took  place  with  the 
completion  of  the  Panama  Canal. 

In  Franklin  K.  Lane's  decision  in  the  fourth-section  case,  the 
Reno  case  that  was  a  part  of  the  fourth-section  applications,  made 
so  by  the  Interstate  Commerce  Commission  itself,  he  anticipated 
that  increased  tonnage  through  the  canal  and  endeavored  to  provide 
for  it.  He  prescribed  a  schedule  of  relative  rates  which,  in  his 
judgment,  would  meet  the  situation  directly  before  the  commission 
and  immediately  in  prospect. 

In  the  evidence  at  Chicago,  when  the  railroads  made  their  applica- 
tion for  permission  to  lower  their  rates  on  the  Schedule  C  articles, 
of  which  you  have  heard,  it  was  shown  that  for  the  month  of  Sep- 
tember— the  first  full  month  after  the  completion  of  the  canal — the 
tonnage  had  increased  to  something  more  than  70,000  tons — I  think 
it  was  77,000  tons,  or  something1  like  that — and  it  was  estimated  that 
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if  that  ratio  of  increase  for  the  year  was  maintained  the  total  would 
be  1,000,000  tons.  There  was  only  one  month's  tonnage  before  the 
examiner — the  month  of  September.  It  so  happened  that  this  ton- 
nage was  maintained,  and  for  that  year  there  was  about  1,000,000 
tons  of  freight  carried  westbound  through  the  canal  from  the  At- 
lantic coast  to  the  Pacific  coast.  Then  came  the  slides  and  the  Euro- 
pean war  and  the  traffic  completely  ceased. 

Then  Spokane  and  Nevada  jointly  appealed  to  the  Interstate  Com- 
merce Commission  to  reopen  the  fourth-section  cases  and  to  order 
the  railroads  to  adjust  their  schedules  in  strict  conformity  with  the 
long-and-short-hau]  clause,  inasmuch  as  the  railroads  had  repeatedly 
declared  that  there  was  absolutely  no  justification  for  the  differen- 
tials except  water  competition.  They  had  admitted  that  to  me  on 
cross-examination  many  times  and  stated  frequently  that  there  was 
no  other  reason.  We  thought  when  competition  of  that  kind  had 
disappeared  their  argument  failed  and  there  was  no  reason  why 
they  should  not  conform  strictly  to  the  statute.  And  I  want  to  sug- 
gest in  that  connection  that  the  railroads  themselves  furnished  no 
testimony  whatever  at  that  hearing,  and  1  am  making  this  sugges- 
tion to  show  in  what  close  accord  these  coasf  cities  were  with  the 
railroads.  Every  witness  and  business  man  who  went  on  the  stand 
sang  a  song  that  he  had  unexpired  business  contracts  and  that  there 
should  not  be  a  change  of  the  existing  conditions.  At  the  same  time 
they  were  not  averse  to  having  changes  made  favorable  to  them  on 
the  basis  of  one  month's  showing  through  the  canal.  It  seems  that 
everything  is  temporary  that  appears  to  favor  the  railroads,  and 
everything  is  permanent  that  appears  to  disadvantage  the  railroads. 
That  is  my  experience  in  my  own  commission  at  home  with  the  rail- 
roads. The  upshot  was  that  the  Interstate  Commerce  Commission 
did  make  its  order  canceling  the  schedule  ('  order  and  requiring  the 
railroads  to  adjust  their  schedules  in  conformity  with  the  long-and- 
short-hau]  clause. 

At  the  arguments  at  that  time,  to  meet  the  contention  that  the 
railroads  should  get  into  line  with  the  law  and  to  remove  the  dis- 
crimination- would  make  a  serious  cut  into  their  revenues.  I  siijj- 
gested  to  the  commission  that  there  were  three  ways  in  which  that 
readjustment  could  be  brought  about — they  could,  lower  rates  at 
the  intermountain  points  to  a  level  with  the  coast  rates,  they  could 
raise  the  coast  rates  to  the  level  of  the  intermountain  points,  or  lower 
the  intermountain  some  and  raise  the  coast  rates  some,  thus  bringing 
them  together  at  an  intermediate  level.  It  seems  to  me  that  the  latter 
was  the  course  pursued.  How  that  will  work  out  in  the  revenue 
sense  1  do  not  know,  because  I  do  not  know  exactly  how  the  schedules 
stand,  but  it  is  quite  obvious  they  could  not  lose  very  much  in  an 
adjustment  of  that  kind,  because  their  heaviest  tonnage  is  at  the  coast. 
as  I  understand  it. 

I  am  not  quite  through  with  water  competition.  There  are  several 
reasons,  in  my  mind,  for  believing  that  water  competition  is  not  the 
real  basis  for  this  system  of  rate  making.  In  the  first  place,  the  evi- 
dence shows  conclusively,  and  it  is  not  disputed,  that  there  are  some 
160,  170,  or  180  of  what  we  call  inland  terminals  in  the  State  of 
California  that  have  no  more  water  competition  than  has  Reno. 
Thev  were  near  the  coast  terminals,  it  is  true,  and  if  a  back-haul 
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charge  were  to  be  applied,  of  course  that  would  be  less,  because  the 
distance  is  Less.  They  were  not  entitled  to  terminal  rates,  bul  the} 
had  them,  and  it  is  manifest  that  there  must  have  been  something 
more  than   water  competition  that    prompted  the  railroads  to  grant 

those  rates  to  those  inland  terminals.  Another  reason  is  that  the  evi- 
dence in  the  Reno  and  Salt  Lake  City  cases  showed  that  about  one- 
half  of  the  total  westbound  tonnage  carried  over  the  line  of  the  ('en 
tral  Pacific  Railroad  went  right  through  to  the  coast  terminals. 
Now.  if  it  was  true  that  water  competition  was  forcing  down  the  ter- 
minal rates  to  a  point  that  was  not  remunerative,  it  is  incomprehen- 
sible to  me  thai  the  railroads  would  carry  one-half  of  their  tonnage 
at  less  than  remunerative  rates.  What  I  mean  by  "remunerative" 
IS  fully  and  fairly  remunerative.  Their  claim  was  that  the  rates  at 
the  coast  terminal:-  would  pay  something  above  the  transportation 
charges,  but  not  enough  to  amount  to  a  full  or  fail'  compensation  for 
the  entire  service,  and  upon  that  point  I  am  sure  you  will  pardon  me 
if  I  restate  the  substance  of  a  colloquy  that  took  (dace  between  the 
general  freight  agent  of  the  Southern  Pacific  Co.  and  myself  at  Salt 
Lake  City.  1  do  if  for  the  purpose  of  showing  the  loose  and  indefi- 
nite character  of  the  testimony  upon  which  the  Interstate  Commerce 
Commission  has  granted  these  concessions  to  the  railroads  and  re- 
fused to  Reno,  Spokane,  and  Salt  Lake  City  the  relief  which  they 
demanded. 

Mr.  Luce  had  made  the  statement  that  I  made  about  the  rates  to 
the  coast  terminals  paying  something  above  the  cost  of  transporta- 
tion. He  had  to  make  that  statement  in  order  to  make  the  rates 
law  fid  under  the  Supreme  Court  decisions.  I  asked  Mr.  Luce."  What 
do  those  rates  lack  of  being  fully  and  fairly  remunerative?"  He 
said  he  did  not  know.  I  said.  "  If  you  do  not  know  how  much  they 
lack,  how  do  you  know  they  lack  anything?"  He  answered,  "I 
know  it  from  my  general  understanding  and  familiarity  with  the 
business.*'  Now.  I  understand  that  every  member  of  this  committee 
is  a  lawyer,  and  I  will  ask  you  as  lawyers.  How  far  do  you  think 
you  could  get  in  a  court  of  law  on  testimony  like  that?  Later  on  I 
said,  "Mr.  Luce,  you  say  you  think  these  rates  pay  something  more 
than  the  cost  of  transportation.  Do  you  know  how  much?"  He 
answered,  "  No."  I  then  asked.  "  How  do  you  know  they  pay  any- 
thing above  the  cost  of  transportation?"  And  he  submitted  the 
same  stereotyped  answer — from  his  general  knowledge  and  under- 
standing of  the  business.  Again,  in  the  course  of  that  same  colloquy, 
and  having  reference  to  the  excessive  charge  made  at  Reno  and  Inn- 
ing in  mind  his  own  statement  that  the  terminal  rates  were  not  profit- 
able, being  compelled  by  water  competition.  I  said.  "  Mr.  Luce,  sup- 
pose a  carload  of  freight  from  a  point  in  eastern  territory  is  carried 
through  to  Sacramento,  delivered  to  a  Sacramento  merchant,  and 
unloaded  there:  "is  that  business  remunerative  to  your  company?" 
"  No,  sir.*"  he  answered.  I  said.  "  Well",  suppose  that,  in  response  to 
a  call  from  Reno,  that  freight  is  reloaded  upon  the  car  and  sent  back- 
to  Reno  and  charged  for  at  the  local  rate.  $1.29,  making  the  charge 

$4.29  al  Reno  on  first-class  goods."  which  it  was  at  the  c< nencement 

of  the  case,  "  would  that  be  remunerative?  " 

He  hesitated.     He  had  to.  because  those  two  kinds  of  rates  repre- 
sented pretty  nearly  all  the  business  of  the  road,  and  if  the  through 


1758  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

rate  plus  the  local  distributing  rate  is  not  remunerative  we  are  at  a 
loss  to  find  out  where  the  railroad  is  making  any  profit.  He  finally 
admitted  that  it  was.  I  then  said.  "  Suppose  instead  of  hauling  that 
carload  of  freight  all  the  way  from  Sacramento  you  drop  it  at  Reno. 
You  get  away  from  that  heavy  haul  to  Sacramento.  Don't  you  think 
you  are  getting  too  much  from' the  man  at  Reno?"  He  answered 
"No."  I  said,  '"Why  not?"  His  answer  was  that  the  Supreme 
Court  had  said  his  road  did  not  have  to  make  the  haul.  I  said,  "  I 
am  talking  about  this  as  a  business  proposition;  there  you  have  saved 
a  haul.  Counting  a  mile  en  the  mountain  as  equal  to  3  miles  on 
the  level,  you  have  saved  several  hundred  miles  of  haul,  and  you 
charge  the  same  as  if  you  made  that  haul.  Have  you  not  saved  some- 
thing? "  I  could  not  get  anything  further  out  of  him.  1  am  not 
saying  this  in  disparagement  of  Mr.  Luce,  but  because  it  is  typical 
of  the  testimony  we  have  had  to  meet  in  all  these  cases. 

Now.  there  is  a  feature  of  this  question  of  water  competition  that 
I  would  like  to  bring  to  the  attention  of  this  committee  at  this  time. 
I  have  made  the  point  in  argument  before  the  Interstate  Commerce 
Commission,  but  it  does  not  seem  to  have  weighed  very  heavily  with 
that  body,  and  perhaps  they  are  right  and  perhaps  I  am  wrong,  f 
have  contended,  and  I  thoroughly  believe,  that  the  Interstate  Com- 
merce Commission  has  no  right  to  make  an  order  authorizing  the 
railroads  to  lower  their  rates  at  the  coast  terminals  for  the  purpose 
of  heading  off  and  appropriating  to  themselves  a  pert  ion  of  the 
traffic  that  would  otherwise  pass  through  the  Panama  Canal.  The 
Panama  ('anal  was  built  with  the  people's  money.  It  is  owned,  con- 
trolled, and  operated  by  the  United  States  Government.  As  one 
feature  of  the  Panama  Canal  law  we  have  the  provision  requiring 
every  ship  that  passes  through  that  canal  to  pay  a  toll  of  $1.20  per 
registered  ton.  A  10.000-ton  ship  pays  $12,000  in  tolls  to  the  Treas- 
urv.  and  if  it  conies  back,  as  it  has  to.  it  pay  $12,000  more,  making 
$24,000  for  the  round  trip. 

It  is  impossible  for  the  railroads  to  get  that  business  without  pre- 
venting some  of  those  ships  from  passing  through  the  canal,  thus 
defeating  in  part  Congress's  purpose  in  building  the  canal.  Every 
time  a  ship  is  stopped  from  going  through  the  canal  the  Treasury  of 
the  United  States  loses  $24,000.  That  is  the  department  of  the  Gov- 
ernment whose  duty  it  is  to  raise  revenue  for  the  support  of  the 
other  departments  of  the  Government,  including  the  Interstate  Com- 
merce Commission.  To  make  clear  the  principle,  suppose  that  canal, 
instead  of  a  world  canal,  were  strictly  American  and  were  confined 
to  strictly  American  traffic  from  coast  to  coast,  do  you  not  see  that 
the  policy  that  has  been  pursued  might  easily  put  an  absolute  end  to 
that  canal  as  a  revenue  producer  and  thus  that  aim  of  the  Govern- 
ment be  defeated  ?  The  purpose  of  Congress  in  enacting  that  law  on 
that  line  would  be  defeated.  Another  purpose  of  constructing  the 
canal  was  to  expedite  travel  between  the  two  coasts,  and  that  pur- 
pose would  be  defeated  by  the  course  to  which  I  have  referred.  Xoav, 
evidently  in  answer  to  that  contention,  in  the  opinion  which  was 
rendered  by  the  commission  the  statement  was  made  that  the  canal 
was  only  one  agency,  while  the  railroads  were  another,  and  they  had 
to  consider  all.  In  this  the  Interstate  Commerce  Commission  over- 
looked the  broad  distinction  between  a  governmental  agency  and  a 
private  agency.     Suppose  we  were  dealing  with  taxation  and  the 
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canal  instead  of  being  Government  owned  was  strictly  privately 
owned.  A  Government-owned  railroad  is  not  subject  to  taxation. 
Suppose  when  the  Western  Pacific  got  into  trouble  the  Government 
had  taken  the  road  over;  do  you  think  that  it  would  have  been  sound 
policy  for  the  Government  of  the  United  States  to  allow  the  Inter- 
state Commerce  Commission  to  make  an  order  fixing  rates  in  such 
manner  as  to  put  the  Western  Pacific  out  of  business,  which  might 
easily  be  brought  to  pass  if  this  policy  is  pursued  \ 

I  suggest  further  thai  the  interstate  commerce  act  is  a  law  relating 
to  commerce;  the  Panama  Canal  act  is  also  an  act  relating  to  com- 
merce, and  it  is  a  well-settled  rule  of  statutory  construction  that  laws 
in  pari  materia  shall  be  construed  together  and  in  such  manner  as  to 
give  both  the  fullest  effect. 

I  believe  that  water  competition  through  the  Panama  ("anal  should 
be  deemed  an  exception  to  the  general  rule  mentioned  in  the  amended 
fourth  section. 

The  Vice  Chairman.  If  the  conditions  are  fair  and  just  under 
which  private  corporations  are  operating,  would  you  have  the  Gov- 
ernment disturb  them  because  they  were  competitors  in  the  same 
business  I 

Mr.  Bartine.  What  is  that  ? 

The  Vice  Chairman.  If  the  conditions  and  rates  under  which  pri- 
vate corporations  were  operating  are  reasonable  and  just,  would  you 
have  the  Government,  because  it  possesses  the  competing  lines,  to 
disregard  water  and  those  conditions? 

Mr.  Bartine.  I  certainly  would  not.  and  I  do  not  think.  Mr.  Adam- 
son,  there  is  anything  in  what  I  have  said  that  would  lead  to  that 
conclusion.  I  am  dealing  with  a  case  where  the  railroads  have  come 
forward  and  asked  for  special  privileges 

The  Vice  Chairman.  Is  it  not  the  idea  that  if  the  Government 
owns  one  and  private  capital  the  other  that  the  Government,  being 
the  regulating  sovereign,  should  treat  one  as  fairly  as  the  other? 

Mr.  Bartine.  I  do  not  think  you  get  the  meat  of  what  I  am  saying. 

The  Vice  Chairman.  T  think  I  do.  You  do  not  want  the  Govern- 
ment to  rob  itself. 

Mr.  Bartine.  If  by  legitimate  competition  a  privately  owned  rail- 
road could  put  that  Panama  ("anal  out  of  business.  I  do  not  think 
there  would  be  anything  wrong  about  it.  but  I  do  not  think  the 
Government  should  help  it  to  do  it  by  any  preferential  rates  at  the 
terminals.  The  railroads  and  the  canal  do  not  meet  on  even  terms. 
The  canal  does  nothing  but  a  through  business.  Vessels  that  go 
through  the  canal  load  at  the  Atlantic  seaboard  and  unload  at  the 
Pacific.  They  do  not  take  up  traffic  all  along  the  line.  The  rail- 
roads pick  up  way  traffic,  and  when  they  put  down  their  rates  at 
the  coasi  terminals  they  fall  back  on  the  interior  points  with  higher 
rates  and  recoup  their  losses,  something  that  the  water  carriers  can 
not  do.  So,  an  order  of  that  kind  works  an  injustice  in  various  ways : 
First,  it  is  unjust  to  the  water  carriers  themselves,  who  have  just  as 
much  right  to  do  business  as  the  rail  carriers:  secondly,  it  is  unjust 
to  them,  because  the  competition  is  not  equal — it  is  not  equal  for  the 
reason  I  have  given:  thirdly,  it  is  unjust  to  the  Treasury  of  the 
United  States,  by  depriving  it  of  money  that  Congress  decided  should 
go  there:  and.  lastly,  it  is  unjust  to  the  intermountain  country,  be- 
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cause  it  widens  and  increases  the  differentia]  and  discrimination 
against  which  Ave  have  been  complaining  all  these  years.  I  ask  you 
gentlemen  to  give  these  points  consideration. 

Mr.  Mann  claimed  that  traffic  through  the  canal  would  be  resumed 
immediately  after  the  war.  I  do  not  know  how  Mr.  Mann  knows  that. 
I  do  not  think  any  human  being  can  tell  how  soon  after  the  close  of 
the  war  traffic  will  be  resumed  through  the  canal  on  any  extensive 
scale.  The  evidence  shows  that  the  ships  that  formerly  used  the  canal 
have  been  diverted  to  other  business — not  to  the  European  trade 
alone,  but  to  the  South  American  trade  also,  a  line  of  trade  we  have 
been  endeavoring  to  get  for  a  great  many  years.  Some  of  the  Ha- 
waiian steamship  lines  are  now  engaged  in  that  trade.  It  is  declared 
that  the  business  through  the  canal  is  the  least  desirable  that  these 
ships  can  engage  in.  and  it  is  a  noteworthy  fact  that  the  Hawaiian 
steamship  line  was  the  only  one  that  was  able  to  sustain  itself  very 
long,  and  that  was  because  the  Hawaiian  line  had  a  complete  monop- 
oly of  the  Hawaiian  sugar  business.  Different  lines  have  started 
from  time  to  time.  but.  as  Franklin  K.  Lane  said  in  one  of  his  opin- 
ions, in  the  Reno  case,  the  railroads  never  had  any  trouble  in  taking 
care  of  them. 

It  has  been  suggested  here  that  the  shipbuilding  program  may  have 
a  bearing,  and  it  may.  but  we  do  not  know  what  it  will  be.  It  is  gen- 
erally believed  that  the  new  shipbuilding  program  is  very  largely  in- 
tended to  make  good  war  losses.  Up  to  the  present  time  it  is  quite 
certain  that  (ireat  Britain  has  lost  a  great  deal  more  tonnage  than  she 
has  been  able  to  replace,  and  the  main  purpose  of  the  United  States  in 
shipbuilding  on  a  large  scale  is  to  make  good  the  losses  sustained  by 
Great  Britain  and  France  and  sonic  of  the  other  entente  allies.  We 
have  no  way  of  knowing  how  many  of  these  ships  we  are  construct- 
ing will  be  destroyed.  The  more  ships  we  have  exposed  the  more 
targets  there  are  for  the  submarines  to  fire  at.  and  the  greater  and 
heavier  the  losses  will  be.  At  the  hearing  in  Washington,  to  which 
I  have  referred  and  upon  the  basis  of  which  the  Schedule  0  order 
was  canceled,  the  shipowners  testified  that  there  would  be  no  resump- 
tion of  traffic  on  a  large  scale  through  that  canal  until  the  close  of 
the  Avar.  Xo  human  being  can  tell  Avhen  it  will  close.  We  can  not 
tell  now  whether  it  is  any  nearer  the  end  than  then. 

They  went  further  and  said  that  after  the  war  was  over  the  condi- 
tions would  be  so  abnormal  that  it  would  be  a  considerable  period  of 
time  before  there  would  be  any  general  return  to  traffic  through  the 
canal,  and  that  the  ships  would  never  go  back  to  that  business  as  long 
as  thev  could  do  better  in  other  lines;  that  the  coast-to-coast  business 
was  the  most  undesirable  part  of  their  ocean  trade,  due  to  the  biting 
and  keen  competition  of  the  railroads. 

There  is  another  point  in  this  connection  brought  out  by  Senator 
Cummins  in  one  of  his  questions.  He  did  not  express  an  opinion,  but 
the  question  suggested  that  the  thought  Avas  in  his  mind:  Assuming 
that  carriers  should  lose  a  considerable  portion  of  their  terminal  busi- 
ness, might  not  the  growth  and  development  of  the  countrv  serve  as 
more  than  an  offset  and  keep  their  business  still,  upon  the  Avhole, 
fairly  remunerative.  That  point  is  well  taken.  The  United  States 
is  growing  by  leaps  and  bounds,  and  I  haA'e  said  in  argument  that 
the  addition  of  1.000,000  people  to  the  country  lying  Avest  of  the 
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Rocky  Mountains  would  bring  to  the  railroads  operating  in  that  ter- 
ritory more  business  than  there  was  any  reasonable  probability  of  its 
ever  losing  through  water  competition.  The  whole  theory  of  the  rail- 
roads in  dealing  with  this  question  is  that  they  must  be  permitted  to 
make  a  profit  at  every  point  along  their  line.  I  do  not  know  of  any 
rule  or  any  principle  upon  which  a  railroad  can  claim  the  right  to 
make  a  profit  everywhere,  any  more  than  anyone  else  can  make  a 
similar  claim;  certainly  the  railroads  have  no  right  to  make  a  claim 
of  that  kind  and  realize  such  a  profit,  when  it  can  only  be  done  by 
discriminating  against  a  portion  of  their  patronage.  I  think  yon 
gentlemen  will  concede  this.  If  a  railroad  company,  on  the  whole,  is 
realizing  a  good  and  substantial  profit  upon  its  business,  that  is  all  it 
can  reasonably  ask  for,  even  if  it  does  have  to  give  up  business  at  one 
particular  point.  That  is  one  of  the  vicissitudes  of  business  that 
stares  us  all  in  the  face. 

Senator  Cummins  propounded  a  question,  I  think,  to  Mr.  Gardiner, 
bearing  upon  this  point — because  it  is  correlated — he  asked  how 
much  the  reduction  of  the  intermountain  rates  to  the  coast  level 
would  cut  into  the  revenue  of  the  railroads.  That  question  is  very 
difficult  to  answer,  because  the  subject  is  vast  and  complex  and  it  is 
very  hard  to  get  the  data.  But  I  can  give  you  some  approximate 
figures  which  will  be  at  least  suggestive.  As  we  figure  it  in  our  office 
by  close  approximation,  the  reductions  thus  far  made  in  the  Reno 
case,  in  the  State  of  Nevada,  amount  to  about  $180,000  a  year,  as- 
suming a  small  increase  in  business  since  the  Reno  case  was  brought. 
We  have  figured  that  the  reductions  which  we  have  secured  amount 
to  about  one-third  of  the  entire  excess  charge  of  which  we  complain. 
If  we  are  somewhere  near  correct,  the  total  cut  into  the  revenue  of 
the  Southern  Pacific  Co..  in  the  State  of  Nevada,  would  be  about 
from  five  to  six  hundred  thousand  dollars  annually  upon  a  total  earn- 
ing of  something  like  thirty  million  upon  the  Central  Pacific. 

With  reference  to  whether  the  terminal  rates  themselves  are  fairly 
remunerative,  let  me  give  you  some  figures  as  nearly  as  I  can  re- 
member them  offhand.  It  is  hard  to  carry  these  things  around  in 
one's  head  for  years,  because  while  I  have  been  active  in  these  cases 
I  have  been  doing  a  great  many  other  things. 

Prof.  Thurtell  wTas  one  of  our  commission  and  he  was  a  past  master 
in  mathematics. 

It  occurred  to  me  that  the  claim  of  the  railroads  that  the  terminal 
rates  were  unremunerative  might  be  true,  and  that  the  rates  were 
yielding  a  little  less  than  they  might  reasonably  expect  to  earn. 
Admitting  that  to  be  so,  it  seems  to  me  that  the  saving  in  transporta- 
tion charges  would  be  so  great,  when  the  freight  was  dropped  off  at 
Reno,  that  a  rate  that  would  not  be  quite  compensatory  at  San 
Francisco  would  be  a  highly  compensatory  rate  at  Reno.  So  I  had 
Mr.  Thurtell  take  the  entire  mass  of  westbound  traffic  on  the  Central 
Pacific,  and  assume  that  it  was  left  off  at  Reno  and  charged  for  there 
at  the  terminal  rate  in  effect.  Now,  the  evidence  we  had  in  the  office, 
filed  by  the  railroads,  shows  that  about  $216,000,000  has  gone  into  the 
Central  Pacific,  which  was  about  $146,000  per  mile.  That  is  not  con- 
sidered a  basis  of  valuation  for  rate  making.  The  original  cost  is 
scarcely  considered  at  all.  Judge  Brewer  pointed  out  the  reason  for 
that  in  the  Reagan  case  (154  IT.  S.).     Prof.  Thurtell  went  about  it 


1762  INTERSTATE   AND  FOREIGN   TRANSPORTATION. 

and  he  found,  upon  the  basis  of  $216,000,000  total  valuation,  or 
$110,000  per  mile,  the  terminal  rates,  laid  off  at  Reno,  would  leave  to 
the  Southern  Pacific  Co.  7f  per  cent  upon  the  capital.  He  further 
found  that,  assuming  the  reproduction  value  to  be  $100,000  the  re- 
turn would  be  10.75  per  cent.  He  still  further  found,  upon  a  valu- 
ation of  $80,000  per  mile,  which  is  very  much  nearer  the  true  repro- 
duction cost,  as  shown  by  the  testimony  of  Mr.  Kruttschnitt.  at  Salt 
Lake  City,  the  return  would  be  13.75  per  cent.  So  we  have  assumed 
that  the  fair  value  of  that  road  does  not  exceed  $80,000  per  mile 
for  rate-making  purposes.  If,  upon  that  valuation,  the  return  would 
be  13.75  per  cent  at  Reno,  it  seems  to  me  that  it  is  impossible  to  avoid 
the  conclusion  that  if  the  freight  were  carried  on  to  San  Francisco, 
the  return  would  be  at  least  reasonable,  say  7  per  cent,  and  that  is  a 
long  way  from  being  unremunerative.  Upon  a  large  investment  like 
that,  7  per  cent  is  a  pretty  fair  return.  In  fact,  Judge  Prouty  found 
7  per  cent  was  excessive  in  the  Spokane  case.  I  only  say  it  is  rea- 
sonable, and  from  that  I  drew  the  conclusion  that  the  rates  at  the 
terminal  points  were  reasonable  in  and  of  themselves. 

A  great  many  nice  and  interesting  points  were  brought  out  by  the 
queries  asked  by  you  gentlemen.  I  did  not  make  notes  at  the  time, 
but  carried  them,  as  wel]  as  I  could,  in  my  memory,  and  I  will  now 
make  a  few  general  suggestions. 

The  people  of  Nevada,  I  believe,  are  practically  unanimous  in 
believing  that  the  only  true  and  certain  remedy  is  a  long-and-short- 
haul  clause.  I  appreciate  the  force  of  certain  questions  propounded 
by  Senator  Cummins  in  which  he  suggests  some  peculiar  condition 
which  might  exist  in  a  particular  case..  Laws  are  made  on  general 
lines.  If  there  be  any  case  in  which  a  long-and-short-haul  clause, 
ironclad,  would  work  an  injustice  to  anyone  or  do  an  injustice  to  the 
railroads,  it  has  never  come  under  my  observation.  We  have  just 
such  a  clause  in  our  railroad  commission  law.  It  has  been  there  for 
10  years,  and  it  has  never  harmed  anybody,  and  there  has  never  been 
a  whisper  of  complaint.  This  morning,  questioning  the  gentleman 
from  Spokane.  Senator  Cummins  suggested  a  case  of  freight  hauled 
through  to  Seattle  costing  more  than  the  freight  which  was  left  off 
at  Spokane.  In  dealing  with  this  matter  it  does  not  seem  to  me 
that  we  should  indulge  in  mere  abstractions.  I  can  not  imagine  a 
possibility  of  freight  from  eastern  defined  territory  being  carried 
through  Spokane  and  on  to  Seattle  costing  less  at  Seattle  than  at 
Spokane,  because  when  it  gets  to  Seattle  it  has  borne  all  the  expense 
necessary  to  bring  it  to  Spokane  and  then  something  in  addition  to 
take  it  on  to  Seattle. 

We  must  remember  that  the  long-and-short-haul  clause  is  pe- 
culiarly worded.  I  have  only  spoken  of  it  as  such  in  general  terms, 
but  the  formula  is  this,  that  there  shall  be  no  higher  charge  for  a 
shorter  than  a  longer  haul  over  the  same  line  and  in  the  same  direc- 
tion, the  shorter  being  included  in  the  longer.  I  can  not  imagine 
how  a  case  co Mld  arise  under  that  language  where  the  cost  for  the 
longer  would  be  less  than  for  the  shorter  haul,  because  in  making 
the  longer  the  longer  haul  would  have  to  incur  all  the  expense  in- 
cident to  the  shorter  one  and  then  some. 

Much  has  been  said  about  delays.  I  do  not  particularly  censure  the 
Interstate  Commerce  Commission  for  these  delays,  except  as  I  think 
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they  got  off  on  the  wrong  foot  at  the  start,  J  think  they  made  an 
error  at  the  very  beginning  which  was  responsible  for  a  great  part 
of  the  delay.  In  the  first  place,  we  had  four  intermountain  cases — 
Reno,  Spokane.  Phoenix,  Ariz.,  and  Salt  Lake  City.  As  T  suggested, 
we  have  gotten  considerable  relief  in  all  these  cases,  but  not  enough. 
In  L910  the  long-and-short-haul  clause  was  amended,  and  shortly 
thereafter  13  railroads  engaged  in  interstate  commerce  moved  for 
exemptions  from  the  operation  of  thai  clause.  I  suppose  that  these 
13  case-  were  brought  separately  by  separate  petitions,  but  the  Inter- 
state Commerce  Commission  grouped  them  all  together  and  con- 
sidered them  as  if  they  were  one.  Not  only  that,  but  the  Reno  case 
and  these  others  that  I  have  mentioned,  which  had  been  made  up  with 
infinite  labor  and  at  great  expense,  were  thrown  into  hodgepodge 
with  the  others,  it  being  the  idea  of  the  Interstate  Commerce  Com- 
mission that  the  whole  matter  might  be  settled  in  one  or  two  cases. 
I  suggested  to  I  hem  that  if  they  attempted  to  settle  the  whole  situa- 
tion by  one  or  two  general  orders  they  would  probably  find,  in  the 
slang  of  the  street,  that  they  had  bitten  off  more  than  they  could 
chew,  and  I  think  they  rather  agree  with  me  at  the  present  time. 
This  was  what  was  done. 

These  petitions  asked  for  such  exemptions  from  the  long-and-short- 
haul  clause  as  wotdd  leave  the  rates  which  they  then  had  in  effect  in 
effect  for  the  future.  In  oilier  words,  that  they  should  not  be 
affected  at  all  by  the  law.  The  Interstate  Commerce  Commission  did 
not  give  them  all  that  they  asked  for.  It  gave  them  a  measure  of 
exemption.  I  may  say.  in  passing,  that  in  the  beginning  of  the  Reno 
case  the  closest  calculations  we  could  make  showed  that  the  average 
differential  against  Nevada  was  73  per  cent  in  favor  of  the  coast 
cities,  and  this  in  the  face  of  a  very  much  shorter  haul.  The  fourth- 
section  orders  provided  that  from  the  Missouri  River  territory  into 
the  intermountain  territory  the  rates  should  be  no  higher  than  to 
i he  coasl  :  that  from  Chicago  territory  they  might  be  7  per  cent 
higher;  from  Pittsburgh.  L5  per  cent;  and  New7  York,  25  per  cent, 
recognizing  something  more  in  the  way  of  water  competition  as  you 
get  nearer  to  the  Atlantic  coast.  The  railroads  were  not  satisfied 
with  these  orders  and  attacked  them  in  the  Commerce  Court.  They 
attacked  them  not  upon  the  ground  that  the  commission  had  not 
given  them  the  full  measure  of  their  demands.  They  did  not  attempt 
to  do  that,  because  to  whatever  extent  an  order  fell  short  of  giving 
them  all  they  had  asked  for,  it  had  the  form  and  effect  of  a  negative 
order,  and  the  Supreme  Court  has  decided  that  negations  can  not 
be  appealed  to  the  courts,  because  if  the  court  gave  relief  where  the 
commission  refused  the  court  would  be  making  rates.  The  conten- 
tion of  the  railroads  was  that  the  commission  had  exceeded  its  juris- 
ditcion  in  establishing  a  relation  of  rates  instead  of  reasonable  rates. 
However,  the  Commerce  Court  sustained  the  contention  of  the  rail- 
roads. I  think  Mr.  Sims  will  remember  that,  because  he  was  very 
instrumental  in  bringing  about  the  abolishment  of  that  court,  and  the 
Nevada  commission,  in  its  small  way.  tried  to  help. 

The  Commerce  Court  had  reversed  23  out  of  •_'.  cases  brought  up 
to  it  from  the  Interstate  Commerce  Commission,  and  the  Interstate 
Commerce  Commission  did  not  hesitate  to  indulge  in  a  little  mild 
criticism.     But  the  point  is  this:  The  contention  id'  the  railroads  in 
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that  case  was  only  a  technical  ground  for  an  appeal  to  the  court. 
The  case  was  then  appealed  by  the  Interstate  Commerce  Commission 
to  the  Supreme  Court  of  the  United  States,  and  in  this  we  have  a 
most  extraordinary  spectacle  presented.  Here  is  where  I  think  the 
Interstate  Commerce  Commission,  viewed  from  a  legal  standpoint,  is 
open  to  criticism.  The  order  as  they  made  it  was  absolutely  the  only 
thing  which  stood  between  these  railroads  and  an  ironclad  long-and- 
short-haul  clause.  We  found  the  railroads  attacking  that  order  and 
the  Interstate  Commerce  Commission  defending  it.  There,  I  think, 
the  Interstate  Commerce  Commission  made  a  mistake.  It  should 
have  said  to  these  railroad  managers,  "  You  say  that  this  order  is 
void,  and  the  Commerce  Court  has  sustained  you  in  that  contention. 
We  will  take  you  at  your  word ;  we  will  concede  that  it  is  void.  We 
will  cancel  it.  Now.  put  yourselves  in  line  with  the  law."  That 
is  what  they  should  have  done,  I  think:  but,  instead,  they  went  to 
the  Supreme  Court  of  the  United  States,  and  it  was  nearly  two 
years  before  that  body  decided  it.  It  was  submitted  once,  and  then 
came  a  vacancy  due  to  the  death  of  one  of  the  justices  on  the  bench. 
Mr.  Justice  Pitney  was  appointed,  and  the  case  was  reopened  so  that 
he  could  hear  the  reargument.  Finally,  the  decision  was  handed 
down  by  the  Supreme  Court  of  the  United  State-  sustaining  the 
order  of  the  commission. 

In  that  opinion  the  Supreme  court  declared — and  it  was  not  dictum, 
either — that  an  absolute  long-and-short-haul  clause  was  constitu- 
tional. There  we  lost  three  years.  Of  course,  we  could  not  force 
matters  through  the  courts  any  more  quickly. 

I  make  the  point  and  have  made  it  before  that  these  fourth-section 
orders,  applying  as  they  did  to  13  railroads  and  four  separate  and  dis- 
tinct cases— Spokane.  Reno,  Salt  Lake,  and  Phoenix — could  not  fairly 
be  considered  as  special  within  the  meaning  of  the  word  "special" 
as  used  in  the  statute.  If  an  order  which  practically  covers  and  in- 
cludes ail  the  westbound  traffic  of  the  United  States  to  the  Pacific 
coast,  which  applies  to  13  railroads,  no  two  of  them  being  situated 
alike,  every  one  surrounded  by  its  own  special  conditions— if  such  an 
order  as  that  can  fairly  be  termed  "  special.'*  I  would  like  to  have 
somebody  who  is  better  versed  in  the  English  language  than  I  am  to 
tell  me  what,  in  his  judgment,  would  be  a  general  case.  It  seems  to 
me  the  commission  has  entirely  wiped  out  all  distinction  between  a 
special  case  and  a  general  case  and  have  made  the  word  "special" 
of  no  force  or  effect  in  the  statute.  It  is  the  same  as  if  the  word  were 
not  there.  I  suggested  this  at  one  of  the  hearings  and  one  of  the 
commissioners  stated  that  the  Supreme  Court  had  sustained  the 
order.  True,  but  this  point  was  not  before  the  court.  The  Supreme 
Court  decided  the  case  on  the  issues  as  made.  The  Interstate  Com- 
merce Commission  would  not  raise  the  point  that  it  was  too  general, 
because  by  doing  so  they  would  have  confessed  error,  and  the  rail- 
roads would  not  raise  it  because  it  was  in  their  favor,  and  therefore  it 
was  not  raised  at  all.  Judge  Archibald,  of  the  Commerce  Court,  did 
touch  it  lightly,  but  it  was  purely  dictum  and  outside  of  the  record. 

It  is  not  to  be  understood  that  we  do  not  trust  the  members  of  the 
Interstate  Commerce  Commission  in  their  personal  character.  There 
is  no  feeling  of  that  kind.  I  have  not  the  least  doubt  in  the  world 
that  they   are  all  highly  honorable  men  and  men  of  exceptional 
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ability,  but  there  arc  none  of  us  perfect;  none  infallible;  and  every 
man  is  controlled  more  or  less  by  his  environment.  The  stronger  he 
is  the  less  that  control  will  be,  but  there  are  very  lew  who  are  not 

subject  to  environment  to  some  extent.  The  manner  in  which  these 
cases  have  been  dealt  with  by  the  commission  indicates  to  my  mind 
that  it  is  not  strong  enough  and  not  forceful  enough  to  be  intrusted 
with  a  power  like  that.  I  go  further  than  that  and  say  1  do  not 
think  there  are  nine  men  in  the  United  States  that  should  be  invested 
with  the  power  to  make  exceptions  to  the  long-and-short-haul  clause 
of  the  amended  section.  I  have  given  you  some  reasons  for  so  think- 
ing by  pointing  out  the  exceedingly  thin  and  unsatisfactory  character 
of  testimony  upon  which  the  railroad  cases  have  been  made.  Every 
member  of  this  committee  knows  that  the  main  purpose  of  the  fourth 
section  was  to  establish  an  absolute  long-and-short-haul  clause.  It 
was  adopted  as  a  substitute  for  the  Dixon  amendment,  which  pro- 
vided such  a  clause.  The  idea  existed  in  the  minds  of  a  great  many 
Congressmen  that  it  might  be  held  unconstitutional  and  that  we 
would  get  nothing.  Manifestly,  the  purpose  of  Congress  was  to  get 
just  as  near  as  it  could  to  an  absolute  long-and-short-haul  clause,  at 
the  same  time  avoiding  any  possible  constitutional  objection.  It  was 
thought  that  there  might  be  some  exceptional  cases  in  which  an  ex- 
emption could  properly  be  allowed,  but  primarily  Congress  had  in 
mind  that  those  case.*,  would  be  few  ami  far  between — sporadic.  1 
might  say — and  not  so  general  and  sweeping  that  one  or  two  orders 
would  exempt  practically  the  whole  United  States  from  the  opera- 
tion of  the  law. 

Mr.  Mann  stated  yesterday  that  some  10.000  applications  had  been 
filed  with  the  commission  for  exemptions.  They  have  not  been 
passed  upon.  I  think  I  know  why  they  have  not.  The  commission 
wanted  to  get  a  decision  upon  the  law.  That,  of  course,  was  for 
them  to  determine.  I  am  not  criticising  the  commission's  course  on 
i his  point,  I  am  only  speaking  of  the  fact  that  all  these  claims  for 
exemption  have  been  filed  as  indicating  the  unwisdom  of  having  a 
law  that  permits  10,000  claims  for  exemptions  to  be  filed.  Obvi- 
ously, if  all  should  be  granted  there  would  be  universal  departure 
from  the  long-and-short-haul  clause  in  the  United  States,  and  it 
would  be  useless. 

If  an  absolute  long-and-short-haul  clause  were  to  work  injury  in 
any  case,  it  seems  to  me  it  must  be  upon  a  small  scale  and  the  case 
would  be  unimportant  for  the  reasons  I  have  given,  especially  when 
it  is  guarded  as  this  one  is.  the  short  haul  being  included  within  the 
long  haul,  running  in  the  same  direction. 

Another  thing,  that  long-and-short-haul  clause  was  amended  very 
largely  upon  the  strength  of  the  strong  and  earnest  protest  that  had 
been  constantly  going  up  from  the  intermountain  country  against 
the  violation  of  that  principle  by  the  railroads.  Our  complaint  was 
always  about  the  back-haul  charge,  and  I  was  amused  to  hear  Mr. 
Mann  say  there  was  no  such  thing  as  a  back  haul  and  there  never 
had  been.  He  was  mistaken.  When  the  custom  started,  B0  years 
ago.  the  freight  was  actually  hauled  through  and  back.  The  return 
was  charged  for  as  a  local  rate.  That  certainly  constitutes  a  back- 
haul charge.  Later,  the  people  complained  of  the  delay  and  the 
railroad-,  seeing  that  it    was  cheaper  for  them  to  drop  it  off  than 


1766  INTERSTATE   AND   FOREIGN    TRANSPORTATION. 

to  haul  it  over  the  mountains  and  bring  it  back,  adopted  the  method 
of  dropping  off  the  freight  at  Nevada  points,  but  charged  just  the 
same  as  if  they  had  hauled  it  through  and  back. 

Now,  this  is  enough  to  make  it  clear  why.  representing  my  people, 
I  favor  a  long-and-short-hau]  clause.  As  I  told  you  at  the  start, 
I  am  speaking  in  a  broken  and  disjointed  way,  and  1  want  to  call 
attention  to  another  fact  that  was  disclosed  by  the  testimony  in 
these  cases,  which  bears  out  my  contention  that  the  terminal  rates 
are  remunerative  per  se.  Among  the  principal  products  carried  to 
the  Pacific  coast  are  structural  iron  and  steel.  They  are  carried 
through  at  SO  cents  per  hundred  pounds.  At  Reno.  <'>2  cents  per  hun- 
dred pounds  was  added.  We  paid  that  as  a  local,  making  $1.4-2  in 
all.  They — the  railroads — always  claimed  that  the  80-cent  rate 
was  not  fairly  remunerative.  Nevertheless,  when  the  Panama  Canal 
got  into  full  swing,  they  applied  to  the  Interstate  Commerce  Com- 
mission  for  leave  to  lower  that  80-cent  rate  to  55  cents.  Here 
was  a  case  where  they  claimed  that  the  rate  in  existence  was  unre- 
niunerative.  and  yet  they  applied  to  the  Interstate  Commerce  Com- 
mission to  permit  them  to  put  in  a  lower  rati',  which  would  mean 
a  lost  revenue  of  practically  $200  a  car  of  hi  tons,  and  in  a  trainload 
of  50  cars  would  involve  a  lo^,  of  $10,000.  Now,  if  a  55-cent  rate 
is  remunerative  to  the  extent  of  covering  more  than  the  cost  of  trans- 
portation, is  it  not  self-evident  that  an  80-cent  rate — about  45  per 
cent  higher — must  he  .in  the  highest  degree  remunerative?  It  seems 
to  me  there  is  no  avoiding  that  conclusion. 

Xow.  gentlemen,  7  see  you  are  looking  at  your  watches.  I  was 
given  to  understand  you  were  going  to  remain  in  session  until  1 
o'clock.  A.s  it  is.  I  am  leaving  out  some  things  which  I  had  in 
mind  to  say.  hut  T  am  sorry  I  am  losing  my  audience. 

(At  this  point.  Senator  Cummins  was  obliged  to  leave.) 

Mr.  Sims.  What  you  say  will  appear  in  the  record,  and  we  can 
all  read  it. 

Mi-.  Bartine.  I  want  to  give  you  one  more  reason  for  my  belief 
that  water  competition  is  not  the  true  reason  for  this  discrimination. 
It  is  found  in  the  fact  that  the  entire  excess  charge  of  which  we  com- 
plain is  levied  and  absorbed  by  the  final  carrier  alone.  Xow,  if  it  is 
water  competition  which  is  forcing  the  rates  of  the  terminals  down  to 
an  unreasonably  low  figure,  it  is  self-evident  that  every  connecting 
carrier  engaged  in  that  haul  must  suffer  from  that  depression  of 
rates;  still  the  entire  back-haul  charge,  as  I  have  designated  it.  is 
levied  by  the  final  carrier  alone  and  absorbed  by  the  final  carrier 
alone. 

In  the  Reno  case,  at  the  first  hearing.  I  questioned  Mr.  Luce  upon 
that  point  and  asked  how  the  rates  were  constructed,  taking  the  first- 
class  rate  as  a  sample.  I  said,  "How  do  you  make  up  the  $3?" 
(which  was  the  first-class  rate).  And  he  said.  "We  and  our  eastern 
connections  get  together  and  agree  upon  it."  I  said.  "Then  you 
divide  that  among  yourselves?  "  He  replied.  "Yes."  "How  about 
the  $1.29  excess  charge  levied  at  Reno?  What  agreement  have  you 
with  your  cocarriers  on  that  I  "  "  None  whatever.  They  have  noth- 
ing to  do  with  it."  "Not  a  thing?  You  levy  it  yourself  and  you 
take  the  monev  unto  vourself?"  "Yes.  sir.  That  is  all  there  is 
to  it." 
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You  can  see  just  what  principle  there  is  involved.  It  is  exactly 
the  same  as  if  you.  Mr.  Sims,  should  be  making  a  trip  across  the 
continent  from  New  York  to  San  Francisco.  You  get  as  far  as 
Reno — you  have  a  through  ticket — but  you  conclude  you  would  like 
to  stop  off  at  Reno  and  stay.  The  conductor  tells  you  you  can  not 
get  off  unless  you  pay  him  the  price  of  the  trip  from  San  Francisco 
back  to  Reno.  That  is  the  exact  situation.  In  a  case  of  that  kind, 
what  would  these  eastern  connections  have  to  do  with  it?  Noth- 
ing. Take  another  illustration:  Suppose  that  freight,  as  formerly, 
was  being  carried  through  to  the  coast  and  then  brought  back  by 
the  final  carrier  and  charged  for  by  the  final  carrier,  what  would 
the  eastern  carriers  have  to  do  with  that?  Nothing  at  all.  The 
mere  fact  that  they  have  cut  out  the  carriage  over  the  mountain, 
and  it  is  not  carried  back,  does  not  change  the  principle  in  the 
least.  It  is  an  arbitrary  levied  by  the  final  carrier  and  for  the  final 
carrier's  benefit  alone,  and  yet  in  all  these  cases  the  Interstate  Com- 
merce Commission  has  persisted  in  speaking  of  this  as  merely  a 
division  between  the  carriers.  If  this  is  a  division  between  the  car- 
riers, I  am  afraid  my  education  in  the  English  language  has  been 
sadly  neglected. 

Now,  gentlemen,  in  order  that  you  may  get  away  speedily.  I  will 
hurry  along,  and  I  will  refer  briefly  to  just  one  more  matter,  and 
that  is  the  question  of  vesting  all  control  of  the  commerce  of  this 
country  in  the  hands  of  the  Interstate  Commerce  Commission.  Our 
people  are  absolutely  opposed  to  that,  and  I  think  it  will  be  an  ex- 
ceedingly hard  matter  to  get  a  majority  of  the  American  States  to 
ever  consent  to  surrender  all  control  over  local  traffic,  even  though 
it  may  remotely  and  incidentally  touch  interstate  commerce.  There 
is  hardly  any  business  on  a  large  scale  carried  on  in  the  country  that 
has  not  some  remote  and  incidental  connection  with  business  that  is 
interstate. 

The  argument  is  one  of  convenience.  If  we  are  going  to  approach 
these  matters  from  the  standpoint  of  convenience,  I  might  say  that 
the  most  convenient  government  in  the  world  is  a  despotism.  To 
invest  all  power  in  the  Federal  Government  is  contrary  and  opposed 
to  the  organization  of  the  American  Republic.  The  country  is  vast 
in  its  extent — has  an  infinite  variety  of  soil  and  production.  AYe 
have  the  country  divided  into  States,  the  States  divided  into  con- 
gressional districts,  and  still  further  subdivided  into  legislative  dis- 
tricts, all  being  intended  to  give  to  every  locality  full  and  fair  rep- 
resentation. If  we  are  called  upon  to  give  up  control  of  our  local 
traffic  and  hand  it  over  to  the  National  Government,  it  is  an  entering 
wedge  for  a  similar  demand  concerning  a  great  many  other  things. 
If  I  could  be  brought,  under  any  circumstances,  to  favor  it — and  I 
do  not  know  whether  I  might  or  might  not,  because  I  am  as  liable 
to  change  my  mind  as  other  people — perhaps  there  might  be  new  de- 
velopments that  would  have  some  influence  with  me,  but  as  I  feel 
now.  I  may  say  that  if  under  any  circumstances  I  could  look  with 
favor  upon  handing  over  this  entire  business  to  the  National  Gov- 
ernment and  letting  the  Interstate  Commerce  Commission  take  care 
of  it.  I  could  not  possibly  consent  "to  it  with  the  Interstate  Commerce 
Commission  organized  as  it  is  now.  not  saying  a  word  against  the 
individual  members.     Here   we   have   this   great    country   stretching 
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from  British  America  to  the  Rio  Grande  River,  from  the  summit  of 
the  Rocky  Mountains  to  the  summit  of  the  Sierra  Nevadas,  more  than 
double  in  area  the  two  great  central  empires  of  Europe,  standing  in 
more  pressing  need  of  upbuilding  than  any  other  portion  of  the 
United  States,  absolutely  without  representation  upon  that  body. 
There  is  only  one  man  on  the  commission  from  west  of  the  Rocky 
Mountains,  and  that  is  Mr.  Aitchison,  and  he  is  from  the  coast  region 
of  Oregon,  a  region  that  has  always  been  antagonistic  to  the  inter- 
mountain  region. 

Mr.  Escn.  There  is  Mr.  Hall  from  Denver. 

Mr.  Bartine.  Denver  is  in  a  class  by  itself,  and  we  have  found  the 
Denver  people  quite  generally  against  us  in  these  intermountain 
cases.  The  fixing  of  rates  specifically  to  Denver  is  to  our  disad- 
vantage. Denver  is  looking  out  for  Denver.  Mr.  Hall  is  from 
Denver,  and  as  far  as  any  intimations  will  give  a  guide  to  a  man's 
feelings,  I  will  say  to  you — and  I  say  this  respectfully — that  Mr. 
Hall's  intimations  from  the  bench  have  not  indicated  that  he  is  in 
sympathy  with  the  aspirations  and  desires  of  the  intermountain 
country.  He  became  so  pointed  on  occasions,  that  I  was  bold  enough 
to  rise  and  rebuke  him.  It  is  just  one  of  those  cases  of  a  man  being 
influenced  by  his  environments.  Perhaps  1  misjudged  him  in  that 
case,  because  he  afterwards  joined  in  this  order  canceling  the  present 
exceptions. 

I  do  not  want  to  be  understood  as  intimating,  for  a  moment,  that 
there  is  anything  wrong  with  these  gentlemen.  With  the  exception 
of  the  two  new  members.  I  am  acquainted  with  them  all.  When  I 
am  regulated,  however,  in  the  intermountain  territory  by  the  Inter- 
state Commerce  Commission,  1  want  to  know  at  least  that  we  have 
representation  on  the  commission  that  knows  a  little  about  that 
region. 

The  Vice  Chairman.  There  is  nothing  in  the  law  to  prevent  the 
selection  of  such  men. 

Mr.  Bartine.  That  is  so,  but  there  is  the  danger  of  it.  "We  are 
dealing  with  an  uncertainty.  The  very  fact  that  the  Interstate  Com- 
merce Commission  has  wobbled  around  as  it  has.  in  dealing  with 
these  matters,  shows  how  uncertain  i.s  our  protection  at  the  hands 
of  that  body. 

Mr.  Sims.  Would  you  have  the  law  amended  so  as  to  require  at 
least  one  member  to  be  appointed  from  this  intermountain  territory  I 

Mr.  Bartine.  I  merely  made  the  statement  to  meet  the  situation 
as  it  exists  to-day.  Even  if  there  were  a  member  from  the  inter- 
mountain country,  I  would  not  be  in  favor  of  the  plan  at  this  time. 
I  simply  urge  it  as  an  additional  reason.  I  am  not  criticizing  the 
President  of  the  United  States  for  not  appointing  a  man  from  the 
intermountain  territory.  My  understanding  is  that  he  believes  any 
man  that  is  big  enough  to  hold  a  seat  on  that  bench  is  big  enough 
to  do  justice  to  the  whole  country.  That  is  true,  in  a  way.  You  can 
find  enough  able  men  in  Massachusetts  to  administer  the  whole 
United  States,  but  I  do  not  believe  the  people  of  the  country  would 
stand  for  that.     I  know  the  people  of  Nevada  would  not. 

The  Vice  Chairman.  If  you  are  ever  going  to  have  Federal  control 
of  everything,  under  a  plan  of  regional  commissions,  in  order  to 
preserve  local  protection  and  local  interests  and  at  the  same  time  the 
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spirit  of  our  representative  institutions,  ought  the  commissions  not 
be  elected  by  the  people  of  the  particular  districts  affected? 

Mr.  Bartine.  I  think,  if  we  were  to  get  to  that  condition,  then 
that  would  be  the  proper  way  to  do  it.  Then  the  voice  of  each  par- 
ticular section  would  be  heard. 

The  Vice  Chairman.  And  represented. 

Mr.  Bartine.  Yes,  sir.  As  to  a  man  being  big  enough  to  represent 
the  whole  country,  that  is  not  the  question.  There  are  big  enough 
men  in  all  parts  of  the  country.  I  think  I  could  pick  out  in  Nevada 
nine  men  big  enough  for  Interstate  Commerce  Commissioners. 

The  Vi< t.  Chairman.  But  if  he  happened  to  be  wrong  he  might 
be  too  big  ;i  man. 

Mr.  Bartine.  Yes.  sir;  but  an  ironclad  long-and-short-haul  clause 
would  be  the  thing.  We  would  be  much  safer  under  a  long-and- 
short-haul  clause,  even  if  the  Federal  Government  had  full  control. 
In  any  view  of  the  matter  the  long-and-short-haul  clause,  to  my  mind, 
is  going  to  be  of  advantage.  It  will  be  of  advantage  to  the  great 
bulk  of  the  people  of  the  United  States,  and  if  it  does  any  injury  at 
all  it  will  only  be  in  very  few  sporadic  and  small  cases. 

The  Vice  Chairman.  With  reference  to  the  organization  of  the 
Interstate  Commerce  Commission,  or  its  reorganization,  with  a  view 
to  bringing  the  regulating  power  in  closer  touch  with  the  communi- 
ties affected,  have  you  any  views  to  express  ? 

Mr.  Bartine.  Why,  Mr.  Chairman.  I  recognize  the  fact,  which 
has  been  brought  out  here,  that  the  Interstate  Commerce  Commission 
is  an  overworked  body  of  men.  Perhaps  they  exaggerate  the  amount 
of  work  which  devolves  upon  them,  because  they  have  a  formidable 
corps  of  assistants  to  do  the  drudgery;  but  still  there  is  no  doubt 
that  they  have  a  great  deal  of  work  even  after  the  drudgery  has  been 
done  by  subordinates.  It  is  no  small  task  to  take  a  case  after  it  has 
been  made  up.  analyze  it.  and  arrive  at  a  fair  and  just  conclusion.  It 
seems  to  me  it  would  be  well  to  relieve  that  commission  as  far  as 
possible  by  the  appointment  of  regional  commissioners,  but  not  to 
abolish  the  State  commissions.  The  regional  commissions  would  be 
in  close  touch  with  the  local  conditions.  The  regional  commissioner 
would  sit  very  much  as  a  district  judge  of  the  Federal  court  does. 
Me  could  hear  cases  and  render  decisions,  subject  to  appeal  or  revi- 
sion by  the  main  body :  and  it  seems  to  me  it  might  serve  to  help  the 
Interstate  Commerce  Commission  a  great  deal. 

You  gentlemen  remember  that  the  circuit  court  of  appeals  was 
constituted  for  the  purpose  of  relieving  the  Supreme  Court  of  the 
United  States.  It  might  possibly  be  that  the  same  principle  could 
be  applied  to  these  regional  commissions  and  allow  their  decisions  to 
be  final  in  cases  of  no  great  magnitude,  the  parties  always,  of  course, 
having  their  appeal  to  the  courts  in  proper  cases.  In  that  way,  I 
think,  the  commission  would  be  very  greatly  relieved,  and  I  think 
that  the  various  sections  of  the  country  would  be  able  to  make  the 
commission,  as  a  whole,  better  understand  their  wants  and  their 
needs  than  they  can  now.  At  the  present  time  the  commission  acts 
almost  entirely  through  subordinates  in  the  taking  of  testimony.  If 
we  want  a  hearing  in  the  city  of  Washington  we  have  to  travel  way 
across  the  continent,  and  it  is  a  very  expensive  trip.  I  have  been 
before  that  commission  when  the  fourth-section  cases  were  on — when 
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the  total  representation  from  the  intermountain  country  did  not  con- 
sist of  more  than  15  or  20  people,  several  of  them  appearing  in  the 
capacity  of  State  commissioners,  like  myself,  and  it  is  conservative 
to  say  that  the  railroads  were  represented  by  25  or  30  highly  paid 
attorneys  and  at  least  100  of  the  leading  traffic  men  of  the  United 
States.  Why,  the  atmosphere  was  simply  surcharged  with  railroad 
sentiment.     We  are  all  more  or  less  subject  to  environment 

The  Chairman.  Take  the  region  west  of  the  Mississippi  Kiver,  in 
case  we  could  follow  out  the  line  of  this  suggestion  regarding  re- 
gional commissions.  How  many  regional  commissions  would  you 
suggest,  and  what  would  be  the  area  of  each? 

Mr.  Bartine.  T  have  not  given  it  enough  thought  to  figure  that 
out.  Of  course,  population  alone  would  not  be  the  only  thing  to 
consider.  The  wants  and  needs  and  general  situation  in  the  various 
sections  should  be  taken  into  consideration. 

The  Chairman.  Take  this  Pacific  coast  region.  Would  you  have 
the  region  constitute  not  only  the  Pacific  Coast  States,  but  some  of  the 
Intermountain  State.-,  or  would  you  have  the  intermountain  region  a 
region  by  itself '. 

Mr.  Bartine.  My  feeling  would  be  to  give  the  Pacific  Coast  States 
proper  a  regional  commissioner.  I  would  divide  the  intermountain 
territory  into  two  regional  districts,  because  it  is  larger  in  extent  and 
stands  in  more  pressing  need  of  care  and  attention,  and  more  study 
would  have  to  be  given  to  the  transportation  problems  that  arise 
there.  It  has  always  been  the  policy  of  this  Government  to  pursue 
such  course  as  will  lead  to  the  best  upbuilding  of  the  country.  It  is 
not  a  question  of  population.  The  transportation  problems  that  will 
arise  in  the  intermountain  country  might  not  be  so  numerous  as  those 
on  the  Pacific  coast,  but  they  would,  generally  speaking,  be  of  great 
magnitude,  because  of  the  great  size  of  the  country.  It  is  one  of  mag- 
nificent distances,  where  the  hauls  are  exceedingly  long,  and  of  course 
where  the  haul  is  very  long  the  difference  in  freight  charges  is  of 
enormous  importance  to  those  who  have  to  pay  the  charges.  There 
are  cases  of  some  lower-grade  commodities  which  we  consume  and 
use  in  the  intermountain  country  the  freight  charges  upon  which  are 
very  much  greater  than  the  initial  cost  of  the  commodity. 

The  Chairman.  Suppose  you  should  divide  the  intermountain  ter- 
ritory into  two  legions,  how  would  you  segregate  them? 

Mr.  Bartine.  That  is  only  a  rough  conjecture.  I  would  like  to  sit 
down  with  a  pencil  and  paper  and  figure  it  out. 

The  Chairman.  You  have  not  given  that  subject  reflection  \ 

Mr.  Bartine.  Xo,  sir. 

The  Vice  Chairman.  I  can  not  understand  myself  the  practica- 
bility of  making  artificial  divisions  of  territory  in  which  elections 
could  be  held,  and  yet  I  believe  that  in  order  to  carry  out  our  idea  of 
representative  government  that  if  Ave  have  these  regional  commis- 
sions we  should  elect  the  commissioners,  but  I  do  insist,  for  whatever 
it  is  worth  here  or  elsewhere,  that  instead  of  changing  the  system 
we  simply  enlarge  the  present  commission.  We  have  already  taken 
a  great  step  in  advance.  We  have  already  authorized  them  to  sub- 
divide into  three  or  more  divisions.  I  can  see  that  they  need  more 
men.  so  that  the  commissioners  can  go  themselves  and  examine  cases 
instead  of  sending  clerks  and  subordinates.     Why  not  increase  the 
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commission  by  enlarging  the  commission  to  say  15  or  16  members  and 
have  them  subdivide  themselves  and  have  it  understood  thai  they 
will  have  departments  over  the  country  and  have  it  so  arranged  thai 
the  intermountain  country  can  have  two  or  three  members,  and  then 

they  can  go  around  and  hear  the  cases.  The  Supreme  Court  itself 
designates  judges  to  go  around  over  the  country,  and  it  seems  to  me 
to  be  so  much  easier  and  more  satisfactory  than  revolutionizing  the 
system  and  getting  up  rather  anomalous  plans,  having  regional  com- 
missions to  be  appointed  by  Washington  to  represent  the  local 
district.-. 

Mr.  Bartine.  I  am  not  wedded  to  the  regional  commission  idea. 
1  simply  mentioned  that  because  it  has  been  mentioned  to  me,  and  it 
Was  one  thought  that  occurred  to  me. 

The  Vice  Chairman.  Do  you  not  think  my  idea  is  better — to  use 
the  present  commission  as  a  groundwork  and  extend  that  '. 

Mr.  Bartine.  T  think,  on  the  whole,  it  would  he  better  to  enlarge 
the  commission  itself  to  a  sufficient  number  of  members  to  cover  the 
entire  territory  and  have  every  portion  of  the  territory  properly  rep- 
resented upon  it  and  have  15  or  whatever  number  may  be  necessary. 
£0  that  each  cue  would  stand  on  an  equal  footing  with  another, 
whereas  the  regional  commissioners  would  lie  in  a  sense  inferior. 

The  Vice  Chairman.  And  not  only  give  them  enough  members  but 
if  the  present  salaries  are  not  enough  to  demand  the  talent  of  the 
country  increase  the  salary.  We  need  the  best  talent  in  the  country 
for  that  commission. 

Mr.  Bartine.  You  can  not  get  into  an  argument  with  me  on  that 
subject. 

The  Vice  Chairman.  I  do  not  see  how  the  suggestion  about  appel- 
late jurisdiction  from  the  regional  commissioners  would  be  as  good 
as  the  system  we  have  at  present.  It  looked  so  curious  to  me  that  it 
appeared  to  be  almost  a  joke.  T  have  been  studying  the  long-and- 
short-haul  clause  a  long  time.  If  your  idea  of  establishing  a  system 
should  prevail,  there  would  be  no  long-and-short-haul  clause.  As  I 
understand  these  gentlemen,  their  idea  is  they  would  have  transpor- 
tation facilities  if  there  had  not  been  any  railroads  built  east  of  Reno 
to  t)\v  Atlantic  coast,  and  Keno  would  have  paid  the  ocean  transpor- 
tation plus  the  local  east  from  San  Francisco  to  Reno.  By  the  con- 
struction and  operation  of  a  railroad  from  the  Atlantic  coast  to  Reno 
you  lose  nothing  and  you  ought  to  be  satisfied:  is  not  that  their  idea.  \ 

Mr.  Bartine.  That  is  their  idea. 

The  Vn  e  Chairman.  And  then,  if  you  do  not  lose  anything,  you 
should  not  complain. 

Mr.  Bartine.  In  other  words,  when  the  Central  Pacific  line  reached 
San  Francisco  it  found  the  clipper  ships  plying  around  the  Horn 
supplying  that  port.  The  means  of  distribution  were  mule  teams  and 
ox  teams.  That  was  the  condition  that  confronted  the  Central  Pacific. 
It  immediately  proceeded  to  adjust  the  rates  in  such  manner  as  to  put 
the  clipper  ships  out  of  business,  and  it  was  done,  and  for  a  number 
of  years  this  so-called  back-haul  charge  was  not  imposed,  but  the 
charge  increased  with  distance  as  the  freight  came  from  the  East. 
It  increased  with  the  increase  in  distance,  although  not  strictly  pro- 
rated.    Afterwards  came  the  other  railroads  across  the  continent. 
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gridironing  it  from  east  to  west  and  others  gridironing  it  north  and 
south,  and  others  coming  in  all  sorts  of  ways,  so  that  the  gridiron 
becomes  a  sort  of  spider  web.  and  the  railroads*  theory  is  that  in  fixing 
these  rates  we  are  still  controlled  by  the  same  conditions  as  when  the 
clipper  ships  were  doing  the  business. 

The  Vice  Chairman.  You  can  not  complain  that  you  are  injured 
because  the  railroads  give  you  the  same  rate  as  formerly. 

Mr.  Bartixe.  We  are  not  injured  directly  but  are  deprived  of  the 
benefits  to  which  we  are  entitled. 

The  Vice  Chairman.  Their  theory  is  that  if  you  have  a  reasonable 
;nd  just  rate  in  and  of  itself,  the  relationship  between  your  rates  and 
the  port  rates  is  entirely  immaterial,  because  you  have  reasonable  and 
just  rates  and  you  lose  nothing  by  their  going  down  and  taking 
w  ater-compelled  freight  at  a  lower  rate :  that  you  lose  nothing  because 
the  water  carriers  would  carry  it  anyway.  What  is  the  fact  about 
that?  They  say  if  they  have  to  raise  their  rate  and  lose  their  traffic, 
it  will  result  in  their  raising  rates  on  your  traffic.  What  is  the  prac- 
tical result  of  that!1  Are  your  rates  higher  than  they  ought  to  be 
because  they  charge  you  for  the  revenue  lost  on  the  Pacific  coast 
business? 

Mr.  Bartixe.  They  are  not  higher  if  the  method  they  have  adopted 
is  correct. 

The  Ytce  Chairman.  They  say  you  lose  nothing  anyway:  that  if 
they  did  not  come  down  to  the  coast  and  take  that  low-rate  freight. 
they  would  have  to  charge  you  higher  than  they  now  do  to  make  up 
the  revenue.  They  say  they  do  not  charge  you  higher  by  reason  of 
taking  this  cheap  freight  at  the  coast.     What  is  the  truths 

Mr.  Bartixe.  Let  us  deal  with  this  not  upon  abstractions  but  upon 
the  facts. 

The  Vice  Chairman.  Is  their  rate  to  Reno  and  other  intermoun- 
tain  points  higher  than  if  they  did  not  take  the  traffic  '. 

Mr.  Bartixe.  Did  you  hear  my  figures  in  my  opening  statement? 

The  Vice  Chairman.  Yes:  I  heard  some  of  them. 

Mr.  Bartixe.  They  are  as  clear  as  I  can  state  them. 

The  Vice  Chairman.  I  asked  you  whether  or  not  it  is  your  opinion 
your  rates  are  no  higher,  by  reason  of  giving  the  other  ports  the  lower 
Kates. 

Mr.  Bartine.  It  is  the  natural  disposition  of  the  managers  of  the 
railroads,  the  same  as  all  other  business  concerns,  to  realize  as  much 
profit  as  possible.  Anyone  who  goes  into  business  naturally  expects 
to  realize,  if  he  can.  a  fair  return  upon  the  amount  of  his  investment. 
Now.  if  a  railroad  finds  it  is  confronted  by  competition  at  a  particu- 
lar point,  and  it  lowers  its  rates  at  that  point  so  much  as  not  to  yield 
a  fair  return  there,  it  is  the  natural  disposition  of  that  company  to 
try  to  make  good  in  some  other  place. 

The  Vice  Chairman.  Do  they  not  do  it? 

Mr.  Bartixe.  I  think  they  do. 

The  Vice  Chairmax.  That  is  all. 

Mr.  Bartixe.  I  have  shown  that  the  terminal  rates  applied  at  Reno 
would  yield  an  ample  return. 

The  Vice  Chairmax.  Mr.  Bartine,  I  think  this  is  a  good  place  to 
adjourn.  The  committee  will  stand  adjourned  until  to-morrow. 
Friday,  November  9.  1917.  at  0.30  o'clock  a.  m. 
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FRIDAY,    NOVEMBER   9,    1917. 

The  committee  met  at  the  Palace  Hotel  Friday,  November  9,  1017. 
at  0.30  o'clock  a.  m..  pursuant  to  adjournment.  Senator  Francis  G. 
Newlands   presiding,   lion.   "William    ('.    Adamson    rice   chairman. 

The  Chairman.  The  committee  will  come  to  order. 

Mr.  Thom.  Mr.  Chairman  and  gentlemen  of  the  committee,  when 
the  committee  came  West  it  was  our  understanding  that  the  purpose 
of  the  visit  to  the  West  was  to  afford  convenience  to  gentlemen  who 
desired  to  testify  and  who  were  resident  on  this  coast  and  in  this 
vicinity  and  that  it  would  not  he  appropriate  for  the  carriers  to 
undertake  here  to  consume  any  of  the  time.  1  desire  to  give  notice, 
however,  and  have  it  understood,  that  we  desire  to  present,  when  the 
committee  finds  it  convenient  in  Washington,  the  carriers'  views  on 
this  important  question  which  has  been  so  largely  dwelt  on  here, 
namely,  the  long-and-short-haul  clause,  as  well  as  the  general  subject. 

The  Vice  Chairman.  It  was  understood  and  announced  at  the  be- 
ginning of  these  hearings  that  Mr.  Thom  would  be  heard  again  in 
conclusion,  if  he  desired. 

STATEMENT  OF  MR.  H.  F.  BARTINE— Resumed. 

Mr.  Esch.  In  the  course  of  vour  testimony  yesterday  you  intimated 
that  in  the  earlier  stages  of  this  long-and-short-haul  controversy  the 
coast  cities  justified  the  lower  terminal  rate  on  the  ground  of  actual 
water  competition  and  later  they  substituted  the  argument  of  a 
potential    water  competition. 

Mr,  Barttxe.  Yes.  sir 

Mr.  Esch.  But  of  course,  at  the  present  time,  owing  to  the  war 
and  the  need  of  shipping,  there  is  no  actual  competition. 

Mr.  Barttxe.  That  is  the  fact. 

Mr.  Escir.  I  do  not  know  whether  von  expressed  your  own  opinion 
as  to  what  the  situation  will  be  when  peace  comes  as  to  whether 
there  will  be  actual  water  competition  and  whether  or  not  that  will 
be  large  or  not.    What  are  your  views  on  that  phase  of  it  ? 

Mi1.  Barttxe.  That  is  a  matter  which  rests  largely  in  conjecture. 
Mr.  Esch.  and  I  do  not  know  that  my  views  would  have  any  more 
weight  than  those  of  any  other  equallv  intelligent  man.  My  views  to 
some  extent  are  based  on  testimony  given  by  the  steamship  managers 
themselves  at  the  hearing  on  the  basis  of  which  the  schedule  C  order 
was  canceled  and  the  carriers  were  directed  to  remove  all  differentials, 
harmonizing  their  schedules  with  the  long-and-short-haul  clause. 
But  the  opinion  was  very  freely  expressed  that  there  would  be  no  re- 
sumption of  the  traffic  through  the  canal  until  after  the  war  was 
ended,  and  no  one  could  give  any  suggestion  as  to  when  the  war 
would  lie  ended;  then  the  opinion  was  expressed  by  the  steamship 
people  that  the  conditions  after  the  war  would  be  such  for  a  number 
of  years — two  or  three  at  least — that  other  lines  of  ocean  traffic  would 
be  more  profitable  than  business  through  the  canal,  and  the  opinion 
was  also  expressed  that  as  the  traffic  w7as  resumed  it  would  be  resumed 
gradually  through  the  canal  and  that  it  would  take  a  considerable 
period  of  time  before  it  got  again  into  full  swing,  as  it  was  at  the 
time  it  closed. 
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My  own  deliberate  judgment  is  that  the  traffic  through  that  canal 
will  never  reach  proportions  that  will  seriously  interfere  with  the 
traffic  of  the  railroads. 

Mr.  Esch.  That  is  largely  the  point  of  my  inquiry — whether  or 
not  it  will. 

Mr.  Bartine.  Yes.  sir. 

Mr.  Esch.  In  arriving  at  your  conclusions  did  you  take  into  consid- 
eration the  new  situation  of  the  Government  with  respect  to  mer- 
chant marine  as  indicated  by  the  creation  of  a  shipping  hoard,  and 
by  reason  of  the  appropriation  of  one  and  three-quarter  billions  of 
dollars  for  the  building  up  of  the  merchant  marine  \ 

Mr.  Bartine,  Taking  into  consideration  everything,  and  looking 
at  this  matter  as  a  purely  commercial  proposition,  traffic  through 
that  canal  by  water  will  not  be  extended  beyond  the  point  of  reason- 
able remuneration  for  those  who  are  engaged  in  it:  and  that  brings 
me  back  to  a  point  I  did  not  touch  upon,  avid  that  is  that  the  rail 
tonnage  is  increasing  far  more  rapidly,  by  reason  of  the  upbuilding 
of  the  country,  than  any  water  tonnage  can.  because  the  water  tonnage 
in  the  main  must  necessarily  be  confined  to  the  products  of  a  narrow- 
field  on  the  seaboards,  and  the  tendency  as  the  country  develops  is 
to  move  the  great  manufacturing  and  productive  industries  farther 
and  farther  inland,  thus  maintaining  the  rail  haul  and  making  water 
traffic  less  desirable. 

Mr.  Esch.  In  this  connection,  is  it  not  necessary  for  us  to  keep 
in  mind  the. fact  that  this  enormous  appropriation  for  merchant 
shipping,  and  which  will  produce  over  a  thousand  ships,  with  a 
tonnage  of  9,000,000  tons,  and  the  vessels  that  have  been  comman- 
deered by  the  Government  of  private  shipyards,  making  '2.000,000 
tons  of  shipping,  will  lie  an  enormous  amount  of  shipping  after 
the  war  is  over,  notwithstanding  the  ravages  of  the  I'  boats? 

Mr.  Bartine.  Of  course,  1  can  not  say  whether  that  is  true.  No 
human  being  can  say  whether  it  is  true  or  not.  but  I  do  say  this, 
that  it  makes  no  difference  how  much  money  the  United  States  may 
invest  in  new  shipping;  we  know  perfectly  well  that  the  purpose 
of  it  i>  to  offset  the  ravages  of  the  0  boats,  and  I  claim  that  no 
money  invested  by  the  United  States  in  building  up  the  merchant 
marine  should  be  used  in  such  a  manner  as  to  pit  the  interests  of 
one  part  of  the  country  against  those  of  another. 

Competition  of  the  water  with  the  rail  would  be  all  right  if  it  did 
not  result  in  unjust  discrimination  against  other  Darts  of  the  coun- 
try and  injure  other  parts  of  the  country. 

Mr.  Esch.  One  would  have  to  leave  something  to  the  Shipping 
Board  in  that  regard  under  the  powers  granted  to  it.  but  my  thought 
is  this:  That  at  the  end  of  the  Avar  here  will  be  our  Government  with 
millions  of  tonnage  of  merchant  ships,  owned  by  the  Government; 
what  is  the  Government  going  to  do  with  it? 

Mr.  Bartine.  That  brings  me  back  to  the  views  which  I  expressed 
concerning  the  legal  status  of  the  Panama  Canal.  Suppose  the  Gov- 
ernment does  own  a  large  number  of  ships,  with  those  ships  en- 
gaged in  traffic  between  the  Atlantic  seaboard  and  the  Pacific  coast. 
Do  you  think  it  is  in  accord  with  sound  public  policy  or  a  correct 
interpretation  of  the  law  that  the  Interstate  Commerce  Commission 
should  make  an  arbitrary  order  allowing  the  railroads  to  lower  their 
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rates  at  the  coast  terminals  in  such  manner  as  to  practically  put  a 
large  number  of  those  ships  out  of  business? 

Mr.  Esch.  Would  it  not  be  possible  for  the  Government  to  use 
those  ships,  and  send  them  through  the  canal  and  thus  earn  back, 
through  the  tonnage  tax.  a  part  of  the  cost  of  operation  of  the  :•  anal  I 

Mr.  Bartine.  Certainly.  Mi'.  Esch;  it  is  legitimate  for  the  Gov- 
ernment to  do  it.  and  it  Ls  desirable  that  it  should  do  it;  but  as  ex- 
plained, every  time  you  lower  the  rates  at  the  const  terminals  of  the 
rail  carriers  it  is  for  the  purpose  of  enabling  the  rail  carriers  to 
get  a  portion  of  the  traffic  that  would  otherwise  go  through  the  canal. 
and  you  are  shutting  oil'  that  revenue. 

Mr.  Esch.   You  are  sure  that  is  the  case? 

Mr.  Bartine.  Yes,  sir. 

The  Vice  Chairman.  I  have  been  struck  with  that  Hue  of  the 
argument,  and  I  should  suggest  that  he  could  carry  it  further  by 
suggesting  the  benefit  to  the  country  by  taking  away  that  business 
from  the  railroads,  permitting  the  railroads  to  develop  the  interior 
of  the  country. 

Mr.  Bartine.  1  have  that  in  mind.  Mr.  Adamson.  but  I  can  not 
express  everything  in  an  hour  or  two.  I  feel  if  the  railroads  were 
deprived  of  this  privilege  which  they  have  been  claiming  of  lowering 
their  rate-  at  the  coast  points  that  they  would  be  actually  forced  to 
use  more  endeavors  to  build  up  the  intermediate  country,  which 
would  mean  to  them  a  very  large  number  of  comparatively  short 
hauls  at  very  much  higher  rates,  because  the  short  hauls  are  always 
paid  for  at  higher  rates  per  ton  per  mile  than  the  long  hauls.  The 
intermediate  traffic  would  be  more  profitable  than  the  coast  traffic, 
especially  as  the  coast  traffic,  as  it  is  claimed,  only  brings  a  rate  a 
little  over  the  cost  of  actual  transportation. 

Mr.  Esch.  The  thought  I  have  in  asking  these  questions  is  that 
after  peace  will  come  there  will  be  a  very  considerable  water-borne 
traffic  between  the  coasts  and  traffic  which  will  be  protected  against 
competition  under  the  coastwise  law.  and  therefore  traffic  which 
would  be  owned  by  the  Government,  and  which  probably  the  Gov- 
ernment could  not  dispose  of  to  other  powers  or  would  not  dispose 
of  it  to  other  powers.     What  should  the  Government  do  with  it? 

Mr.  Bartine.  I  am  very  sure  that  I  do  not  know,  but  if  my  idea 
prevails  there  would  be  a  great  deal  less  trouble  devolving  upon  the 
Government  and  a  great  deal  less  loss  than  comes  through  the  main- 
tenance of  existing  conditions.  Suppose  the  Interstate  Commerce 
Commission,  by  an  arbitrary  order,  allows  the  railroad  carriers  to 
lower  their  rates  so  as  to  take  unto  themselves  a  large  amount  of  the 
tonnage  which  would  otherwise  be  carried  by  ships  through  the  canal, 
the  effect  would  be  to  put  a  large  number  of  those  ships  out  of  com- 
mission and  means  a  loss  to  the  Government.  I  do  not  believe  that 
the  Government  w7ould  stand  for  it  very  long,  and  that  is  what  they 
are  doing  now  with  respect  to  the  Panama  Canal,  because  the  prin- 
ciple is  identical.  Because  I  am  earnest.  Mr.  Esch,  do  not  think  I 
am  losing  temper. 

Mr.  Esch.  Oh,  we  are  trying  to  elicit  your  views,  and  I  know  every 
member  of  the  committee  wants  to  get  your  views,  because  you  have 
studied  the  matter. 
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Mr.  Baetine.  I  have  been  used  to  debating  all  my  life,  and  you 
know  as  well  as  I  that  you  can  not  get  anywhere  in  debate  unless  you 
are  earnest. 

Mr.  Esch.  As  to  the  blanket  rates  eastbound,  how  wide  is  the  zone? 

Mr.  Bartixe.  I  do  not  know  the  exact  geographical  boundary  lines 
of  the  various  zones.  There  are  some  six  or  seven  of  them.  If 
you  will  allow  me.  as  you  have  brought  up  the  zone  theory,  may  I 
enlarge  a  little  on  that  point? 

Mr.  Esch.  Certainly. 

Mr.  Bartixe.  Senator  Cummins  in  questioning  some  of  the  wit- 
nesses wanted  to  know  why  the  people  of  Nevada,  with  a  shorter  haul, 
were  satisfied  with  the  same  rate  that  was  accorded  to  the  coast  ter- 
minals with  a  longer  haul.  That  exact  question  was  propounded  to 
me  by  Judge  Prouty  at  the  first  argument  of  the  Reno  case  in  Reno. 
Speaking  from  the  bench  and  interrupting  me.  he  asked  me  if  I 
could  see  any  reason  why  Reno  should  not  have  a  lower  rate  than 
Sacramento  or  San  Francisco.  I  was  compelled  to  admit,  in  prin- 
ciple, I  could  not,  but  I  said  the  railroads  themselves  had  adopted 
the  zone  theory  or  system,  and  that  the  Interstate  Commerce  Com- 
mission had  accepted  that  zone  theory  as  sound,  and  such  being  the 
situation,  we  did  not  feel  we  had  the  smallest  chance  of  securing 
the  application  of  rates  on  a  strict  mileage  basis,  and  we  felt  that  if 
we  had  rates  as  good  as  those  to  the  coast  we  would  at  least  be  upon 
an  equal  footing  and  would  have  no  grievance  to  complain  of. 

Mr.  Esch.  Now,  you  still  have  not  answered  the  question  as  to  the 
extent  of  the  blanket  eastbound. 

Mr.  Barttxe.  1  can  not,  Mr.  Esch.  I  am  not  a  rate  expert  and 
have  not  followed  that  closely.  I  have  endeavored  to  deal  with  these 
questions  on  broad  principles. 

Mr.  Esch.  You  are  aware  of  the  fact  that  under  the  zone  system 
with  the  blanket  provisions  it  is  possible  for  the  Pacific  coast  cities, 
and  even  the  intermountain  cities,  to  get  the  same  rate  for  the  eastern 
terminal  points  as  to  the  cities  east  of  the  Rocky  Mountains  and  the 
Missouri  Valley  ? 

Mr.  Bartixe.  I  should  not  suppose  that  the  Pacific  coast  cities 
could  get  the  same  rates  to  the  Atlantic  coast  as  points  1,500  or  2.000 
miles  nearer  the  Atlantic  coast. 

Mr.  Esch.  Suppose  you  found  that  the  intermountain  cities  and 
intermountain  States  under  the  blanket  system  got  the  same  rate  as 
the  Mississippi  Valley 

Mr.  Bartixe.  I  would  not  expect  it.  We  would  expect  to  pay 
something  in  addition,  because  of  the  greater  length  of  haul  from 
the  intermountain  country. 

Mr.  Esch.  And  such  a  blanket  rate  would  give  the  intermountain 
cities  the  advantage  over  the  cities  immediately  east  of  the  Rockies 
on  eastbound  traffic? 

Mr.  Bartixe.  No;  not  under  the  long-and-short-haul  clause,  be- 
cause under  any  circumstances  we  could  not  get  any  lower  rates 
than  they,  and  we  would  be  only  put  on  an  even  keel.  We  are  not 
asking  for  an  advantage;  Ave  are  asking  to  be  placed  on  even  terms, 
and  that  is  what  the  long-and-short-haul  clause,  as  it  is  formulated, 
is  intended  to  do.  It  is  not  a  mileage  proposition.  It  simply  provides 
that  there  shall  not  be  a  higher  charge  for  the  shorter  than  for  the 
longer  haul. 
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Mr.  Esch.  That  is  the  statute. 

Mr.  Bartine.  That  is  the  statute. 

Mr.  Esch.  The  application  of  those  blanket  rates  on  eastbound 
freight  has  given  rise  to  a  great  deal  of  complaint  on  the  pari  of 
communities  and  whole  States  in  the  central  portion  of  the  country, 
because  they  contended  it  brought  a  competition  from  a  great  dis- 
tance which  they  ought  not  to  bear,  and  that  they  ought  to  have  the 
natural  advantages  of  their  own  section  with  reference  to  their  own 
products.  I  merely  cite  it  to  show  how  difficult  it  is  to  make  any 
late  scheme  that  will  not  cause  some  complaint  in  some  part  of  the 
United  States. 

Mr.  Bartine.  I  am  not  optimistic  enough  to  believe  that  it  will 
ever  be  settled  in  such  manner  that  some  one  will  not  feel  he  has  a 
grievance,  but  we  want  to  eliminate  the  worst  grievances  we  have. 

Mr.  Esch.  Yesterday  you  intimated,  with  reference  to  the  regional 
control  of  traffic  matters,  that  you  would  prefer  a  region  for  the 
Pacific  Coast  States  proper  and  possibly  two  subdivisions  in  the  inter- 
mountain  country.  Do  you  think  it  would  be  better  in  a  wise  adminis- 
tration of  traffic  matters  to  make  your  regions  based  on  State  lines  or 
geographic  lines  or  based  on  traffic  area  ? 

Mr.  Bartine.  Well.  I  should  say  upon  geographic  area  rather 
than  State  lines  and  rather  than  population,  for  this  reason:  Take 
the  State  of  Massachusetts  for  example.  If  it  were  physically  pos- 
sible, you  could  set  100  such  States  right  down  in  the  intermountain 
country  and  then  have  a  good-sized  margin  all  around.  At  the  same 
time  Massachusetts  contains  just  about  as  many  people  as  there  are 
in  the  whole  intermountain  country.  But  the  transportation  problem 
in  the  intermountain  States  is  vastly  more  important  than  it  is  in 
Massachusetts  because  of  its  small  area  and  shortness  of  their  hauls, 
and  you  will  pardon  me  if  I  say  that  in  reading  the  decisions  of  the 
Interstate  Commerce  Commission.  I  have  been  interested  and  amused 
in  noting  the  fuss  that  is  made  in  the  eastern  parts  of  the  United 
States  over  a  difference  of  1  or  2  or  3  cents  per  hundred  pounds  in 
the  freight  rate  on  a  given  commodity  between  two  points,  it  being 
claimed  that  there  is  a  discrimination,  and  if  they  make  such  a  fuss 
over  1  or  -2  or  3  cents  per  hundred  pounds,  how  must  th°,  intermoun- 
tain territory  feel  when  there  is  a  differential  of  anywhere  from  50  to 
75  cents  per  hundred  pounds  against  them.  I  bring  this  out  just  To 
emphasize  the  importance  of  the  transportation  questions  of  the  inter- 
mountain country,  with  distances  so  great,  thus  making  the  freight 
rates  a  vast  item. 

Mr.  Esch.  You  would  prefer  to  adopt  a  regional  system  based  on 
geographic  lines,  rather  than  traffic  areas? 

Mi-.  Bartine.  I  would  say  geographical  lines,  certainly,  because  if 
you  have  the  geographical  lines  the  traffic  area  is  necessarily  in- 
creased, and  where  there  is  a  very  large  area  of  territory  affected. 
there  is  very  much  more  chance  for  the  traffic  area  to  be  increased. 

Mi'.  Esch.  In  your  opinion  if  regional  commissions  were  appointed,, 
and  that  system  of  administration  of  the  law  were  adopted,  would  it 
lead  to  expedition  or  would  it  add  to  the  delays  '. 

Mr.  Bartine.  Well,  I  think  I  admitted  in  colloquy  with  Judge 
A  damson  yesterday  that  I  thought  it  might  possibly  make  for  delay. 
Vow.  understand  me,  Mr.  Esch.  I  am  not  committed  to  this  regional 
system   at   all.     I  would  look  with   favor  upon   any   method    which 
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would  lead  to  a  better  geographical  distribution  of  the  membership 
of  the  Interstate  Commerce  Commission,  the  increase  of  its  effective 
working  strength,  by  an  increase  of  the  members  or  otherwise,  but 
I  am  not  committed  to  any  particular  method  of  doing  that  thing, 
but  this  thought  has  occurred  to  me:  There  is  a  great  deal  of  weight, 
I  think,  to  be  attached  to  the  suggestion  of  Mr.  Adamson  that  the 
Interstate  Commerce  Commission  itself  could  be  increased  and  the 
15  members,  or  whatever  number  might  be  fixed  upon,  taken  fairly 
and  impartially  from  all  parts  of  the  country  so  that  all  should  be 
represented.  Then  let  these  individual  commissioners  go  and  hold 
hearings  in  the  various  districts,  just  as  the  Federal  judges  pass 
around  and  hold  sessions  in  the  various  circuits  of  the  United  States, 
and  then  I  would  go  a  step  beyond  that,  I  think — now,  this  is  just 
a  crude  idea — I  would  go  a  step  further  and  make  a  ruling  simi- 
lar to  that  which  applies  by  law  to  the  Circuit  Court  of  Appeals. 
I  would  let  the  decision  of  an  individual  commissioner  who  hears  a 
particular  case  stand  as  a  finality  in  cases  of  comparatively  small 
magnitude,  drawing  the  line  at  some  reasonable  point.  That  would 
do  no  harm,  because  the  individual  still  has  his  access  to  the  courts 
as  now,  if  he  feels  that  he  is  wronged. 

Mi-.  Esch.  If  you  have  the  regions,  whether  8  or  12,  there  would 
always  be  the  likelihood  that  the  regional  commissions  would  give 
diverse  opinions  upon  traffic  questions,  although  the  questions  might 
be  identical  in  the  different  regions.  You  would  therefore  have  a 
diversity  of  views  as  far  as  the  divisions  were  concerned,  and  unity 
of  decision  could  only  come  in  cases  ox  appeal  to  the  final  commis- 
sion in  Washington.  Would  that  be  a  disadvantage;  would  that 
work  against  a  plan  of  that  kind? 

Mr.  Bartixe.  I  do  not  think  so.  There  are  diversities  of  views 
now.  It  is  barely  possible  that  under  the  regional  s}rstem  that  diver- 
sity might  be  increased  somewhat  and  possibly  it  would,  but  in  the 
last  analysis  these  views  would  have  to  be  brought  into  harmony 
either  by  the  commission  as  a  whole  or  by  an  appeal  to  the  courts 
that  would  lay  down  rules  which  would  be  harmonious  and  applicable 
everywhere. 

Mr.  Esch.  Of  course  the  district  courts  in  the  United  States  now 
render  very  different  opinions  upon  the  same  facts  and  under  the 
same  state  of  law. 

Mr.  Bartixe.  That  is  one  thing  w-e  must  reckon  with.  We  must 
always  realize  that  absolute  perfection  in  Government  is  not  possible. 
We  can  not  undertake  to  remove  every  evil  that  confronts  us.  Our 
aim  is  to  remove  those  that  are  most  pressing  at  the  time,  and  in  that 
way  we  move  on  toward  better  government. 

Mr.  Esch.  I  think  I  have  no  further  questions. 

Senator  Cummins.  Judge  Bartine,  for  myself  I  desire  to  say  that 
I  have  been  very  much  impressed  with  your  graphic  statements  on 
this  situation,  and  I  am  thinking  of  pursuing  for  a  minute  an  in- 
quiry that  I  proposed  to  a  former  witness.  The  interstate  commerce 
law  lays  upon  the  carriers  two  fundamental  obligations,  as  I  under- 
stand it:  the  first  is  contained  in  section  1,  and  for  a  preliminary  I 
intend  to  read  it: 

All  charges  made  for  any  service  rendered  or  to  be  rendered  in  the  trans- 
portation of  passengers  or  property  and  for  the  transmission  of  messages  by 
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Telegraph,  telephone,  and  cable,  as  aforesaid,  or  In  connection  therewith,  shall 
be  just  and  reasonable,  and  every  unjust  and  unreasonable  charge  Cor  such 
service,  or  any  part  thereof,  is  prohibited  and  declared  to  he  unlawful. 

The  second  command  is  found  in  section  3,  a  part  of  which  I  will 
quote : 

That  it  shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions 
of  this  act  to  make  or  give  any  undue  or  unreasonable  preference  or  advantage 
to  any  particular  person,  company,  firm,  corporation,  or  locality,  or  any  par- 
ticular description  of  traffic  in  any  respect  whatsoever,  or  to  subject  any  par- 
ticular person,  company,  firm,  corporation,  or  locality,  or  any  particular  de- 
scription of  traffic  to  any  undue  or  unreasonable  prejudice  or  disadvantage  in 
any  respect  whatsoever. 

It  is  true,  is  it  not,  that  practically  the  entire  interstate-commerce 
law  is  built  around  those  two  provisions  and  intended  to  carry  them 
into  effect? 

Mr.  Bartixe.  Those  are  the  basic  propositions,  undoubtedly. 

Senator  Cummins.  And  whatever  we  do  in  the  way  of  amending 
the  law  ought  to  be  done  toward  a  better  and  more  complete  en- 
forcement of  these  two  fundamental  proposals? 

Mr.  Bartine.  That  is  true. 

Senator  Cummins.  Do  you  regard  the  fourth  section  as  intended 
to  fortify  the  provision  which  declares  that  all  rates  shall  be  just 
and  reasonable,  or  to  fortify  the  provision  that  declares  that  undue 
or  unjust  preference  or  advantages  to  any  person  or  any  locality 
shall  be  unlawful,  or  both  I 

Mr.  Bartixe.  Now,  Senator,  you  have  laid  a  foundation  for  a 
question  by  reading  from  three  separate  sections  of  the  interstate 
commerce  law.  The  question  is  an  exceedingly  broad  one.  and  will 
you  pardon  me  if  I  take  it  up  and  answer  it  in  my  own  way,  having 
in  consideration  all  three  of  the  provisions  to  which  you  have  re- 
ferred ? 

Senator  Cummins.  I  should  be  glad  to  have  you  do  that. 

Mr.  Bartine.  Well,  the  first  section  provides  that  all  rates  shall 
be  just  and  reasonable.  No  rate  can  be  just  and  reasonable  if  it  is  a 
discriminatory  rate.  I  do  not  construe  the  words  "just  and  rea- 
sonable "  to  refer  merely  to  the  amount  of  the  rate  in  dollars  and 
cents.  In  one  of  his  leading  opinions  Franklin  K.  Lane,  who,  in 
my  judgment,  is  as  able  a  man  as  ever  sat  on  the  bench  of  the  In- 
terstate Commerce  Commission,  stated  that  a  community  is  entitled 
to  something  more  than  what  would  be  a  reasonable  rate  measured 
by  dollars  and  cents.  The  community  is  entitled  to  a  nondiscrimina- 
tory rate.  Section  3,  which  you  have  read,  is  intended  to  reinforce 
that  section  by  directing  attention  particularly  to  the  matter  of  dis- 
crimination, which  was  almost  as  frequently  complained  of  as  the 
rate.  But  there  was  one  form  of  discrimination  that  had  been  ex- 
tensively practiced,  or  had  been  carried  so  far  and  made  the  subject 
of  so  much  complaint  that  it  wTas  deemed  necessary  and  proper  to 
make  that  a  matter  of  a  special  section,  and  that  is  the  long-and- 
short-haul  proposition  embodied  in  the  fourth  section.  Primarily, 
the  fourth  section  mainly  is  intended  as  an  additional  safeguard 
against  discrimination,  and  not  standing  by  itself,  having  in  mind 
the  imposition  of  rates  which  should  be  just  and  reasonable  per  se, 
irrespective  of  any  question  of  discrimination.  But.  in  passing 
upon  the  fourth  section  orders  of  the  Interstate   Commerce   ("out- 
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mission,  the  Supreme  Court  of  the  United  States  says  that  all  three 
of  these  sections  should  be  construed  together.  Do  I  make  myself 
clear? 

Senator  Cummins.  Perfectly  clear:  and  what  you  have  said  leads 
me  to  another  inquiry.  In  applying-  the  section  which  prohibits 
undue  or  unjust  preference  or  advantages,  it  is  true,  is  it  not,  that 
there  must  be  considered  the  factor  of  competition  between  the  locali- 
ties affected '. 

Mr.  Bartine.  The  factor  of  competition  is  proper  to  be  considered 
in  all  cases.  I  think,  where  there  is  no  Government  regulation,  and 
1  am  not  prepared  to  say  that  it  should  not  be  considered  reasonable 
and  proper  in  all  cases!  Upon  that  point  I  tried  to  make  myself 
clear  yesterday.  Where  there  is  competition  at  a  given  point — I 
think  Senator  Cummins  himself  suggested  to  Mr.  Gardiner  or  asked 
Mr.  Gardiner  if  he  had  considered  the  case  of  two  railroads  meeting 
at  a  certain  point  and  competing.  Every  business  in  this  world 
that  is  not  subject  to  regulation  is  done  on  the  broad  principles  of 
competition,  but  my  position  is,  with  regard  to  that,  that  in  regu- 
lating the  rates  on  railroads  the  Interstate  Commerce  Commission 
should  never  make  an  order  solely  for  the  purpose  of  enabling  one 
carrier  to  compete  at  a  given  point  with  another  carrier,  whether 
rail  or  water,  upon  even  terms,  in  such  manner  as  to  injure  some  one 
else.  If  railroad  A  and  railroad  B  come  together  at  a  given  point, 
they  are  in  competition.  It  may  be  that  railroad  B  has  a  more  cir- 
cuitous route,  or  it  may  have  a  rougher  route  to  travel. 

The  Vice  Chairman.  But  does  not  Senator  Cummins  in  his  ques- 
tions have  reference  to  competition  between  different  points? 

Senator  Cummins.  I  was  about  to  sa}^  that  I  did  not  make  myself 
quite  clear.  I  did  not  intend  to  bring  into  my  question  the  fourth 
section  at  all.     I  was  basing  it  entirely  upon  the  third  section. 

Mr.  Bartine.  Yes:  but  I  think.  Senator,  you  did  refer  to  the 
fourth  section  and  ask  if  it  was  intended  to  guard  against  discrimi- 
nation. 

Senator  Cummins.  I  did  formerly:  and  I  did  not  separate  the 
two  things  sufficiently  in  my  last  question,  but  I  put  it  differently. 
Assume  a  rate  from  Chicago  to  Portland  imposed  upon  some  given 
commodity :  another  rate  from  Omaha  to  Keno.  there  being  no  com- 
petition between  the  localities  affected  with  respect  to  the  commodity 
covered.  Reno  could  not,  under  the  third  section,  question  the  pro- 
priety of  the  rate  from  Chicago  to  Portland  as  being  an  unduly 
preferential  case. 

Mr.  Bartine.  It  could  not.  there  being  no  competition  between 
them. 

Senator  Cummins.  Although  considering  the  rates  in  and  of  them- 
selves there  might  be  great  disparity  between  them  as  compared  with 
the  service  rendered  in  the  two  hauls. 

Mr.  Bartine.  But  Reno  would  be  in  nowise  injured. 

Senator  Cummins.  Precisely;  and  therefore,  in  construing  and 
applying  the  third  section  of  the  interstate-commerce  law  upon  a 
charge  that  any  given-rate  is  unduly  preferential  or  discriminatory, 
there  must  be,  as  a  basis,  a  competition  in  business  between  the 
localities  affected  bv  the  rates. 
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Mr.  Bartine.  T  think  that  is  the  case.  Thai  is  intended  to  cover 
a  situation  where  roads  are  actually  in  competition  or  where  com- 
munities are  in  competition. 

Senator  Cummins.  Now.  disregarding  the  fourth  section  for  r 
moment  and  supposing  that  it  is  not  in  the  law  at  all,  if  Nevada  were 
complaining,  or  the  people  of  Nevada  were  complaining,  of  a  rate 
to  San  Francisco  given  in  each  instance  upon  westbound  traffic,  it 
would  he  necessary  to  show  that  Nevada  or  its  territory  is  in  com- 
pel it  ion  with  the  territory  of  California  in  business  and  that  the  dis- 
parity between  the  two  rates  injuriously  affected  the  business  of 
Nevada,  would  it  not? 

Mr.  Bartine.  It  would  be.  and  I  think  it  has  been  shown.  That 
is  what  we  have  insisted  upon. 

Senator  Cummins.  I  am  examining  it  abstractly.  I  want  to  see. 
if  I  can.  in  what  respect  the  law  should  be  modified  or  strengthened 
to  bring-  about  more  perfect  justice. 

Mr.  Baktixk.  Yes,  sir. 

Senator  Cummins.  Now.  in  all  your  proceedings  before  the  Inter- 
state Commerce  Commission,  that  has  been  the  underlying  thought, 
has  it  not? 

Mr.  Bartine.  It  certainly  has. 

Senator  Cummins.  And  you  have  shown,  or  believe  that  you  have 
shown,  all  the  time,  that  the  lesser  rate  given  to  the  terminal  points 
injuriously  affected  the  development  and  growth  of  your  community? 

Mr.  Bartine.  We  have  tried  to  do  that,  and  I  think  we  have  suc- 
ceeded. 

Senator  Cummins.  Has  that  vital  and  fundamental  proposition 
ever  been  disputed  by  the  coast  points? 

Mr.  Bartine.  Yes,  sir;  it  has.  It  has  been  disputed  in  this  way: 
They  have  persisted  in  carrying  us  back  to  the  days  of  the  clipper 
ships  and  ox  teams,  and  have  insisted  that  the  true  method  of  rate 
making  was  to  take  the  water  rate  to  the  coast  plus  the  additional 
charge  the  railroads  might  make — plus  the  local  charge  back  from 
the  coast  to  the  interior  points — and  in  that  way  they  have  claimed 
that  we  have  obtained  the  very  best  natural  rates,  but  of  course  en- 
tirely ignoring  all  the  improvements  that  have  taken  place,  denying 
to  us  the  benefit  of  the  railroad  system  that  has  been  constructed  and 
built  up  in  this  country,  and.  as  I  said  before,  keeping  us  back  in  the 
age  of  the  clipper  ships  and  ox  teams. 

Senator  Cummins.  Without  regard  to  that,  have  they  ever  denied 
that  you  are  in  competition  with  the  terminal  territory  and  that  you 
would  develop  faster  if  you  had  a  rate  that  was  properly  propor- 
t  ioned  to  the  terminal  rate '. 

Mr.  Baktixk.  Well,  they  may  have  possibly  denied  that  in  a  vague, 
general  way.  They  have  assumed  that  Nevada  was  developing  just 
about  as  rapidly  as  its  natural  resources  would  permit.  There  has 
never  been  any  satisfactory  showing  upon  that  point  at  all.  It  was 
never  satisfactory  to  me,  and  I  have  always  combated  it,  because  it 
stands  to  reason  that  an  unfavorable  freight  rate  is  a  hindrance  to 
the  development  of  any  community. 

Senator  Cummins.  You  believe,  I  assume  from  the  general  course 
of  your  argument,  that  even  if  there  had  been  no  fourth  section  in  the 
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law  you  would  have  been  entitled  to  the  relief  which  you  ask  at  the 
hands  of  the  Interstate  Commerce  Commission? 

Mr.  Bartine.  I  have  not  the  slightest  doubt  of  it.  Senator  Cum- 
mins. 

Senator  Cummins.  So  that  without  any  modification  of  the  law. 
even  with  the  elimination  of  the  fourth  section  in  your  case,  justice, 
from  your  standpoint,  would  be  secured? 

Mr.  Bartine.  I  have  not  any  doubt  about  it,  provided,  of  course, 
that  the  law  was  properly  administered. 

Senator  Cummins.  Now  we  come  to  the  fourth  section.  Your  view 
of  it  is  that  in  no  case  should  the  privileges  given  in  the  fourth  sec- 
tion, if  any  are  given,  be  extended  to  a  case  in  which  a  violation  of  the 
third  section  would  not  be  permitted  ? 

Mr.  Babttne.  Oh.  I  think  that  is  fair.  I  think  the  fourth  section 
is  intended  to  make  this  one  particular  form  of  discrimination  per- 
fectly clear  and  objectionable  and  to  guard  against  it  specially. 

Senator  Cummins.  I  understand  that  view,  but  if  the  Interstate 
Commerce  Commission  had  been  convinced  of  that,  in  the  absence  of 
a  fourth  section,  the  intermountain  case  was  complete  and  furnished 
a  reason  for  a  remedy,  is  there  anything  in  the  decisions  of  the  Inter- 
state Commerce  Commission  to  indicate  that  it  is  fair  to  give  that 
section,  namely,  the  fourth  section,  an  application  that  will  destroy 
the  third  section  I 

Mr.  Bartine.  I  should  say  certainly  not.  It  is  an  established  rule 
of  statutory  interpretation,  as  you  know  as  well  as  I  do,  that  all 
statutes  and  parts  of  statutes  in  pari  materia  should  be  construed 
together  and  be  made  to  stand  together  as  far  as  possible. 

Senator  Cummins.  I  am  thoroughly  familiar  with  the  decisions  of 
the  Interstate  Commerce  Commission,  and  in  this  connection  I  do 
not  remember  any  reference  in  any  of  them  to  that  point,  that  in 
allowing  the  exception  provided  for  in  the  fourth  section  of  the  act 
they  are.  in  fact,  neutralizing  and  nullifying  the  third  section  of 
the  law. 

Mr.  Bartine.  The  only  thing  I  can  recall.  Senator,  is  the  expres- 
sion I  have  just  mentioned  as  coming  from  Commissioner  Lane,  and 
that  only  touched  it  remotely,  that  a  shipper  is  entitled  to  something 
more  than  a  just  and  reasonable  rate.  He  is  entitled  to  a  nondiscrimi- 
natory rate,  which  would  indicate  to  me 

Senator  Cummins.  Do  you  believe  that  if  the  fourth  section  had 
not  been  in  existence  that  Reno  and  Spokane  and  Salt  Lake  would 
have  been  given  relief  long  ago  under  the  third  section? 

Mr.  Bartine.  Well,  it  is  asking  too  much  of  me  to  request  me  to 
state  an  opinion  upon  that  point,  because  we  would  have  had  to  deal 
with  the  Interstate  Commerce  Commission,  and  then  we  would  have 
had  to  deal  with  the  courts,  as  the  matters  were  contested  there;  but 
it  is  my  opinion  that  we  would  have  been  better  off  in  all  these  cases 
without  the  amended  fourth  section. 

Senator  Cummins.  If  I  have  correctly  interpreted  your  argument 
or  your  statement,  the  effect  of  it  is,  it  is  believed  on  your  part  that 
the*  fourth  section,  as  applied  to  this  western  situation,  instead  of 
being  a  fortification  of  the  third  section,  which  forbids  discrimina- 
tion, has  been  used  to  sustain  a  discrimination. 

Mr.  Bartine.  I  think  you  are  absolutely  correct  in  the  conclusion 
which  you  have  drawn  in  reference  to  my  testimony,  and  if  it  will 
not  break  in  on  your  thought  I  should  like  to  give  a  reason.    May  I? 
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Senator  Cummins.  Certainly. 

Mr.  Bakttne.  If  the  fourth  section  had  not  been  enacted  every 
railroad  practicing  discrimination  would  have  been  the  subject  of  a 
complaint.  There  we  would  have  had  a  special  case,  and  each  case 
would  have  been  decided  upon  its  own  merits.  The  fourth  section 
was  amended,  and  the  Interstate  Commerce  Commission  has  so  con- 
strued that  law,  that  any  number  of  railroads  may  join  in  petitions 
and  the  commission  may  then  make  a  general  and  sweeping  order 
covering  the  whole  United  States  and  call  it  special.  For  that  reason 
we  are  worse  off  than  we  were  before. 

Senator  Cummins.  If,  then,  as  between  the  two  alternatives  of 
maintaining  the  fourth  section  as  it  is  and  repealing  it  entirely, 
making  no  provision  in  the  law  with  regard  to  the  long-and-short 
haul,  I  take  it  that  you  are  of  the  opinion  that  the  country  would  be 
better  off.  relying  upon  the  third  section  alone,  forbidding  discrimi- 
nation. 

Mr.  Bartine.  I  certainly  feel  that  way,  Senator  Cummins. 

Senator  Cummins.  Why  would  that  not  be,  after  all,  the  best  solu- 
tion of  that  question,  with  a  positive  prohibition  against  discrimina- 
tion, leaving  the  Interstate  Commerce  Commission  to  apply  that  rule 
without  any  exception  at  all;  that  is,  I  mean  undue  or  unjust  dis- 
crimination, of  course?  Why  would  not  that,  in  the  end,  with  an  in- 
telligent and,  of  course,  honest  Interstate  Commission,  do  more  to 
bring  about  a  proper  adjustment  of  the  railroads  of  the  country  than 
anything  we  can  provide? 

Mr.  Bartine.  For  the  simple  reason,  Senator  Cummins,  that  you 
are  putting  the  whole  matter  up  to  the  Interstate  Commerce  Commis- 
sion, which  is  composed  of  nine  members,  not  one  of  whom  is  infal- 
lible, and  in  dealing  with  each  particular  case  under  that  third  sec- 
tion the  Interstate  Commerce  Commission  would  take  into  consid- 
eration all  the  facts  and  circumstances,  and  it  might  find  cases  which, 
in  its  judgment,  would  justify  a  higher  charge  for  a  shorter  than  for 
a  longer  haul.  Now,  if  we  have  a  plain,  simple,  brief  provision  pro- 
hibiting that  particular  form  of  discrimination  then  the  Interstate 
Commerce  Commission  is  deprived  of  all  jurisdiction  upon  that  point 
and  can  only  deal  with  other  forms  of  discrimination. 

Senator  Cummins.  I  do  not  even  mean  to  suggest  that  what  I  am 
about  to  say  applies  to  this  western  situation,  but  can  you  not  con- 
ceive a  case  in  which  a  greater  charge  for  the  shorter  distance  would 
be  fair  and  would  not  result  in  any  discrimination  between  localities? 

Mr.  Bartine.  Well,  it  would  impose  a  considerable  strain  upon  my 
imagination.  I  think  I  stated  that  yesterday.  I  can  not  conceive  of 
a  case  and  can  not  think  of  one  in  which  a  higher  charge  for  a  shorter 
haul  along  the  same  line  in  the  same  direction  is  justifiable.  I  can 
not  imagine  a  case. 

Senator  Cummins.  Viewed  from  the  standpoint  of  the  cost  of 
service  and  operating  expenses,  I  think  you  are  right — at  least  I 
can  not  conceive  of  any  such  case — but  viewed  from  the  standpoint 
of  the  development  of  the  country,  it  seems  to  me  there  may  be  such  a 
case,  but  I  agree  with  you  that  it  always  ought  to  be  done  with  no 
unjust  preference  or  discrimination. 

Mr.  Bartine.  Yes,  sir. 

Senator  Cummins.  And  I  would  like  to  see  the  law  so  amended,  if 
it  needs  amendment,  that  that  shall  be  the  supreme  command  of  the 
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statute,  that  each  community  shall  have  its  fair  chance  to  grow  and 
develop,  and,  of  course,  be  entitled  to  reasonable  rates,  and  I  have 
been  suggesting  these  things  because  they  have  been  running  through 
my  mind,  and  I  have  them  in  mind,  and  because  this  blanket  rate  is 
utterly  mysterious  to  me.  I  do  not  understand  why  Reno  should 
have  the  same  rate  to  the  East  that  San  Francisco  has.  or  to  pay  the 
same  rate,  and  have  the  blanket  rates  as  far  east  as  Omaha — I  do 
not  think  it  does — but  if  it  does,  why  Eeno  should  get  into  the  East 
at  the  same  rate  as  Omaha  gets  into  the  East.  There  may  be  reasons 
for  these  things,  but  they  are  not  obvious  to  me. 

Mr.  Bartine.  May  I  make  a  suggestion  there '( 

Senator  Cummins.  Yes,  sir. 

Mr.  Bartine.  I  am  not  here  for  the  purpose  of  defending  the  zone 
system,  which,  of  course,  means  the  blanketing  of  rates,  but  I  think 
I  can  see  what  the  motive  of  the  railroads  was  in  establishing  these 
zones  and  blanketing  the  rates  as  they  have.  Unless  you  have  the 
zone  system,  you  are  going  right  back  upon  the  mileage  basis,  if  you 
consider  nothing  but  distance.  The  fixing  of  rates  upon  that  basis  is 
almost  impossible.  It  is  at  least  impracticable,  because  there  are  so 
many  communities  and  so  large  a  number  of  commodities. 

Senator  Cummins.  I  perceive  that,  and,  of  course,  the  zone  system 
must  be  admitted  into  any  practical  adjustment,  but  the  zone  system 
can  easily  be  abused  just  as  easily  as  the  long-and-short-haul  clause. 
When  the  Government  undertook  to  establish  a  zone  system  for  the 
shipment  of  parcel-post  matter  these  zones  were  reasonably  nar- 
row and  have  been  practically  all  constructed  upon  what  might  be 
assumed  to  be  the  cost  of  service.  But  when  it  is  said  that  California 
has  a  certain  rate  on  citrus  fruit  to  the  eastern  part  of  the  United 
States,  and  then  when  they  began  to  grow  it  in  Arizona,  that  Arizona 
should  pay  the  same  rate,  that  seems  to  be  a  widening  of  the  field 
unnecessarily  and  unreasonably,  possibly.  What  do  you  think  of 
that? 

Mr.  Bartine.  In  view  of  the  fact  there  are  only  six  or  seven  zones 
in  this  vast  domain  of  ours,  I  think  your  suggestion  is  a  very  good 
one  and  entitled  to  a  great  deal  of  weight.  I  have  no  doubt  the  zones 
are  too  large  and  great  and  varying  conditions  might  arise  in  the 
same  zone.  A  zone  is  based  generally  on  the  theory  that  the  condi- 
tions are  substantially  the  same  throughout  the  entire  zone,  but  if 
the  zone  covers  an  area  of  500,000  square  miles  it  is  likely  that  there 
may  be  varying  and  different  conditions  in  the  zone.  I  think  if  the 
zone  system  is  preserved  that  it  might  be  well  to  make  the  zones 
smaller. 

Senator  Cummins.  If  I  gather  the  views  of  the  railways  correctly 
in  establishing  these  zones — and  they  are  in  all  forms  and  cross  each 
other  at  a  thousand  different  points — they  have  tried  in  a  general 
way  to  annihilate  distance  and  to  give  every  community  producing 
a  certain  article  an  even  opportunity  to  get  into  the  market  with  that 
article  on  even  terms.  I  have  mentioned  one  of  the  cases  of  the  lum- 
ber rates  from  the  northwest  part  of  the  country  to  the  Mississippi 
River  Valley  or  the  Mississippi  and  Missouri  territory,  in  which 
there  was  an  attempt  made  to  enable  the  lumber  of  this  country  to 
get  into  this  territory  at  about  the  same  rate  as  lumber  from  the 
southern  or  northern  part  of  the  country  got  in  at.    Now,  just  how 
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far  we  should  disregard  what  might  be  termed  the  cost  of  service 
theory,  in  order  to  put  in  the  postage-stamp  theory  in  this  country, 
I  do  not  know.  It  seems  to  me  that  that  question  is  involved  in  all 
this  discussion  about  the  long-and-short-haul  clause. 

Mr.  Bartine.  Yesterday  I  suggested  that  every  man  was  con- 
trolled more  or  less  b}-  his  environment.  You  could  not  have  failed 
to  note  from  my  statement  that  I  am  approaching  this  subject  from 
the  viewpoint  of  the  intermountain  country  in  which  I  am  especially 
interested,  and  in  which  discrimination  had  presented  itself  in  the 
most  aggravated  form.  It  is  only  natural  that  I  should  do  this  be- 
cause I  have  Lived  in  that  State  not,  like  my  young  friend  Gardiner, 
8  years,  but  -18  years.  When  you  consider  my  extremely  youthful 
appearance,  you  would  hardly  believe  that,  but  it  is  one  of  those 
painful  truths  that  we  must  admit  at  times. 

For  40  years  of  that  period  T  have  taken  an  active  part  in  the  pub- 
lic life  of  that  section  and,  naturally,  I  approach  this  great  question 
from  the  standpoint  of  the  Intermountain  States  and  their  interests. 
In  all  that  I  have  said  with  regard  to  the  long-and-short-haul  clause 
I  have  had  in  mind  the  charging  of  more  for  a  shorter  than  a  longer 
haul  on  the  same  line  within  the  formula  of  the  statute.  I  recognize 
the  fact  that  a  haul  from  the  north  of  100  miles  might  be  very  much 
more  expensive  than  a  similar  haul  from  the  south,  but  that  would 
not  come  within  the  principle  of  the  long-and-short-haul  clause. 

Mr.  Sims.  Mr.  Bartine,  speaking  of  the  blanket  system  of  rates, 
the  present  rates  on  parcel-post  traffic  is  upon  the  blanket  or  zone 
system,  is  it  not? 

Mr.  Bartine.  Yes,  sir ;  I  believe  it  is. 

Mr.  Sims.  I  do  not  know  how  many  there  are. 

Senator  Cummins.  Seven,  I  think. 

Mr.  Bartine.  I  have  never  had  anything  to  do  with  it. 

Mr.  Sims.  I  suppose  you  will  admit,  for  a  short  haul,  including  all 
unloading  and  forwarding  expenses  on  a  given  quantity  of  freight,  it 
is  more  expensive  per  mile  on  account  of  these  charges  than  it  is  on 
a  proportionately  greater  haul. 

Mr.  Bartine.  I  think  there  is  no  question,  Mr.  Sims,  that  the  cost 
per  ton  per  mile  is  greater  for  a  short  haul  than  for  a  longer  one  if 
there  is  any  material  difference  in  the  length  of  haul.  I  think  it  is 
generally  conceded. 

Mr.  Sims.  Have  you  ever  heard  of  the  railroads  proposing  to 
carry  parcel-post  packages  to  the  sixth  zone  for  less  than  they  carry 
them  to  the  fourth  zone? 

Mr.  Bartine.  I  have  never  heard  of  their  doing  that,  but  the 
Parcel  Post  Service  is  purely  a  governmental  proposition  and  the 
Post  Office  Department  has  been  operated  without  any  regard  to  dis- 
tances. There  has  never  been  a  time  when  it  cost  any  more  to  send  a 
letter  from  New  York  to  San  Francisco  than  from  New  York  to 
Jersey  City,  because  the  Government  is  not  in  the  business  for  the 
purpose  of  making  money.  I  do  not  know  what  the  arrangement  is 
between  the  Government  and  the  railroads  in  regard  to  carrying 
parcel-post  matter.    I  do  not  know  what  it  is. 

Mr.  Sims.  The  parcel-post  matter  is  purely  a  traffic  and  freight 
transaction,  it  is  not? 

Mr.  Bartine.  It  is  between  the  Government  and  the  railroad. 
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Mr.  Sims.  The  actual  service  performed  by  the  railroad  company 
is  a  freight-traffic  service;  it  is  not  a  passenger  service — of  course,  I 
am  not  speaking  of  the  first-class  mail  matter — but  the  conveying  of 
parcel-post  matter  is  simply  the  carrying  of  what  the  express  com- 
panies would  carry,  what  the  railroads  would  also  carry,  if  the  Gov- 
ernment did  not  take  charge  of  it,  and  the  railroads  do  actually 
carry  it  as  far  as  that  is  concerned,  but  the  entire  adjustment  of  rates 
on  parcel  post  is  by  the  zone  system,  is  it  not  ? 

Mr.  Bartine.  I  could  not  say  that  that  is  entirely  true.  It  may  be, 
but,  as  I  say,  I  have  had  nothing  whatever  to  do  Avith  that,  but 
knowing  what  little  I  do  about  governmental  affairs,  I  may  say  that 
the  carrying  of  the  parcel  post  is  purely  a  matter  of  contract  be- 
tween the  Government  and  the  carriers,  the  carriers  making  the  best 
contract  with  the  Government  that  they  can,  and  inasmuch  as,  in  its 
general  mail  service,  the  Government  has  never  considered  the  ele- 
ment of  distance  at  all,  it  is  possible  that  that  same  principle  would 
be  maintained  in  the  carriage  of  parcel-post  matter. 

Mr.  Sims.  It  does  make  a  difference  as  the  law  is  enacted  and  car- 
ried out;  the  Government  charges  one  fee  or  price  for  zone  1,  and  a 
different  price  for  zone  2,  and  so  on,  increasing  as  the  zones  increase 
in  distances. 

Mr.  Bartine.  Yes,  sir. 

Mr.  Esch.  You  might  make  your  analogy  more  perfect  by  citing 
the  zone  system  as  applied  to  express  rates. 

Mr.  Sims.  I  have  my  mind  on  this  other  proposition  now.  Before 
the  Government  took  from  the  railroads  the  carrying  of  this  package 
freight — certain  packages  as  go  now  by  parcel  post — the  railroads 
performed  that  same  service  before  and  covered  the  whole  country, 
although  it  is  true  they  did  it  through  the  form  of  express  com- 
panies, but  the  express  company  is  nothing  but  an  arrangement  by 
which  the  railroads  still  carry  the  business,  and  do  the  work,  but  get 
rid  of  a  lot  of  clerical  work,  and  detail  work,  and  expense  that  they 
would  otherwise  as  railroads  incur.  But  the  zone  system,  which  is 
simpty  nothing  more  than  a  blanket  system  of  rates  between  certain 
distances,  applies  absolutely  without  exception,  as  I  understand  it, 
throughout  the  United  States  as  far  as  the  delivery  of  parcel-post 
packages  is  concerned.  Now,  suppose  the  steamship  companies  should 
say.  on  the  Pacific  coast  and  on  the  Atlantic  coast,  to  the  Government 
of  the  United  States,  "  We  will  carry  all  these  packages  that  the 
railroads  do,  the  same  distance  the  railroads  do,  or  to  the  same  points 
that  railroads  carry  them,  for  60  per  cent  of  what  the  railroads  carry 
them,"  would  the  railroads  then,  do  you  suppose,  come  in  and  make 
a  proposition  to  the  Government  that  "  We  will  reduce  our  charge 
60  per  cent  on  all  water-competing  parcel-post  service?  " 

Mr.  Bartine.  Of  course,  I  have  no  way  of  knowing  what  the  rail- 
roads would  do  in  that  case.  Like  my  learned  and  distinguished 
predecessor,  Patrick  Henry,  I  have  only  one  light  to  guide  my  foot- 
steps, and  that  is  experience.  It  would  be  up  to  the  Government, 
and  optional  with  the  Government,  as  to  whether  or  not  it  made  a 
contract  of  that  kind. 

Mr.  Sims.  I  catch  your  idea. 

Mr.  Bartine.  May  I  go  further? 
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Mr.  Sims.    Yes. 

Sir.  Bartine.  I  am  dealing  with  this  whole  matter  as  a  practical 
proposition.  The  carriage  of  parcel  post  docs  not  present  the  ques- 
tion of  discrimination,  which  is  the  evil  we  are  complaining  against. 
Those  packages  are  small  in  hulk  and  weight,  and  the  stuti'  in  gen- 
eral is  not  carried  in  wholesale  hulk  for  the  purpose  of  being  dis- 
tributed and  sold,  or  anything  of  that  kind.  Now,  it  is  not  hard 
upon  A  to  pay  a  certain  rate  on  a  parcel-post  package,  if  point  B 
farther  on  got  a  similar  package  at  the  same  rate  or  a  lower  rate, 
which,  as  a  matter  of  fact,  he  does  not.  But  the  objection  we  ar  ■ 
making  is  not  that  we  should  have  the  benefit  of  the  shorter  haul, 
hut  that  we  should  not  he  charged  any  more.  That  is  all.  But,  in 
the  parcel-post  arrangement,  while  T  am  not  familiar  with  it.  I 
am  perfectly  sure  there  is  no  higher  charge  for  a  shorter  than  a 
longer  haul  on  the  same  line  in  the  same  direction. 

Mr.  Sims.  There  is  absolutely  none,  and  I  was  trying  to  make  it 
apply  to  the  present  situation;  that  it*  the  railroad  carrier  can  not 
perform  a  service  as  cheaply  as  the  water  carrier,  that  the  water 
carrier  should  not  he  prevented  from  carrying  it  as  low  as  it  can  or 
is  willing  to  carry  it. 

Mr.  Bartine.  I  have  taken  the  position  all  along  that  the  water 
carriers  have  as  much  right  to  live  as  the  rail  carriers,  and  it  is  to  the 
interest  of  this  country  to  build  up  ocean  carriage,  which  was 
one  of  the  purposes  of  the  construction  of  the  Panama  ('anal,  and 
one  should  not  he  permitted  by  artificial  means  to  beat  down  the 
other. 

Mr.  Sims.  But  suppose  the  steamship  lines  plying  between  the 
Pacific  and  Atlantic  see  a  vast  amount  of  parcels-package  stuff 
passing  between  these  two  sections  of  the  country,  and  say  to  the 
Government  of  the  United  States,  "You  are  sending  these  packages 
by  the  railroads.  Now,  we  will  carry  them  for  just  half  what  the 
railroads  do  and  take  the  entire  business  from  coast  to  coast."  Sup- 
pose this  amounted  to  $100,000,000;  suppose  the  Postmaster  General 
come.-  to  Congress  and  says.  "We  have  this  offer  to  carry  these 
packages  for  $50,000,000  less  than  the  Government  pays  now.v 
Suppose  he  says  it  will  be  just  as  well  to  carry  them  that  way  and 
asks  Congress  what  to  do?  Do  you  not  suppose  Congress  w7ould 
say.  "  You  accept  the  $50,000,000,  provided  they  can  serve  the  people 
of  the  country  as  well  "  \ 

Mr.  Bartine.  I  think  T  catch  your  idea  now. 

Mr.  Sims.  Now,  the  railroads  come  along  and,  as  far  as  the  coast- 
to-coast  packages  are  concerned,  say.  "  We  have  to  run  our  trains  in 
connection  with  the  other  mail  service,  and  we  will  take  this  stuff 
at  that  rate.'*  Would  not  Congress  say,  "  We  wTill  let  it  go  that  way : 
anyhow.  Congress  saves  $50,000,000  and  the  people  are  served"? 

Mr.  Bartine.  Congress  has  a  right  to  do  as  it  pleases  for  the  best 
interests  of  the  people,  but  we  are  dealing  with  the  Interstate  Com- 
merce Commission,  which  is  not  making  laws  but  is  administering 
laws.  I  think,  if  you  wTill  pardon  me,  Mr.  Sims,  that  a  more  parallel 
case  would  be  this:  Suppose  the  Government  made  this  advantageous 
contract  with  the  water  carriers  and  then  the  Interstate  Commerce 
Commission    should   step   in   and    make   an   order   allowing  the  rail 
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carriers  to  apply  the  same  rate  at  the  coast  terminals — which.  I  might 
say.  I  do  not  think  would  come  within  its  jurisdiction:  I  do  not  think 
the  Interstate  Commerce  Commission  could  regulate  the  rate  on  mail 
matter,  and  I  do  not  think  it  would  attempt  it 

Mr.  Sims.  They  do  now.    They  consider  it  in  making  ocean  rates. 

Senator  Cummins.  That  is  only  between  the  Government  and  the 
carrier.  It  does  not  affect  the  rate  paid  by  the  person  who  receives 
the  package. 

Mr.  Bartine.  That  is  so.  but  suppose  the  Government  had  an  ad- 
vantageous contract  of  that  kind  with  the  water  carriers  and  that 
contract  was  to  run  a  considerable  length  of  time,  as  they  always  do, 
and  suppose  the  Interstate  Commerce  Commission  steps  in  and  makes 
an  order  that  puts  those  water  carriers  out  of  business? 

Mr.  Sims.  I  do  not  think  the  Interstate  Commerce  Commission 
could  overrule  the  direct  authority  of  Congress  to  accept  the 
lowest  bid. 

Mr.  Bartine.  I  was  thinking  of  the  principle,  because  that  pre- 
sents a  parallel  case. 

Mr.  Sims.  Do  you  not  think  the  Parcel  Post  Service,  as  far  as  it 
goes,  has  been  decidedly  of  advantage  and  to  the  best  interests  of  the 
public  as  compared  with  th#  former  express  service? 

Mr.  Bartine.  Well,  taking  it  as  a  whole.  I  would  not  be  able  to 
say  whether  it  has  or  not.  The  express  service  in  our  section  of  the 
country  has  always  been  exceedingly  good.  1  do  not  think  the  Parcel 
Post  Service  is  any  better,  and.  as  a  rule,  it  is  only  used,  generally 
speaking,  for  the  carrying  of  small  packages,  but  I  am  really  not  in 
a  position  to  say  whether  it  is  better  or  worse,  because  we  have  had 
nothing  whatever  to  do  with  that. 

Mr.  Sims.   It  is  much  less  cost  to  the  people. 

Mr.  Bartine.  Well,  that  is  an  advantage. 

Mr.  Sims.  It  has  been  less  than  they  formerly  paid. 

Mr.  Bartine.  Yes.  sir. 

Mr.  Sims.  Is  it  not  a  fact  that  it  is  a  better  service  and  more  prompt 
service  than  express  service  that  is  given  \ 

Mr.  Bartine.  I  can  not  say  that  it  is  in  our  section.  It  may  be  so 
generally. 

Mr.  Esch.  The  Government  does  not  have  a  collection  service  and 
express  companies  do. 

Mr.  Sims.  Which  is  a  very  unnecessary  service.  When  I  left 
Lexington  last  October  I  bought  a  Tennessee  ham.  and  in  order  to 
be  sure  I  would  get  it  in  time  I  expressed  it  and  watched  them  load 
it.  Three  days  later  the  man  with  whom  we  were  stopping  sent  by 
parcel  post  some  fresh  string  beans.  We  got  them,  but  not  the  ham. 
and  I  do  not  know  when  we  will  get  it.  The  railroads  seem  to  have 
paid  more  attention  to  the  mail  matter,  as  to  which  they  have  a  Gov- 
ernment contract,  than  they  did  to  the  express  matter. 

Senator  Cummins.  You  ought  not  to  tempt  the  employees  b}'  put- 
ting a  ham  in  their  possession. 

The  Vice  Chairman.  Ham  was  more  tempting  than  the  string 
beans  evidently.     [Laughter.] 

Mr.  Sims.  My  information,  as  far  as  it  has  gone,  taken  by  and 
large,  including  the  rural  service,  is  that  the  Parcel  Post  Service  is 
one  of  the  most  popular  services  in  the  United  States,  and  it  is 
nothing  but  a   transportation  service,  being  the  transportation  of 
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such  stuff  as  goes  as  freight  and  not  intelligence,  and  making  a  ham 
postal  matter  was  simply  an  ad  of  law,  and  therefore  making  a 
matter  mailable  is  nothing  bul  statutory  law. 

The  Vice  Chairman.  That  is  what  yon  call  malum  prohibitum  and 
not  malum  in  se. 

Mr.  Sims.  As  far  as  I  am  concerned,  I  can  not  see  any  difference 
in  principle,  whatever,  in  mailing  a  ham  and  mailing  a  hook  the  same 
way  the  -a me  distance,  or  at  the  same  cost,  or  sending  it  by  express 
or  freight :  and  it  seems  to  me  we  should  view  this  question  from  the 
by  and  large  viewpoint,  what  is  best  for  the  whole  country  in  all 
the  detail-  and  ramifications  of  service  to  be  performed.  Having  seen 
your  State  and  having  gone  through  it.  and  thinking  it  has  not  been 
as  much  favored  by  the  Maker  of  the  surface  as  others  have,  in  legis- 
lation I  think  yon  should  have  a  square  deal;  but  we  have  to  decide 
the  matter  with  all  the  evidence  before  us. 

Senator  Cummins.  The  railroads  claim  that  the  Parcel  Post  Serv- 
ice is  not  profitable,  from  the  fact  that  the  Government  has  made  the 
railroads  carry  the  parcel-post  matter  for  nothing  for  the  last  four 
or  five  years.  AVe  make  contracts  for  weights,  and  we  made  them 
only  once  in  every  four  years.    I  have  heard  this  complained  of. 

Mr.  Bartine.  Mr.  Sims  carried  me  into  a  newT  field  and  took  up  the 
matter  of  parcel-post  transportation,  something  with  which  I  have 
had  nothing  whatever  to  do,  and  to  which  I  have  given  no  thought, 
and  my  answers  are  "  right  off  the  bat,"  to  use  a  slang  expression.  In 
order  to  be  secure  on  the  record,  I  want  it  understood  that  I  am  not 
definitely  committed  to  anything  with  regard  to  the  Parcel  Post 
Service. 

The  Vice  Chairman.  T  make  the  point  that  we  should  not  discuss 
the  parcel  post  without  the  presence  of  Judge  Moon. 

The  Chairman.  Your  contention  is  that  the  public  interests  re- 
quire that  the  rail  carriers  should  not  be  permitted  to  drive  the  water 
carriers  out  of  business  through  the  Panama  Canal? 

Mr.  Bartine.  That  is  my  contention — by  legal  methods.  If  they 
can  do  it  by  natural  competition,  of  course,  they  may. 

The  Chairman.  How  far  do  you  think  the  rail  carriers  should- be 
permitted  to  go  in  the  line  of  competition  ? 

Mr.  Bartine.  I  think  they  should  be  permitted  to  go  just  as  far 
as  they  possibly  can  without  practicing  discrimination  against  their 
pat  ions,  who  are  removed  from  the  points  of  competition:  for  exam- 
ple, if  one  of  these  transcontinental  lines  wishes  to  lower  its  rates  at 
the  coast  in  order  to  meet  competition,  they  should  be  permitted  to 
do  so.  but  it  should  not  be  permitted  to  do  so  under  circumstances 
that  would  work  a  wrong  and  injustice  to  the  people  of  Reno  and 
Winnemucca  and  Elko.    They  should  scale  their  rates  justly. 

The  Chairman.  You  believe  that  the  public  interest  requires  that. 
as  far  as  the  general  public  is  concerned  '. 

Mr.  Bartine.  Yes.  sir. 

The  Chairman.  Now.  with  reference  to  the  interests  of  the  coast 
port-,  what  do  you  think  would  be  the  effect  upon  them  and  the  job- 
ber-; in  these  coast  ports,  and  the  prosperity  of  the  coast  ports  gen- 
erally, if  the  policy  upon  which  you  insist  should  be  carried  out  \ 

Mi'.  Bartine.  My  opinion  is  that  the  coast  points,  upon  the  whole, 
would  be  benefited  by  removing  this  discrimination.  The  objection 
to  the  contention  of  the  intermountain  territory,  on  the  part  of  the 
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cost  cities,  has  always  come  from  the  jobbing  interests.  Now,  the 
amount  of  the  jobbing  interests  involved  is  scarcely  a  drop  in  the 
bucket  here  in  the  State  of  California  compared  with  the  aggregate 
of  business.  If  this  change  were  made  which  we  ask  for,  these  job- 
bers could  never  be  put  out  of  business.  They  would  only  be  de- 
prived of  a  very  small  part  of  it,  and  that  is  the  jobbing  trade  which 
consists  of  redistributing  goods  they  have  received  from  the  east. 
It  would  still  be  in  a  position  to  job  all  the  products  of  California: 
and  if  that  resulted  in  the  upbuilding,  as  it  undoubtedly  would,  of 
the  intermountain  country,  it  would  furnish  a  very  much  better 
market  for  the  products  of  California. 

The  Chairman.  Do  you  think  the  jobbers  are  principally  engaged 
in  jobbing  the  products  of  California? 

Mr.  Bartine.  Yes,  sir. 

The  Chairman.  You  contention  is  that  the  enlargment  of  the 
population  of  the  intermountain  region  would  be  to  great  advantage 
of  the  coast  cities  ? 

Mr.  Bartine.  Why,  I  think  there  is  no  doubt  about  it;  and  taking 
Nevada  as  a  sample,  you  will  pardon  me  if  I  toot  that  State's  horn 
a  little  bit. 

The  Chairman.  Certainly. 

Mr.  Bartine.  The  commercial  travelers  and  drummers  have  re- 
peatedly said  that,  in  proportion  to  population,  the  State  of  Nevada 
is  the  best  market  in  the  United  States  for  the  sale  of  goods.  It  has 
always  been  a  State  where  high  wages  prevail,  where  high  price  levels 
obtain,  and  the  worker  has  been  well  paid  for  his  services.  He  is  a 
liberal  spender  and  buys  largely  the  best  quality  of  goods.  Now,  if 
the  population  of  Nevada  were  increased — we  will  say  100,000,  to 
follow  your  question  propounded  to  Mr.  Gardiner  the  other  clay — 
there  would  be  100,000  additional  consumers  in  the  State  of  Nevada, 
and  the  railroads  in  bringing  freight  from  the  East  would  save,  in 
the  first  place,  by  leaving  off  the  goods  there  in  Nevada,  making  the 
haul  very  much  shorter  and  reducing  the  cost  of  transportation. 
That  is  only  one  thing.  There  would  be  a  population  of  100,000 
added  along'  the  lines  of  the  railroad.  These  100.000,  I  should  ven- 
ture to  say.  on  an  average,  would  buy  and  consume  twice  as  much  as 
the  same  number  of  poorer  people  in  San  Francisco,  because  they  are 
able  to  do  it. 

The  Vice  Chairman.  If  the  chairman  will  pardon  me.  would  not 
that  hundred  thousand  additional  people  also  produce  something 
additional  for  the  railroads  to  haul  out? 

Mr.  Bartine.  Surely.  If  they  were  there,  they  would  certainly 
be  doing  something,  and  we  are  now,  thanks  to  Senator  Newlands's 
water  projects,  engaging  more  largely  in  agriculture.  One  hundred 
thousand  people  would  have  to  be  doing  something,  and  there  would 
be  not  only  more  goods  brought  in  but  more  goods  carried  out  and 
more  goods  traveling  from  point  to  point  in  the  State,  while  the 
100,000  people  living  in  San  Francisco  would  simply  receive  the 
goods  and  consume  them,  and  that  is  all  there  would  be  to  it. 

The  Chairman.  The  State  of  Nevada  is  mainly  served  by;  the 
Southern  Pacific  Railroad? 

Mr.  Bartine.  Yes,  sir;  and  I  think  for  a  great  many  years  it  will 
be  mainlv  served  in  that  way. 
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The  Chairman.  I  believe,  with  you.  that  Nevada  has  been  the 
Southern  Pacific's  neglected  asset.  I  wanted  to  ask  you  whether,  so 
far  as  the  Southern  Pacific  is  concerned,  100,000  people  added  to  the 
population  of  Nevada  would  be  of  more  benefit  to  it  than  100,000 
added  to  the  population  of  San  Francisco? 

Mr.  Bartine.  It  seems  to  me.  Senator,  that  what  I  have  said  prac- 
tically answers  that  question.  I  think  they  would  be  very  much,  for 
the  reasons  I  have  given  you. 

The  Chairman.  Then  I  understand  you  to  contend  that  the  public 
interest  demands  that  the  water  service,  as  the  cheaper  service,  should 
not  be  lessened  by  any  artificial  action. 

Mr.  Bartine.  That  is  my  position;  yes,  sir. 

The  Chairman.  Yon  also  insist  that,  so  far  as  the  port  cities  of 
the  Pacific  coast  are  concerned,  engaged  in  the  jobbing  business,  those 
cities  and  the  entire  production  of  California  and  the  Coast  States 
would  be  benefited  by  a  policy  which  would  increase  the  population 
and  the  industries  of  the  intermountain  regions. 

Mr.  Bartine.  They  would  be  benefited  and  at  the  same  time  a  rank 
injustice  would  be  wiped  out. 

The  Chairman.  You  have  also  claimed  that  the  interests  of  the 
intermountain  region  itself  would  be  largely  enhanced  by  this 
policy '. 

Mr.  Bartine.  I  have  no  doubt  of  it. 

The  Chairman.  Have  you  any  idea  as  to  whether  the  transporta- 
tion of  rail  tonnage  has  increased  of  late  years? 

Mr.  Bartine.  Only  a  vague  idea.  I  will  not  say  vague,  but  a  very 
general  idea.  When  the  Spokane  case  was  under  consideration  in 
1906  the  estimate  was  that  the  total  amount  of  rail  tonnage  reaching 
the  coast  was  3,000.000. 

The  Chairman.  When  was  that? 

Mr.  Bartine.  Eleven  years  ago,  in  1906.  In  all  subsequent  hear- 
ings that  figure,  3.000,000  tons,  was  accepted  as  being  approximately 
the  amount  of  rail  tonnage,  the  assumption  being  that  there  had 
been  no  increase,  although  we  knew  that  our  western  country  had 
grown  immensely  during  that  time.  Still,  in  our  hearings,  the  rail 
carriers,  in  defense  of  the  coast  rates  at  the  terminals,  have  constantly 
dwelt  on  the  increase  of  the  water  tonnage,  assuming  that  the  rail 
tonnage  remained  the  same.  Just  before  the  hearing  in  Washington 
which  led  to  the  cancellation  of  the  schedule  C  order  I  wrote  to  the 
traffic  officials  of  the  different  railroads  reaching  the  Pacific  coast, 
asking  for  specific  figures  as  to  the  amount  of  their  tonnage.  The 
Western  Pacific  was  in  the  hands  of  a  receiver  at  that  time,  and  in 
one  week  I  got  the  tonnage  from  that  road.  It  was  comparatively 
small,  because  the  road  was  in  a  bad  way,  but  every  other  road  po- 
litely declined  to  give  the  information,  saying  it  was  too  much 
trouble  and  too  expensive.  When  we  argued  the  matter  before  the 
Interstate  Commerce  Commission  I  requested  that  the  commission 
require  the  railroads  to  furnish  the  figures  showing  the  amount  of 
westbound  tonnage  that  reach  the  Pacific  coast.  It  could  compel  it. 
A  State  commission,  of  course,  could  not  do  so.  I  do  not  know 
what  action,  if  any,  the  Interstate  Commerce  Commission  ever  took 
upon  that  request — I  think  it  took  none — but  among  the  witnesses 
who  testified  there  was  a  very  prominent  official  of  the  Pennsylvania 
117900— 19— vol  3^ 28 
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Railroad.  I  do  not  recollect  his  name,  but  he  was  evidently  a  man 
of  high  standing  upon  that  road,  a  very  intelligent  man.  He  was 
asked  the  question  point-blank  if  he  thought  that  7,000,000  tons  car- 
ried by  rail  was  an  overestimate,  and  he  said  he  did  not.  He  said 
he  thought  it  was  a  moderate  estimate,  for  the  reason  that  there  was 
about  a  million  and  a  half  tons  of  structural  iron  and  steel  alone. 

Now,  that  is  a  little  in  the  way  of  a  basis  to  go  on.  There  is  no 
doubt  in  the  world  that  these  figures  can  be  secured.  Along  that 
line,  Senator  Cummins  has  asked  some  of  the  witnesses  whether  the 
water  competition  was  ever  such  as  to  put  any  considerable  portion  of 
the  railways'  equipment  out  of  commission.  The  evidence  at  that 
time  showed  that  the  equipment  was  thoroughly  employed,  and  had 
been  even  during  the  time  when  the  traffic  through  the  canal  was  at  a 
high  figure;  that  there  was  a  congestion  of  freight  in  the  railroads 
and  an  embargo  directed.  Then,  at  that  time,  I  introduced  as  ex- 
hibits the  petitions  of  the  Southern  Pacific  Co.  to  the  California 
commission  and  to  the  Arizona  commission,  asking  leave  to  incur  an 
indebtedness  of  $6,000,000  for  the  purchase  of  new  equipment,  partly 
to  replace  old  and  worn  equipment  and  partly  to  meet  the  increasing 
demands  of  new  business,  all  of  which  goes  to  show  that  the  traffic 
to  the  coast  must  be  increasing,  and  that  it  has  always  amounted  to 
as  much  in  volume  as  the  railroads  could  handle. 

The  Chairman.  Then  the  largest  tonnage  that  you  have  heard 
mentioned  in  these  proceedings  that  would  be  likely  to  go  through 
the  canal,  if  the  canal  had  the  free  opportunity  to  carry  that  tonnage, 
would  not  exceed  7,000,000  tons  ? 

Mr.  Babttne.  That  would  be  the  entire  amount  carried  by  rail. 

The  Chairman.  That  is  the  rail  tonnage,  then? 

Mr.  Bartine.  Yes.  sir. 

The  Chairman.  Very  well.  Now.  then,  the  amount  that  the  rail- 
roads would  lose  would  not  exceed  7,000,000  tons? 

Mr.  Bartine.  They  would  have  to  lose  it  all  to  lose  7,000,000  tons, 
if  that  is  the  correct  figure. 

The  Chairman.  Very  well:  we  will  assume  that  the  water  carriers 
through  the  canal  should  make  rates  so  low  that  it  would  get  all 
the  coast-to-coast  tonnage.  Have  you  any  idea  what  that  tonnage 
would  be? 

Mr.  Bartine.  Only  in  a  rough  way.  We  have  the  figures  in  our 
office,  but  I  can  not  carry  them  around  in  my  head.  I  suppose  of 
the  7,000,000  tons  of  coast-to- coast  traffic  that  which  would  naturally 
move  by  water  probably  would  not  exceed  one-fourth  of  the  total 
that  moves  from  the  Atlantic  seaboard,  because  the  railroads  furnish 
the  more  desirable  service.  If  you  will  permit  me,  Senator,  I  wish 
to  say  that  latterly  the  railroads  have  rather  concentrated  their 
efforts  upon  retention  of  the  tonnage  from  the  Atlantic  coast  sea- 
board region  to  the  West,  because  it  is  from  that  region  that  the 
tonnage  to  the  Pacific  coast  mainly  moves  by  water ;  and  upon  that 
point — having  again  in  mind,  Senator,  Senator  Cummins's  suggestion 
about  the  development  and  growth  of  the  interior  country — I  desire 
to  say  that  the  Atlantic  coast  region  must  naturally  expect  to  lose 
some  of  that  coast-to-coast  trade  through  the  development  of  the 
country.  The  natural  effect  of  the  development  of  the  country  is  to 
move  the  great  manufacturing  industries  farther  and  farther  back, 
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and  it  has  already  been  carried  to  such  an  extent  that  Cleveland, 
Detroit,  Chicago,  St.  Louis,  Omaha,  Kansas  City,  and  even  Denver 
have  become  great  manufacturing  centers.  They  must,  of  necessity, 
take  a  great  deal  of  business  from  New  York  and  other  eastern  cities. 
New  York  will  always  have  a  great  field,  but  it  must  expect  to  yield 
much  to  the  interior  of  the  country,  because  the  tendency  of  all  com- 
merce is  to  seek  the  shortest  lines  of  carriage. 

The  Chairman.  Assuming  that  there  are  ships  ready  to  transport 
everything  that  could  go  through  the  canal,  would  there  not  be  a 
large  tonnage  that  would  come  to  the  intermountain  range  from  the 
region  to  which  you  refer,  the  Mississippi  Valley,  and  so  forth  ? 

Mr.  Bartine.  The  evidence  shows  that  the  quantity  from  that  sec- 
tion which  has  been  carried  by  water  is  negligible ;  that  any  competi- 
tion of  that  kind  is  what  our  railroad  friends  call  potential.  It  has 
been  claimed  that  there  is  water  competition  between  Iowa  and  the 
Pacific  coast,  and  long  years  ago  evidence  was  given  showing  that 
there  had  been  a  shipment  of  3,000  tons  of  starch  from  Iowa,  by 
water,  to  the  Pacific  coast.  I  think  it  was  carried  by  rail  to  New 
York  and  taken  by  water  to  the  Isthmus  and  across  the  Isthmus  to 
the  Pacific  Ocean  and  up  the  Pacific  coast  to  San  Francisco.  We 
have  had  those  3,000  tons  of  starch  blown  into  our  faces  ever  since. 
"We  have  heard  of  no  other  water-borne  freight  from  Iowa. 

The  Vice  Chairman.  Why  did  it  not  come  down  the  Mississippi 
River  from  Iowa?    That  is  potential,  is  it  not? 

Mr.  Bartine.  I  do  not  know  anything  about  that. 

The  Chairman.  Assuming  the  water  carriage  was  developed  to  the 
highest  degree,  so  that  ships  were  available  to  carry  at  reasonable 
rates,  the  result  of  competition  between  each  other,  tonnage  through 
the  Panama  Canal,  whether  that  tonnage  originated  on  the  Atlantic 
coast  or  in  the  intermountain  region.  I  wish  to  get  some  idea  of  how 
much  tonnage  the  transcontinental  carriers  would  lose  by  that  oper- 
ation, assuming  that  the  water  carriers  were  at  the  highest  degree  of 
efficiency 

Mr.  Bartine.  It  is  not  so  much  a  question  of  water  carriers  being 
at  the  highest  point  of  efficiency  as  it  is  the  amount  of  freight  avail- 
able for  transportation  that  way.  I  have  indicated  that  at  the  time 
the  schedule  C  order  was  made  the  tonnage  through  the  canal  during 
that  period  of  time  was  at  a  very  high  figure,  and  it  was  undoubtedly 
due  to  the  fact  that  business  men  held  back  their  shipments  awaiting 
the  opening  of  the  canal.  There  are  only  certain  classes  and  kinds  of 
goods  that  can  be  advantageously  shipped  by  water,  being  those 
in  which  the  element  of  time  is  not  important  and  those  not  likely  to 
be  damaged  by  salt  water,  storms,  and  so  forth.  These  goods  had 
usually  come  from  the  Atlantic  ports,  and  it  appeared  at  that  time 
the  ships  had  carried  the  maximum,  which  was  about  1,000,000  tons. 
That  1,000,000  tons,  added  to  the  7,000,000  tons  carried  by  the  rail 
carriers,  amounted  to  8,000,000  tons  in  all.  So  the  amount  carried 
by  water  was  only  one-eighth  of  the  whole,  or  one-seventh  of  the  rail 
carriage. 

The  Chairman.  Assuming  that  the  water  carriage  through  the 
canal  was  developed  to  a  much  higher  degree  of  efficiency  than  ex- 
isted at  that  time  and  that  the  rates  were  what  it  is  claimed,  namely, 
that  the  water  carriage  through  the  canal  can  be  profitably  conducted 
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for  $6  a  ton,  and  assuming  that  the  canal  would  get  the  entire 
7,000,000  tons  that  you  speak  of  of  transcontinental  traffic  instead  of 
having  only  1,000,000  tons,  that,  at  $6  a  ton,  would  make  $42,000,000 
for  the  transportation  of  that  7,000,000  tons  through  the  canal  to  the 
Pacific  coast.  Now,  then,  on  the  other  hand,  assume  that  the  rail- 
roads carried  that  7,000,000  tons,  at  a  cost  of  $15  a  ton,  which  would 
make  $105,000,000.  Taking  into  consideration  the  interest  of  the 
entire  Nation,  do  you  think  it  is  best  that  the  service  should  be 
accomplished  at  a  cost  of  $42,000,000  bv  the  water  carriers  or 
$105,000,000  by  the  rail  carriers? 

Mr.  Bartine.  Senator,  you  are  suggesting  a  proposition  now  that, 
to  my  mind,  is  altogether  abstract  and  a  condition  that  can  not  pos- 
sibly arise.  I  am  endeavoring  to  keep  this  question  down  to  a  practi- 
cal basis,  so  far  as  I  can.  If  you  consider  just  those  two  figures,  I 
would  hardly  know  what  to  say.  I  would  say.  considering  the  coun- 
try as  a  whole,  I  think  it  would  be  better  for  the  rail  carriers  to  carry 
it  at  the  rate  named.  It  would  mean  more  for  the  development  of 
the  country. 

The  Chairman.  At  $15  a  ton? 

Mr.  Bartine.  Yes,  sir ;  because  that  is  simply  a  coast-to-coast  prop- 
osition, while  the  rail  carriers  would  pick  up  enormous  quantities  of 
freight  along  the  lines,  local  and  otherwise. 

The  Chairman.  But  they  would  not  be  prevented  from  doing 
that 

Mr.  Bartine.  What  is  that? 

The  Chairman.  The  railroad  carriers  would  not  lose  any  business 
except  the  7.000,000  tons?  Supposing  both  these  carriers  are  in 
existence 

Mr.  Bartine.  I  suppose  you  had  in  mind  that  that  was  the  entire 
business  of  the  rail  carriers.  In  that  case,  putting  it  that  way,  I 
would  say  it  would  be  better  to  have  the  water  carriers  carry  the 
freight,  if  it  can  be  done  just  as  effectively. 

The  Chairman.  From  the  standpoint  of  the  public  interest,  it  is 
much  better  that  the  service  should  be  done  for  $42,000,000  than  for 
$105,000,000? 

Mr.  Bartine.  Certainly;  I  did  not  quite  catch  the  full  scope  of 
your  question. 

The  Chairman.  I  believe  in  the  full  development  of  water  car- 
riage of  this  country  and  of  every  river  from  source  to  mouth,  and  I 
think  it  has  been  a  very  mistaken  policy  that  has  led  to  the  almost 
extinction  of  water  carriage,  with  a  view  to  enabling  the  railroads  to 
monopolize  the  carriage.  I  understand  why  they  would  be  con- 
tentious for  tonnage  during  the  periods  of  their  existence  when  they 
were  the  poineer  carriers  reaching  out  for  traffic,  and  I  can  under- 
stand why,  as  a  business  matter,  they  would  resort  to  every  expedient 
to  take  away  and  impair  the  water  carriers  in  order  that  the  rail 
carriers  could  absorb  it,  but  we  all  know  now  that  the  railroads  have 
gotten  practically  to  the  capacity  of  their  equipment,  and  it  seems  to 
me  it  is  unquestionable  that  it  is  to  the  public  interest  to  develop 
water  carriage  to  the  fullest  extent  whether  on  rivers  or  lakes  or  the 
great  waterways,  provided  along  the  Atlantic  coast  line. 

Mr.  Bartine.  I  fully  concur  in  that. 

The  Chairman.  I  think,  also,  while  I  would  be  anxious  to  have 
that  policy  adopted,  without  any  radical  wrench,  without  imperiling 
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the  prosperity  oi'  any  community  such  as  these  port  cities,  etc.,  I 
believe  the  time  has  now  come  when  these  things  can  be  done  with 
positive  advantage  to  the  railroads  themselves  and  to  the  port  cities 
and  every  interest  affected.  I  do  not  see  how  the  processes  of  re- 
adjustment can  injuriously  affect  anyone  or  anything. 

Air.  Barttne.  Along  that  line,  let  me  make  one  statement:  I  am 
in  accord  with  that  view,  and  it  is  my  impression — and  I  will  carry  it 
further — it  is  my  firm  opinion  that,  under  the  utmost  stimulus  that 
can  be  given  to  ocean  navigation  by  this  country,  there  will  always 
be  an  abundance  of  business  for  the  railroads.  The  country  is  so 
vast  in  its  extent  that  it  is  simply  impossible,  having  a  narrow  fringe 
of  coast  line  on  each  side,  that  if  that  traffic  were  all  taken  from 
the  railroads,  to  put  them  out  of  business. 

The  Chairman.  How  about  the  cost  of  service  in  Nevada  as  con- 
trasted with  the  general  transcontinental  service,  w7e  will  say,  from 
the  Missouri  west? 

Mr.  Barttne.  Why,  it  may  sound  strange  to  some  people,  con- 
sidering the  sparse  population  and  apparently  small  business  of  the 
State  of  Nevada,  when  I  say  that  the  ratio  of  expense  to  earnings 
of  that  portion  of  the  Central  Pacific  line  traversing  the  State  of 
Nevada  is  lower  than  it  is  on  any  other  portion  of  the  Southern 
Pacific  System.  That  was  shown  by  the  railroad  people  themselves 
the  first  time  we  locked  horns  with  them  in  a  legal  proceeding. 
They  filed  affidavits  by  their  auditor  showing  that  the  cost  of  trans- 
portation in  the  State  of  Nevada  was  less  in  proportion  to  their 
earnings  than  obtained  on  any  other  part  of  the  system.  The  reason 
is  that  it  is  nearly  level  and  easily  traversed.  There  are  no  hard 
mountain  climbs  within  the  State  of  Nevada,  while  outside,  both 
ways,  there  are  difficult  and  very  expensive  transportation  problems 
to  meet. 

The  Chairman.  You  were  speaking  to  me  about  the  effects  in  this 
connection,  with  reference  to  proposed  increases  in  railroad  rates, 
in  order  to  meet  the  war  expenses — the  so-called  15  per  cent  increase. 
Suppose  you  state  to  the  committee  what  your  views  are  with  refer- 
ence to  that. 

Mr.  Bartine.  The  railroads  of  the  country  have  an  application 
pending  before  the  Interstate  Commerce  Commission  asking  leave 
to  make  a  general  increase  of  their  rates,  amounting  to  15  per  cent. 
Upon  that  point  I  am  in  accord  with  Mr.  Mann,  and  it  is  one  of  the 
very  few  things  connected  with  this  question  of  transportation  that 
I  do  agree  with  him  about.  I  do  not  think  that,  a  horizontal  raise 
of  15  per  cent  or  any  other  percentage  would  be  just,  because  there 
are  some  freight  rates  now  that  are  higher  relatively  than  others, 
and  if  you  raise  them  all  15  per  cent  it  would  increase  the  differential. 
Now,  that  point  comes  right  home  to  us  in  Nevada.  When  that 
first  petition  for  a  horizontal  advance  of  15  per  cent  was  filed  by  the 
railroads,  we  forwarded  a  protest  against  it,  claiming  that  the  action 
was  then  premature,  that  the  developments  had  not  proceeded  far 
enough  to  justify  the  roads  in  asking  for  such  an  advance,  and  that 
in  no  event  should  it  be  horizontal.  Then  we  proceeded  to  point  out 
that  the  average  scale  of  rates  in  the  State  of  Nevada  was  much 
higher  than  almost  anywhere  else — certainly  higher  than  anywhere 
else  upon  the  systems  of  railroads  which  traverse  our  States,  and  if 
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there  was  a  horizontal  advance  or  anj7  advance,  as  long  as  that  dif- 
ferential existed,  it  would  widen  the  spread  and  increase  the  differen- 
tial against  us.  As  an  illustration:  Suppose  the  rate  to  San  Fran- 
cisco was  $1,  a  15  per  cent  advance  would  make  $1.15;  suppose  the 
rate  on  the  same  product  or  commodity  was  at  Keno  $1.50,  there  is  a 
differential  of  50  cents.  Suppose  we  add  15  per  cent  to  that.  It  is 
$1.725 ;  instead  of  having  a  50  cent  differential,  it  is  57-J.  Therefore, 
we  asked  the  commission  to  remove  those  differentials  and  put  us 
upon  an  even  keel,  and  then  so  far  as  providing  fairly  for  the  rail- 
roads is  concerned,  we  will  stand  our  share. 

The  Chairman.  Mr.  Bartine,  it  appears  that  the  Interstate  Com- 
merce Commission  on  the  30th  of  June,  this  year,  made  an  order 
which  met  the  expectations  of  the  people  of  the  intermountain  region. 
Is  that  the  fact? 

Mr.  Bartine.  That  is  the  fact. 

The  Chairman.  It  did  meet  their  expectations  ? 

Mr.  Bartine.  That  is  the  fact. 

The  Chairman.  That  order  has  been  suspended  in  order  to  enable 
the  commission  to  inquire  into  the  reasonableness  of  the  increase  of 
the  rates  consequent  upon  that  order? 

Mr.  Bartine.  Yes,  sir. 

The  Chairman.  And  assuming  that  the  commission  will  act  upon 
that  within  a  reasonable  time,  and  that  the  order  of  June  30,  1917, 
will  become  effective,  what  need  is  there  of  legislation  upon  this 
subject? 

Mr.  Bartine.  The  need  for  legislation  is  this :  In  the  very  opinion 
to  which  you  refer,  the  Interstate  Commerce  Commission  suggests 
that  upon  the  recurrence  of  water  competition  the  matter  can  be  re- 
opened and  proper  concessions  made  to  enable  the  railroads  to  meet 
that  situation.  As  long  as  it  stands  as  it  now  is,  and  with  the  inter- 
pretation placed  upon  it  by  the  Interstate  Commerce  Commission,  we 
are  at  the  mercy  of  that  commission,  and  we  will  never  know  when 
the  change  may  come  and  restore  the  grievances  which  we  have  been 
fighting  so  long. 

The  Chairman.  Your  contention  is  that  even  if  water  competi- 
tion is  fully  restored  that  this  discrimination  should  not  be  again 
authorized  ? 

Mr.  Bartine.  My  contention  is  that  there  never  has  been  water 
competition  to  justify  it,  and  my  belief  is  that  there  never  will  be. 

The  Chairman.  Your  contention  is  that  even  if  that  water  com- 
petition is  made  fully  effective  it  ought  not  to  operate  in  such  a  way 
as  to  create  a  discrimination  against  the  intermountain  region  ? 

Mr.  Bartine.  Certainly. 

The  Chairman.  We  are  now  in  war,  Mr.  Bartine,  and  there  is,  of 
course,  a  reluctance  upon  the  part  of  Congress  to  engage  in  any  legis- 
lation that  would  be  disturbing  particularly  to  the  transportation  in- 
terests upon  whose  successful  operation  really  depends  the  success  of 
the  war.    Now,  what  have  you  to  say  with  reference  to  that? 

Mr.  Bartine.  I  have  to  say,  Senator  Newlands,  that  we  have 
Avatched  the  course  of  the  railroads  since  the  war  declaration  was 
made  with  feelings  of  profound  admiration.  They  have  come  to  the 
aid  of  the  Government  with  a  magnificent  patriotism  and  a  desire  to 
help  that  leaves  nothing  lacking,  as  it  seems  to  me.    I  am  willing,  as 
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I  >nid  before,  that  any  legislation  which  is  reasonable  and  which  is 
necessary  to  enable  them  to  meet  the  increasing  burdens  which  they 
have  taken  upon  themselves  and  are  taking,  but  I  am  altogether  un- 
able to  sec  how  any  pressure  brought  about  by  the  emergencies  of 
the  war  can  possibly  justify  discrimination  against  any  portion  of 
the  railway  companies'  patronage.  Wipe  out  the  discrimination  and 
then  give  to  them  all  reasonable  relief 

The  Vice  Chairman.  I  suppose  Judge  Bartine  is  aware  that  in 
recent  legislation  we  made  provision  that  the  commission,  if  it  found 
it  proper,  could  allow  a  higher  rate  for  material  transported  under 
the  preferential  order  of  the  President. 

Mr.  Bartine.  That,  of  course,  would  have  a  bearing. 

The  Vice  Chairman.  That  is  war  legislation.  It  may,  by  reason 
of  compliance  with  the  President's  order,  find  it  reasonable — the 
commission  may  allow  higher  rates. 

Mr.  Esch.  Under  the  order  of  June  30,  1917,  the  discriminations 
permitted  under  the  fourth  section  will,  of  course,  be  eliminated. 
That  will  permit  the  intermountain  section  during  the  period  of  the 
war,  and  for  a  certain  period  beyond  that,  to  enjoy  a  level  of  rates 
with  the  coast  terminals. 

Mr.  Bartine.  The  order  of  June  30  would  put  us  for  the  time 
being — as  long  as  it  stood — in  exactly  the  same  position  as  if  we 
had  an  ironclad  long-and-short-haul  clause. 

Mr.  Esch.  And  would  eliminate  the  discriminations  between  the 
intermountain  and  coast  terminals  on  schedule  C  commodities? 

Mr.  Bartine.  Yes,  sir. 

Mr.  Esch.  You  also  stated  in  your  opinion  it  would  take  several 
years  after  the  war  ceased  before  there  could  be  a  full  restoration  of 
water  competition. 

Mr.  Bartine.  I  think  so. 

Mr.  Esch.  If  that  is  true,  that  would  permit  the  intermountain 
section,  for  the  period  of  the  war,  and  for  a  period  of  years  after — 
say  three  or  four  years — even  rates  with  the  coast  terminals.  Do 
you  hope,  or  do  you  expect,  that  during  that  time  the  intermountain 
country  can  show  such  an  advance  in  growth,  development,  and 
prosperity  as  to  give  you  the  final  and  conclusive  argument,  should 
the  railroads  seek  to  restore  this  differential  ? 

Mr.  Bartine.  Now,  you  are  leading  me  again  into  the  field  of 
conjecture.  I  have  no  idea  of  what  the  development  will  be.  It 
is  purely  a  matter  of  conjecture,  as  to  when  water  competition  is 
to  be  restored.  If  we  are  to  judge  from  the  way  the  Interstate  Com- 
merce Commission  has  acted  in  the  past,  it  would  take  only  a  little 
water  competition  for  that  body  to  restore  the  differentials  that  have 
been  removed.  I  do  not  know  what  the  development  will  be,  and 
I  think  we  have  already  made  our  case.  The  great  principle  of  right 
and  wrong  is  involved,  and  whether  we  grow  or  not,  we  are  entitled 
to  a  fair  deal. 

Mr.  Esch.  At  any  rate,  some  valuable  experience  will  have  been 
gained. 

Mr.  Bartine.  It  will  take  time  to  demonstrate  such  things,  I 
admit.  But  we  have  had  many  long  years  of  experience  in  these 
matters,  but  others  have  monopolized  most  of  the  substantial  benefits. 
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STATEMENT  OF  S.  J.  WETRICK. 

Mr.  Wetrick.  I  am  the  attorney  and  manager  of  the  transporta- 
tion bureau  of  the  Seattle  Chamber  of  Commerce  and  Commercial 
Club,  which  organization  I  represent  here,  and  I  am  also  authorized 
to  speak  on  behalf  of  the  Tacoma  Commercial  Club  and  Chamber  of 
Commerce,  which  is  not  represented  here. 

Before  I  go  ahead  I  want  to  allude  to  just  one  thing  that  was  the 
concluding  part  of  the  examination  of  the  previous  witness,  and 
that — for  fear  I  might  forget — and  that  is  what  may  be  shown  by 
the  fact  that  the  transcontinental  rates  to  the  intermediate  and  ter- 
minal points  will,  under  the  order  of  June  30,  1917,  be  equalized,  and 
assuming  that  that  is  to  continue  for,  say.  from  three  to  five  years,  as 
Congressman  Esch  suggested,  I  want  to  suggest  in  that  connection 
that  whatever  that  might  do  would  probably  not  be  a  good  or  fair 
criterion  of  what  might  be  done  under  normal  circumstances,  when 
the  coast  cities  would  have  the  water  competition.  I  say  that  because 
our  contention  in  these  matters  is  that  the  interior  is  not  harmed 
or  injured :  because,  even  if  we  were  deprived  of  the  lower  rail  rates, 
we  would  still  be  in  a  position  to  obtain  the  goods  by  water  trans- 
portation at  the  cheaper  rates  which  water  transportation  affords, 
assuming  that  there  is  maintained  a  wholesome  competition  between 
rail  and  water  carriers  and  that  that  is  not  prohibited  by  an  artificial 
law,  such  as  it  is  proposed  that  Congress  shall  establish.  The  point 
I  make  in  that  respect  is  obvious.  I  think,  that  it  will  not  be  a  test 
of  what  will  happen  in  normal  times.  There  being  an  absence  of 
water  transportation,  the  carriers  will  handle,  no  matter  what  the 
rates  may  be,  all  the  transcontinental  traffic;  and  the  conditions 
which  will  always  exist  in  normal  times,  under  which  we  will  have 
the  advantage  of  low  water  rates,  will  not  exist  at  that  time.  It  is 
safe  to  say,  then- fore,  that  the  effect  upon  the  coast  cities  will  be 
much  more  severe  under  the  present  circumstances  than  it  will  be 
during  normal  times,  and,  conversely,  the  benefit  which  the  inter- 
mountain  cities  will  derive  will  be  much  greater,  a  condition  which, 
in  the  nature  of  things,  would  not  be  true  during  normal  water  com- 
petitive times :  and  in  this  connection  I  want  to  read  into  the  record 
what  Commissioner  Harlan  said  in  his  dissent  to  the  decision,  as  a 
result  of  which  the  order  of  June  30,  1917,  was  promulgated. 

The  argument  which  he  here  makes  is  an  argument  which  the 
Interstate  Commerce  Commission,  as  an  entire  body,  has  repeatedly 
made;  the  only  difference  at  the  time  of  the  rendering  of  this  deci- 
sion between  the  entire  commission  and  Commissioner  Harlan  being 
whether,  during  present  temporary  conditions,  there  should  be  a 
change.  So  I  think  I  am  safe  in  saying  that  the  entire  commission 
would  agree  to  what  Commissioner  Harlan  says  here  during  normal 
water  competitive  conditions.     He  says: 

The  readjustment  now  required  by  the  majority  is  to  continue,  as  their 
report  indicates,  only  during  the  remainder  of  the  war  and  until  commerce 
again  moves  through  the  canal.  If  the  resumption  of  the  water  traffic  may 
reasonably  he  anticipated  in  the  near  future,  the  disruption  coining  nearly 
three  years  after  the  war  commenced  of  the  present  relations  between  the 
Pacific  Coast  and  the  intermountain  territory  would  seem  to  be  entirely  unnec- 
essary and  undesirable.  But  even  if  the  war  condition  should  continue,  and 
the  resumption  of  commerce  through  the  canal  should  not  take  place  for  two 
or  three  years  longer,  that  would  be  but  a  moment  of  time  compared  with  the 
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period  during  which  the  present  rate  relationship  lias  existed,  and  compared 
with  the  indefinite  future  during  which,  so  far  as  we  may  now  see,  thai  general 
relationship  must  continue,  because  of  the  fixed  and  Lasting  character  of  the 
controlling  natural  conditions  thai  we  have  been  considering. 

Now,  of  course,  the  question  here  is  whether  by  a  law  we  shall 
change  what  natural  conditions  have  always  compelled  and  forced. 
1 1  e  goes  on  to  say : 

The   temporary   interruption  of  the  present   relationship,   either  for   a    few 

months  or  tor  several  years,  if  the  war  conditions  continue  so  long,  can  con- 
tribute nothing  of  substantial  or  continuing  value  to  the  prosperity  of  the 
intermountain  territory.  Its  only  effect  will  he  to  put  the  two  territories 
temporarily  out  of  line  with  what  must  necessarily  be  the  course  of  their 
future  relationship. 

I  say  that  must  necessarily  be  the  course  of  their  future  relation- 
ship, whether  an  absolute  long-and-short-haul  clause  is  enacted  or 
not,  because  the  sea  is  always  with  us  and  water  rates  will  always  be 
afforded  us,  so  that  the  only  effect,  you  may  say,  is  that  we  will  be 
deprived  of  an  additional  and  competitive  service,  which,  as  I  will 
attempt  to  show  later,  is  to  the  interest  of  the  intermountain  States 
that  it  be  maintained.    Continuing: 

During  the  period  of  the  interruption  the  merchants  of  the  intermountain 
cities  may  have  a  larger  business  than  they  otherwise  would,  while  the  mer- 
chants of  the  coast  cities  may  have  to  pay  materially  higher  rates  on  their 
traffic.  The  business  of  the  intermountain  jobbers  will  be  speeded  up,  while 
the  business  of  the  coast  jobbers  will  be  slowed  down.  These  advantages,  how- 
ever, will  be  but  temporary  ;  that  will  not  be  constructively  helpful  to  the  inter- 
mountain territory  or  be  of  real  aid  in  its  future  upbuilding;  and  in  the  mean- 
while the  merchants  of  both  the  competing  territories  will  be  left  in  perturba- 
tion and  doubt  respecting  the  contracts  and  commercial  engagement  that  they 
may  safely  make  while  the  purely  provisional  rate  adjustment  required  under 
the  majority  report  is  in  effect. 

Now,  as  I  say,  that  will  be  the  effect,  undoubtedly,  and  largely 
because  of  the  fact  that  there  is  not  now  any  available  steam- 
ship transportation.  It  has  seemed  to  us  that  it  was  rather  unfortu- 
nate that  because  of  the  complaint  of  the  intermountain  cities  the 
coast  cities  should  even  during  this  temporary  time,  when  there  is  no 
water  transportation,  when  there  is  no  cheaper  transportation  which 
water  affords,  be  deprived  also  of  the  lower  rail  rates  which  that 
water  transportation  has  forced  contrary  to  the  wishes  of  the  car- 
riers, because  it  was  their  idea  that  they  should  be  permitted  to  main- 
tain the  rate  structure  upon  which  the  business  has  been  built  up 
which  during  normal  times  must  exist.  I  have  been  led  to  say  what 
I  have  said  so  far  because  of  the  point  upon  which  I  started,  with 
regard  to  what  will  happen  during  the  temporary  situation  which 
will  be  brought  about  by  the  order  of  June  30,  1917. 

I  was  rather  surprised  during  the  course  of  the  hearings  so  far,  in 
listening  to  the  representatives  of  the  intermountain  cities,  to  find 
that  in  Nevada,  even,  they  should  have  any  doubt  as  to  whether  we 
who  represent  the  coast  cities  have  any  right  to  appear  in  a  matter 
of  this  kind  without  being  selfish  or  being  charged  with  being  selfish. 

We  contend  that  the  natural  normal  condition  at  the  coast  cities  is 
one  of  water  competition  and  that,  therefore,  when  we  take  the  posi- 
tion that  we  are  entitled  to  competitive  terminal  rates  we  are  simply 
asking  what  natural  conditions  force.  In  that  respect  1  go  further 
than  Mr.  Mann  did,  and  think  that  we  have  a  perfect  right  to  take  tin 
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independent  position  upon  this  question,  because  of  the  fact  that 
the  carriers  are  forced  to  meet  the  competition  whether  they  desire 
to  do  so  or  not,  and  our  purpose  is  tc  see  that  the  condition  is  main- 
tained under  which  the  natural  conditions  which  existed  and  which 
the  carriers  must  meet  and  the  things  which  are  incident  to  and  in- 
herent in  our  location  upon  the  sea,  will  remain.  In  this  our  posi- 
tion is  not  as  selfish  as  that  of  the  intermountain  cities — and  when 
I  say  selfish  I  have  reference  not  at  all  to  what  it  might  be  intimated 
the  coast  cities  have  in  mind  when  they  insist  upon  this,  that  is  that 
we  are  insisting  upon  something  that  we  know  is  unjust  and  im- 
proper— but  I  am  willing  to  concede  to  our  friends  in  the  intermoun- 
tain country  that  they  are  actuated  by  honest  and  conscientious 
belief,  and  trust  we  may  be  accorded  the  same  consideration  in  that 
respect. 

As  I  have  said  before — and  that  is  demonstrated  by  what  the 
course  of  procedure  has  been — the  rates  to  the  intermountain  cities, 
as  a  result  of  this  order  of  the  Interstate  Commerce  Commission  of 
June  30,  1917,  will  not  be  reduced.  The  coast  rates,  on  the  other 
hand,  are  raised  to  the  level  of  the  intermediate  rates,  and,  in  fact, 
the  tariffs  which  are  proposed  name  some  advances  to  the  intermoun- 
tain as  well  as  to  the  coast  terminals,  so  that  the  effect  of  the  contro- 
versy has  been  not  to  give  the  intermountain  cities  lower  rates,  or 
will  not  be  to  give  them  lower  rates,  but  a  material  advance  of  rates 
which  the  people  in  the  coast  cities  will  have  to  pay.  Now,  the  only 
good  that  does  to  anybody  is  that  it  establishes  a  different  relation- 
ship between  the  coast  and  the  interior  jobber.  That  is  all,  and  it 
seems  to  mo  that  any  such  view  of  the  situation  as  that  entirely  over- 
looks the  interest  of  the  producer  and  the  consumer,  who  does  care 
what  the  amount  of  the  rates  is  and  is  not  interested  merely  in  a  re- 
lationship of  rates.  Now,  by  way  of  illustration,  because  I  come 
from  the  north  coast,  I  mention  the  situation  at  Spokane.  Spokane 
and  Seattle,  as  this  committee  knows,  are  in  the  same  State.  Gener- 
ally they  cooperate  and  work  together  very  well.  There  are  differ- 
ences in  this  situation  which  they  have  not  been  able  to  reconcile 
very  well,  but  they  are  operating  in  a  way  very  well.  Spokane,  we 
will  say,  is  350  miles  inland.  It  is  not  located  upon  the  ocean,  where 
it  can  have  the  benefit  of  water  competitive  rates,  and  therefore  en- 
titled to,  as  with  us,  rail  rates  reasonable  under  all  the  circumstances, 
or  such  lower  rates  as  the  water  competitive  rates  to  the  coast  plus 
the  local  back  give  to  Spokane.  Looking  at  it  in  one  way,  you  might 
say  that  since  Spokane  is  located  in  the  interior  and  not  accessible 
to  the  low  water  transportation  rates  that  her  purpose  and  the  pur- 
pose of  the  other  intermountain  cities  in  this  matter  is  to  maintain 
an  equality  in  the  westbound  rates  between  the  intermountain  terri- 
tory and  the  coast  cities,  by  depriving  the  coast  cities  of  the  water- 
competitive  rates  which  natural  advantages  and  conditions  force. 
Being  unable,  as  I  say,  to  get  directly  the  benefit  of  water  rates,  is 
not  their  position  and  their  purpose,  contrary  to  their  interests,  as 
we  believe,  to  maintain  an  equality  with  the  coast  cities  by  depriving 
us  of  the  water-competitive  rates  ? 

So  I  say  our  position  here  is  that  we  are  saying  to  this  committee 
or  to  anvone  else  having  these  matters  under  consideration,  not  that 
the  carriers  shall  be  forced  to  meet  this  competition;  not  that  we 
have  a  legal  right  to  enforce  it  or  that  we  are  entitled  to  lower  rail 
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rates,  because  we  have  no  legal  right  to  enforce  it ;  but  if  no  restric- 
tions are  placed  upon  the  natural  conditions  which  exist,  the  carriers 
will  be  at  liberty  to  meet  the  water-compelled  rate  if  they  so  desire, 
and  we  are  actually  deprived  of  what  the  commission  has  repeatedly 
called  a  natural  advantage;  and  that  if  the  privilege  of  the  carriers 
in  meeting  the  water  rate  is  taken  away,  that  that  is  without  any 
c(  impensatory  advantages  to  the  intermediate  territory. 

I  want  to  say  something  about  the  decisions  of  the  commission 
since  1910,  without  repeating  anything,  except  to  make  the  point  that 
1  wish  to  make,  that  has  already  been  said,  and  particularly  the 
fact  that  as  to  the  policy  of  the  Interstate  Commerce  Commission  to 
consider  no  applications  for  fourth-section  relief  pending  the  time 
that  the  commission's  order  of  1911  was  on  appeal  to  the  Supreme 
Court  of  the  United  States,  that  since  that  order  was  discussed  I 
have  referred  to  the  commission's  report  in  what  was  known  as  the 
Southeastern  cases,  in  which  were  considered  the  rights  of  the  car- 
riers to  depart  from  the  fourth  section  in  competition  with  the  Mis- 
sissippi and  other  rivers,  and  I  find  that,  while  the  decision  of  the 
Supreme  Court  was  rendered  in  June,  1914,  the  Southeastern  cases 
had  been  decided  in  April,  1914,  and  had  been  under  consideration 
a  year  or  more  before  that  time.  So  it  is  not  correct  that  the  com- 
mission suspended  consideration  of  all  fourth-section  applications 
during  that  time.  The  fact  is  that  while  it  has  been  charged  that  the 
Interstate  Commerce  Commission  has  unduly  delayed  matters  during 
that  time  the  transcontinental  matter  was  before  it  in  one  form  or 
another,  and  various  decisions  were  rendered  from  time  to  time,  and 
the  intermountain  people  have  admitted  that  they  have  been  mate- 
rially benefited  by  them ;  and  I  simply  want  to  mention  a  number  of 
things  that  occur  to  me  that  indicate  that  the  relationship  which  was 
brought  about  as  the  result  of  the  amendment  to  the  fourth  section  in 
1910  has  been  of  material  advantage  to  the  intermountain  cities. 

First  came  the  decision  in  which  the  7,  15,  and  25  per  cent  order 
was  established,  which  had  the  effect  of  considerably  narrowing  the 
differentials  between  the  intermediate  and  coast  rates.  When  the 
schedule  C  commodities  were  established,  as  has  been  stated,  it  pro- 
vided that  the  rates  to  intermediate  points  should  not  exceed  the 
rates  to  the  coast  plus  75  per  cent  of  the  locals  back,  which,  again, 
had  the  effect  of  limiting  and  reducing  the  rates  and  narrowing  the 
differentials.  Then,  on  December  30, 1916 — last  December,  the  30th — 
the  schedule  C  commodity  rates  to  the  Pacific  coast  terminals  were 
advanced  10  per  cent  on  carload  business  and  25  per  cent  on  less  than 
carload,  which,  of  course,  had  the  effect  of  narrowing  the  differen- 
tials to  just  that  extent;  and  it  also  appears,  in  looking  through  the 
decisions,  that  at  various  times  advances  were  made  in  the  coast 
terminal  rates  aside  from  the  uniform  10  per  cent  advance  made  on 
schedule  C  commodities.  One  reference  to  that  which  I  wish  to  make 
is  contained  in  32  Interstate  Commerce  Commission,  568,  the  opinion 
being  rendered  by  the  commission  on  January  29,  1915,  where  the 
commission  states: 

Examination  of  the  tariffs,  *  *  *  establishing  commodities  rates  to  the 
Pacific  coast  and  intermediate  points  under  the  percentages  authorized  by  the 
commission  in  the  original  order,  shows  that  the  carload  rates  to  the  coast 
were  increased  on  many  commodities.  These  commodities  on  which  the  rates 
were  increased  include  the  following  articles:  Agricultural  implements,  hay 
presses,  beehives,  and  honey  section  frames,  slate  blackboards,  etc. 
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These  increases  in  the  coast  rates,  with  consequent  likelihood  of  loss  in 
terminal  traffic,  were  doubtless  made  in  order  to  more  nearly  preserve  under  the 
percentage  system  the  level  of  the  then  current  rates  to  intermediate  territory. 

So,  in  that  instance  again  the  terminal  rates  were  raised  on  account 
of  the  contentions  made ;  and  while  I  am  on  this  I  want  to  read,  so  it 
will  be  in  the  record,  the  balance  of  that  paragraph  in  which  the 
commission  considered  the  question  of  whether  the  carriers  should  be 
permitted  to  make  lower  rates  on  schedule  C  commodities  than  they 
had  maintained  before,  because  of  the  increased  competition  brought 
about  by  the  Panama  Canal.    The  commission  said : 

The  relief  afforded  from  the  fourth  section  should  be  sufficient  in  each 
instance  to  permit  the  carriers  to  continue  to  compete  for  the  terminal  traffic 
as  long  as  it  may  be  secured  at  rates  that  are  sufficient  to  yield  a  revenue  in 
excess  of  operating  cost.  The  maximum  of  public  benefit  from  the  fourth 
section  will  result  from  the  enforcement  of  conditions  that  will  tend  to  preserve 
and  promote,  and  not  to  diminish  or  retard,  competition. 

Now,  that  is  a  point  that  I  have  been  thinking  about  as  we  have 
been  proceeding  here.  If  it  were  to  be  assumed  that  the  Government 
should  operate  the  steamships  which  are  being  built  through  the 
canal,  either  during  the  present  time  or  during  normal  times,  I  think 
it  may  be  assumed  that  the  purpose  of  the  Government  would  be  to 
charge  rates  which  would  be  no  higher  than  necessary  to  pay  the  ex- 
penses of  operation  and  perhaps  a  reasonable  return  on  the  amount 
of  money  invested,  subject  to  the  same  l>a<is  that  is  applied  in  the 
case  of  railroads  or  private  corporations.  That  being  the  case,  the 
rates  which  the  Government  would  charge  for  transportation  through 
the  canal  would  undoubtedly  be  as  low  as  the  rates  which  have  been 
made  by  private  steamship  companies  in  the  past,  whose  rates,  as  they 
have  testified  in  numerous  hearings,  have  alwaj7s  been,  I  can  say, 
highly  remunerative:  and  unless  that  should  be  done  it  seems  to  me 
it  would  have  the  effect  of  largely  destroying  the  wholesome  condi- 
tion that  exists  (hiring  unrestricted  water  transportation.  If  the  low- 
water  rates  are  maintained  by  the  Government,  the  only  fair  thing 
to  do,  it  seems  to  me.  would  be  to  permit  the  carriers  to  meet  stich 
rates  as  the  Government  finds  it  necessary  to  make  through  the  canal; 
and,  again,  that  the  best  interests  of  the  intermountain  country  would 
be  served  if  the  carriers  are  permitted  to  make  these  water  competi- 
tive rates,  because,  as  has  been  repeatedly  said  in  these  hearings, 
unless  that  is  done  they  will  be  obliged  to  give  up  the  terminal  traffic 
and  forego  what  little  they  can  make  on  that. 

And  in  this  connection  I  want  to  present  to  the  committee  certain 
things  dealing  with  the  economic  principles  involved  in  this  ques- 
tion of  the  long  and  short  haul.  Aside  from  the  fact  that  an  expert 
body  like  the  Interstate  Commerce  Commission,  which  is  presumed 
to  know  what  is  proper  under  these  circumstances  as  no  other  body 
in  the  country  is,  because  of  the  special  investigation  and  consid- 
eration which  it  gives  continually  to  the  facts,  and  the  fact  that  it 
has  repeatedly  reiterated  that  the  natural  logical  condition  is  one 
of  water  competition,  and  is  a  rate  structure  such  as  has  existed  in 
the  past,  I  find  that  all  traffic  and  legislative  authorities  that  have 
ever  considered  this  question,  whether  from  an  arithmetical  competi- 
tive or  economical  standpoint,  agree.  In  England  the  law  provides — 
I  thought  I  had  the  exact  language — to  the  effect  that  the  commis- 
sioners may  when  it  is  necessary  permit  a  carrier  to  charge  more  for 
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a  shorter  haul  than  for  a  longer  haul,  and  Lord  Herschell,  in  the  case 
of  Phipps  v.  London  &  Northwestern  Railway  Co.,  reported  in  2 
Queens  Bench.  229.  uses  this  language: 

Suppose  that  to  insist  on  absolutely  equal  rates  would  practically  exclude  one 
of  the  two  railways  from  the  traffic,  it  is  obvious  that  those  members  of  the 
public  who  are  in  the  neighborhood  whore  they  can  have  the  benefil  of  this 
competition  would  be  prejudiced  by  any  such  proceedings. 

And  further: 

Inasmuch  as  competition  undoubtedly  tends  to  diminution  of  charge,  and  the 
charge  of  carriage  is  ultimately  one  which  falls  upon  the  consumer,  it  is  obvious 
that  the  public  has  an  interest  in  the  proceedings  under  this  act  of  Parliament 
not  being  so  used  as  to  destroy  ;i  traffic  which  can  never  be  secured,  but  by 
some  such  reduction  of  Charge,  and  the  destruction  of  which  would  he  prejudi- 
cial to  the  public  by  tending  to  increase  prices. 

Now,  we  have  stated,  and  I  think  we  may  fairly  state,  that  the 
maintenance  of  the  condition  which  exists  at  the  present  time  through- 
out the  United  States  is  in  the  interest  of  the  public  generally,  and 
I  believe  in  the  interest  of  the  contending  sections— it  is  certainly  a 
condition  which  should  continue  to  exist  if  the  carriers  are  to  be 
given  an  opportunity  to  compete  on  the  same  basis  that  other  car- 
riers are.  and  to  do  what  private  enterprise  is  generally  permitted 
to  do,  and  that  is  to  meet  the  natural  conditions  which  exist  in  such 
a  manner  as  to  result  to  their  great  financial  benefit  and  to  the  highest 
efficiency  without  doing  any  harm  or  any  injury  to  any  one  concerned. 
The  carriers  of  this  country  nre  being  regulated  by  an  expert  body, 
and  it  has  seemed  to  me.  as  I  have  listened  to  the  witnesses  of  the 
intermountain  cities,  that  the  burden  of  their  complaint  is — and  I 
wish  to  recall  that  a  number  of  them  have  admitted  that  in  their 
opinion  during  normal  times  a  situation  which  permits  the  carriers 
to  make  lower  rates  to  meet  competition  is  proper;  Mr.  Jones,  of 
Arizona,  stated  that  as  his  opinion,  and  others  have  stated  that:  in 
a  hearing  last  December  in  Spokane  two  business  men  on  the  stand 
in  that  city  stated  they  would  have  no  objection  during  normal 
times  to  the  carriers  being  permitted  to  make  rates  to  meet  water 
competition,  realizing  that  it  is  to  their  interest  that  they  should  be 
permitted  to  do  so — but  it  has  appeared  to  me  that  the  burden  of 
the  complaint  of  the  intermountain  cities,  or  representatives  pres- 
ent here,  is  not  that  there  may  not  be  conditions  where  it  is  proper 
not  to  apply  the  absolute  long-and-short-haul  clause;  not  that  in 
the  transcontinental  situation  it  may  not  be  proper,  but  that  the 
Interstate  Commerce  Commission,  though  it  has  this  matter  to  deal 
with,  has  not  done  with  regard  to  these  gentlemen  as  they  wanted 
it  to  do.  and  therefore  rather  than  to  continue  under  a  condition 
under  which  they  can  not  get  all  they  want,  we  should  practically 
abolish  the  powers  of  the  commission  with  regard  to  this  matter 
and  absolutely  insure  that  in  the  future  there  will  be  nobody  that 
can  say.  no  matter  what  the  exigencies  are.  that  the  carriers  shall 
be  permitted  to  depart  from  an  absolute  long-and-short-haul  clause. 
and  thereby  they  want  to  accomplish  what  they  believe  they  are 
entitled  to.  but  which  the  Interstate  Commerce  Commission  and  what 
Congress  so  far.  and  what  every  expert  that  has  given  serious  con- 
sideration to  this  question  believes  is  not  the  proper  thing. 

As  to  the  Interstate  Commerce  Commission,  no  one  will  say  that 
it  has  not  acted  in  regard  to  this  matter  as  fairly  as  it  has  with 
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regard  to  any  other  matter,  and  in  my  opinion  it  would  be  a  rebuke 
to  the  Interstate  Commerce  Commission  if  an  absolute  long-and- 
short-haul  clause  Avere  established  on  the  ground  on  which  it  is 
sought  by  the  intermountain  cities,  which  is,  in  effect,  that  "  while 
we  admit  the  principle  under  certain  circumstances,  the  Interstate 
Commerce  Commission  has  not  done  for  us  what  we  have  insisted 
upon,  and  therefore  we  want  you  to  take  all  power  away  from  it  in 
this  respect  and  make  it  absolute,  so  that  there  will  be  no  question 
but  that  in  the  future  we  will  have  all  and  more  than  we  really  think 
would  be  the  best  thing  for  us  under  all  circumstances." 

Now,  Mr.  Wyman,  who  is  an  eminent  authority  on  public  service 
corporations  in 'this  connection,  under  the  head  of  Economic  Prin- 
ciples Affecting  Rate  Making — in  dealing  with  what  he  calls  and 
what  is  generally  known  as  the  law  of  decreasing  costs — says  this: 

Economists  in  dealing  with  the  problem  of  rate  making  in  public  service  have 
been  prone  to  consider  chiefly  what  policies  ii  should  behoove  the  managers  of 
a  business  to  follow  in  order  to  get  their  due  returns  from  it  most  advan- 
tageously. It  has  been  pointed  out,  for  example,  in  all  discussions  of  the  rail- 
road problem  by  economists  that  the  fixed  expenses  which  constitute  so  con- 
siderable a  proportion  of  the  disbursements  by  a  railroad  are  to  a  very  large 
extent  Independent  of  the  amount  of  traffic  carried.  It  follows  that  additional 
business  will  always  be  done  at  a  decreasing  relative  cost.  The  net  income 
rises  as  the  business  expands,  and  the  law  of  increasing  returns  is  again 
demonstrated. 

If  the  carriers  can  make  anything  on  a  low  rate  maintained  to  the 
terminal,  then  certainly  the  much  higher  rate  that  is  made  to  the 
intermediate  point  must  be  much  more  than  a  reasonable  rate,  but 
it  has  been  contended  and  there  seems  to  be  some  question  here,  as 
to  whether  some  of  the  rates  which  the  railroads  have  made  have 
been  actually  remunerative.  The  best  answer  to  that  question,  it 
seems  to  me,  would  be  to  ask  why  should  the  carriers  make  any  rates 
that  are  not  remunerative  or  any  rates  in  fact  that  do  not  net  them 
a  reasonable  return,  unless  they  are  forced  to  do  so  by  circumstances 
over  which  they  have  no  control.  I  think  it  is  safe  to  say  that  the 
carriers  do  not  construct  rates  on  that  basis.  This  thing  must  be 
borne  in  mind  in  this  connection — that  is  what  I  referred  to  in  the 
quotation  which  I  gave  a  moment  ago — that  it  has  been  shown  by 
various  authorities  the  fixed  expenses  of  operating  the  railroads  in 
this  country  are  considerably  more  or  are  something  over  half  of 
their  total  expenses.  Now.  after  the  fixed  expenses  which  a  carrier 
has  is  paid — the  railroads  are  here  and  they  have  these  expenses — 
you  get  to  the  place  where  the  carriers  can  haul  additional  traffic 
with  very  little  additional  fixed  expense,  and  I  think  there  is  no 
doubt  at  all 

Mr.  Sims.  Do  you  regard  operating  expenses  as  fixed  expenses? 

Mr.  Wetrick.  I  think  so. 

Mr.  Sims.  It  is  not  uniform,  is  it — wages  may  go  up  or  down,  or 
the  cost  of  material  may  go  up  or  down  ? 

Mr.  Wetrick.  Yes,  sir;  but  the  total  cost  of  transporting  freight, 
after  the  fixed  charges  are  paid,  is  relatively  very  small,  so  that  you 
get  to  a  place  where  I  think  there  is  no  question  but  that  a  railroad 
can  carry  additional  traffic  at  a  lower  additional  cost  than  the  steam- 
ships can  absolutely  transport  it  between  the  two  coasts  and  still 
make  something  on  it,  which  they  would  have  to  yield  to  the  steam- 
ship companies  if  they  were  not  permitted  to  do  so. 
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Now,  then,  with  regard  to  competition  as  a  factor,  Mr.  Wyman 
has  this  to  say : 

Much  of  the  disproportion  between  individual  rates  existing  is  explained  b\ 
the  presence  or  absence  of  competition.  Indeed,  this  competition  is  put  forward 
as  a  justification  for  making  disproportionate  rates,  upon  the  ground  thai  the 
increased  business  obtained  by  cutting  rates  to  meet  competition  reacts  favor- 
ably upon  the  whole  business  by  decreasing  costs.  And  it  must  be  admitted  that 
this  law  of  increasing  returns  may  be  considered  in  making  rates.  If  traffic 
may  be  acquired  by  a  specially  low  rate  which  would  otherwise  be  lost  to 
acquire  the  traffic  would  benefit  rather  than  burden  other  traffic  of  a  different 
kind  since  if  under  the  law  of  increasing  ret  urns  it  is  remunerative,  the  profit 
thus  earned  will  tend  to  diminish  the  rates  charged  on  the  remaining  traffic.  On 
this  ground  the  competition  may  be  considered  as  a  factor  in  fixing  rates.  If  a 
carrier  is  carrying  goods  from  two  stations,  at  one  of  which  there  is  competi- 
tion, the  rate  at  the  station  where  the  competition  exists  may  fairly  be  reduced 
so  far  as  is  absolutely  necessary  to  secure  the  traffic,  provided  the  reduced  rate 
remains  a  remunerative  one  under  the  law  of  increasing  returns.  If  the  rate 
were  not  reduced,  ex  hypothesi,  the  traffic  would  be  lost,  and  the  profit  realized 
upon  it  must  be  exacted  from  the  noncompetitive  traffic ;  if  on  the  other  hand 
the  rates  were  reduced  equally  all  over  the  road,  the  carrier  could  not  earn  a 
fair  return  from  his  whole  schedule,  since  we  are  assuming  that  the  necessary 
competitive  rate  is  so  low  as  to  be  profitable  only  as  a  result  of  the  law  of  in- 
creasing return. 

With  regard  to  legal  justification  of  lower  long-haul  rates,  Beal  & 
Wyman,  in  their  work  on  Railroad  Rate  Regulation,  have  this  to  say  r 

As  a  matter  of  reasonbleness,  the  charge  has  still  to  be  justified  at  common 
law,  but  this  may  be  done  in  some  cases.  If  competition  is  met  at  one  point  and 
not  at  another  a  competitive  rate  is  established  at  the  former  point.  A  railroad 
whose  line  runs  through  the  noncompetitive  to  the  competitive  point  must  at  the 
latter  point  either  meet  the  competitive  rate  or  lose  all  business.  It  must,  of 
course,  give  up  the  business  rather  than  carry  at  a  loss  and  throw  upon  the 
remaining  traffic  the  burden  of  supporting  the  road  and  also  of  making  up  the 
loss.  But  the  competitive  rate  is  ordinarily  slightly  remunerative;  it  yields  a 
net  income,  though  less  than  is  necessary  to  pay  its  proportion  of  the  fixed 
charges.  If  the  business  is  given  up  all  the  first  charges  must  be  paid  by  the 
traffic  at  the  noncompetitive  points ;  if  the  competitive  rate  is  met  and  business 
obtained  the  profit  from  the  business  will  go  to  reduce  the  amount  of  fixed 
charges  to  be  paid  by  the  noncompetive  traffic.  As  the  competitive  traffic  will 
not  pay  its  share  of  the  fixed  charges  the  noncompetitive  traffic,  having  more 
than  its  share  of  the  fixed  charges  to  bear,  will  necessarily  pay  a  rate  higher 
than  the  competitive  rate  in  proportion  to  the  distance,  and  it  may  well  be 
obliged  to  pay  absolutely  a  higher  rate  than  the  competitive  rate  for  a  longer 
haul.  Nevertheless,  the  rate  will  be  lower  than  it  would  be  if  the  railroad  did 
not  meet  the  competitive  rate  and  obtain  its  share  of  the  business ;  and  there- 
fore, being  the  lowest  rate  which  the  carrier  can  charge  and  obtain  fair  com- 
pensation, it  is  reasonable  at  common  law. 

Mr.  Noyes,  in  his  book  on  American  Railroad  Rates,  citing  Mr, 
Acworth,  whom  I  know  the  chairman  recalls  as  a  high  authority  on 
railroad  transportation  matters 

Mr.  Esch.  He  has  already  appeared  before  this  committee. 

Mr.  Wetrick.  May  I  ask  whether  or  not  he  discussed  the  long-and- 
short-haul  principle? 

Mr.  Esch.  He  did  not. 

Mr.  Wetrick.  Mr.  Noyes,  in  discussing  this  question,  sets  out  a 
formula  which  Mr.  Acworth  himself  used  in  one  of  his  works  upon 
the  subject  for  the  purpose  of  illustrating  what  he  (Mr.  Noyes)  is 
saying,  to  the  effect  that  the  additional  business  will  always  be  done 
at  a  decreasing  relative  cost,  but  the  net  income  rises  as  the  business 
expands,  thereby  demonstrating  the  law  of  increasing  returns. 
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This  may  he  shown  in  a  simple  formula  if  it  he  assumed  only  one-hall  of  the 
expenditure  of  a  railroad  varies  with  the  traffic:  "If  it  costs  X  to  deal  with 
1,000,000  units  of  traffic,  5,000,000  units  will  cost  not  5  X.  but  J  X  (JXX5) 
equals  3  X." 

The  cost  of  hauling  business,  if  it  costs  a  certain  amount  to  haul  a 
million  units  of  traffic,  to  haul  5,000,000  units  of  traffic,  assuming  the 
rate  of  transportation  is  fixed,  is  not  five  times  as  great,  but  three 
times  as  great,  demonstrating,  as  I  said  before,  that  there  is  no  doubt 
as  to  the  correctness  of  the  theory  which  has  been  advanced.  When 
you  take  into  consideration  the  empty-car  movement,  etc.,  and  the 
normal  condition  is  when  the  railroads  have  a  sufficient  number  of 
cars  to  haul  traffic 

Senator  Cummins.  That  was  the  former  argument  used  to  justify 
or  defend  discrimination  as  between  individuals  in  the  same  locality, 
was  it  not? 

Mr.  Wetrick.  No :  I  do  not  think  so.  Senator. 

Senator  Cummins.  Here  is  a  railroad  running  into  a  town :  the 
rate  is  so  much.  One  individual  says.  "I  will  not  give  you  my  busi- 
ness unless  you  do  it  at  a  less  rate,''  and  the  railroad  company  under 
these  fixed  charges  says  to  itself,  "I  can  not  get  the  business  without 
giving  a  lower  rate,  and  therefore  T  will  take  the  business  at  a  lower 
rate." 

Aside  from  the  question  of  discrimination,  it  is  the  same  argu- 
ment, is  it  not.  exactly? 

Mr.  Wetrick.  I  do  not  think  it  is.  By  doing  that  discrimination 
was  brought  about  between  individuals.  In  fact,  it  resulted  in  giv- 
ing one  person  a  rebate.  What  I  am  considering  is  what  is  the  best 
thing  for  the  carrier  to  do  under  all  circumstances. 

Senator  Cummins.  That  would  be  the  best  thing  for  a  carrier; 
if  it  could  not  get  the  business  without  giving  the  lower  rate  and  the 
fixed  charges  remain  the  same,  why  would  it  not  be  better  for  the 
carrier  to  give  the  service  to  the  individual  at  a  lower  rate  if  that 
is  necessary  to  get  the  business?  In  the  one  case  it  is  a  discrimina- 
tion as  between  localities  and  the  other  between  individuals. 

Mr.  Wetrick.  Let  us  carry  the  illustration  to  its  ultimate  con- 
clusion. I  want  to  give  a  very  good  illustration  of  it  later  on.  Sup- 
pose that  for  the  carrier  to  forego  this  man's  business  who  wanted 
the  lower  rate  means  that  the  other  man  will  be  deprived  of  trans- 
portation because  the  railroad  can  not  operate  on  that  other  man's 
business  alone,  then  you  would  have  a  situation  such  as  exists  here. 
Then  if  the  carriers  should  go  to  the  other  man  and  say,  "  Here,  our 
regular  rate  on  this  stuff  is  so  much  and  wTe  have  to  charge  you  that 
rate  on  your  goods  unless  we  can  get  some  other  freight,  but  over 
here  is  another  man  across  the  street  who  offers  us  so  much  freight 
at  so  much  money  and  we  can  make  money  on  it.  Will  you  permit 
us  to  do  it?  If  you  will  permit  us  to  do  it,  we  can  haul  your  stuff 
at  so  much  less." 

Now,  the  law  prohibits  that  situation,  and  in  a  community  the 
people  are  so  close  that  the  situation  does  not  exist,  but,  carrying 
your  illustration  to  the  ultimate  conclusion  that  the  transcontinental 
rate  situation  can  be 

Senator  Cummins.  I  am  not  saying  that  the  parallel  between  indi- 
viduals and  localities  is  complete,  but  I  am  saying  that  the  argument 
you  develop  here  is  the  argument  that  was  constantly  used  in  the 
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old  days  to  defend  discriminations  as  between  individuals  and  lo- 
calities.   I  have  heard  it  a  great  many  times. 

Mr.  Wetrick.  If  this  discrimination,  because  of  what  I  am  going 
to  say,  is  not  unlawful  and  undue  and  actually  affects  the  man  who 
pays  the  higher  rate,  why  should  it  not  be  done?  Suppose  the 
people  of  Seattle  should  say  to  the  people  of  Spokane,  "  We  are 
going  to  have  a  leveling  of  rates  " 

Senator  Cttmmins.  I  will  answer  that — that  the  only  answer  ever 
made  is  that  these  two  individuals  out  in  a  community  have  a  right 
to  do  business  on  even  terms  and  receive  their  rates  on  the  same  basis 
in  order  to  enable  them  to  compete  successfully. 

Mr.  Wetrick.  That  is  one  phase,  and  rTwe  have  in  mind  only  the 
rights  of  the  jobbers  in  the  two  territories  and  give  effect  to  their 
rights  only,  then  it  would  perhaps  be  best  for  the  contending  fac- 
tions to  say  that  if  we  are  to  disregard  the  legal  principles  involved. 

The  Vice  Chairman.  I  once  had  an  analogy  of  the  principle 
mentioned  by  the  gentleman,  and  I  must  say  that  I  could  not  see  it. 
I  contracted  with  a  lady  in  Washington  for  room  and  board  at  $45 
a  month  each  for  myself  and  wife  and  three  children.  She  had  five 
vacant  places  when  I  went  there  and  she  filled  up  the  other  places 
one  by  one  with  clerks  at  $*20  a  month.  She  said  she  had  the  vacant 
places  and  that  she  might  as  well  fill  them  with  clerks  at  $20  a 
month,  but  I  could  not  help  but  feel  that  I  was  paying  the  board  for 
those  five  fellow-. 

Mr.  AVetrick.  Suppose  there  are  conditions  existing  which  com- 
pelled that,  as  there  is  in  this  controversy  or  situation,  then  what 
are  we  inclined  to  do  about  it  ? 

The  Vice  Chairman.  I  do  not  know  that  it  is  necessary  for  me  to 
say  that  there  are  conditions  compelling  that. 

Mr.  Wetrick.  Suppose  it  can  be  demonstrated  that  the  actual  con- 
ditions are  such  that  it  is  the  best  for  all  concerned  who  were  board- 
ing at  that  house  and  that  it  is  the  best  thing  for  all  concerned  in 
the  United  States  in  this  particular  instance  ? 

The  Vice  Chairman.  I  do  not  know.  It  may  have  been  the  best 
thing  for  me  to  help  pay  the  board  for  the  other  five  people.  I  did 
it  anyway. 

Mr.  Wetrick.  Suppose  the  landlady  had  said  to  you :  "  I  can  get 
these  additional  boarders  only  at  the  rate  of  $3  per  week.  Now,  I 
can  not  reduce  you  all  to  that  basis,  but  where  I  have  been  charging 
you  $15  a  week,  I  can  reduce  }*ours  to  $1  if  you  will  not  object  to  my 
taking  these  others  at  $3."  Then  it  would  have  been  to  your  ad- 
vantage to  accept  the  proposition. 

The.  Vice  Chairman.  She  did  me  like  the  railroads  do  the  inter- 
mountain  people.    She  did  not  consult  me  about  it. 

Mr.  Wetrick.  Suppose  we  consult  the  intermountain  fellows  and 
say  to  Spokane  that  after  the  water  competition  returns  to  the  coast — 
suppose  the  railroads  say  to  the  people  of  Spokane :  "  Now,  water 
competition  is  taking  a  million  tons  a  year  away  from  us  at  Seattle, 
or  at  Paget  Sound  cities;  now.  we  are  carrying  none  of  that  traffic,  and 
therefore  we  are  losing  whatever  we  can  make  on  it,"  and  the  rail- 
roads say  to  the  people  of  Spokane,  "  Now,  then,  if  you  will  cease  your 
objection  to  our  making  a  low  enough  rate  to  carry  some  of  that 
traffic  to  Seattle,  we  will  make  a  low  rate  and  engage  in  that  traffic  and 
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make  what  we  can  on  it,  and  we  can  continue  to  serve  you,  but  if  you 
do  not  permit  us  to  do  that,  we  can  not  operate  and  make  a  reasonable 
return  on  our  property,  and  we  will  be  forced  to  raise  your  rate. 
Now,  what  do  you  want  us  to  do?  "  Suppose  that  is  the  situation;  is 
there  any  question  what  Spokane  would  say  \ 

The  Vice  Chairman.  If  the  landlady  did  not  make  anything  on 
the  boarding  business,  what  would  she  lose  by  giving  it  up  entirely? 
What  is  the  use  of  fooling  with  it  ? 

Mr.  Wetrick.  I  have  assumed  all  the  time.  Mr.  Adamson,  that  they 
do  make  some  profit  on  the  terminal  business. 

The  Vice  Chairman.  Oh,  they  simply  comply  with  the  rule  of  the 
courts  by  saying  it  does  pay  the  out-of-pocket  cost  and  something. 

Mr.  "Wetrick.  And  more  than  that,  what  reason  would  there  be  for 
the  carriers  to  engage  in  it  if  there  was  not  something  in  it? 

The  Vice  Chairman.  If  it  pays  more  than  cost,  how  much  more 
than  cost  do  the  intermountain  rates  pay?  Do  they  not  pay  an  ab- 
normal profit? 

Mr.  Wetrick.  The  question  of  determining  exactly  what  profit 
is  made  is,  of  course,  a  difficult  question,  and  the  law  of  decreasing 
cost,  as  I  say,  comes  in  there.  The  cost  of  carrying  some  of  this 
additional  traffic,  after  you  have  the  expenses  paid,  is  very  small,  so 
we  need  not  be  surprised  if  we  find  some  disparity  in  the  rates  that 
may  be  charged  where  there  is  no  competitive  situation,  and  in  the 
case  of  one  where  there  is. 

Now.  for  instance,  there  lias  been  mentioned  to  this  committee  the 
proportion  the  railroads  charge  on  import  and  export  business,  which 
appears  to  be  very  low.  Now,  of  course,  it  is  safe  to  say  that  the 
carriers  arc  not  carrying  that  for  the  fun  of  it  or  that  they  are  doing 
it  for  a  loss,  but  it  may  be  possible  to  carry  that  at  a  slight  profit 
only,  because  they  could  do  that  without  any  appreciable  cost  and 
make  something  on  it. 

The  Chairman.  We  will  take  a  recess  at  this  time  until  2.30  o'clock. 

(Whereupon,  at  12.45  o'clock  p.  m..  a  recess  was  taken  until  2.30 
o'clock  p.  m.  of  the  same  day.) 

AFTER  RECESS: 

The  hearing  was  resumed  at  2.30  o'clock  p.  m.,  pursuant  to  the 
taking  of  noon  recess. 

The  Vice  Chairman.  The  committee  will  come  to  order. 

STATEMENT  OF  S.  J.  WETRICK— Resumed. 

Mr.  Wetrick.  Before  adjournment  I  referred  to  the  views  of  Judge 
Noyes  on  this  question,  and  then,  because  we  were  led  to  a  discussion 
of  Mr.  Acworth's  ideas  in  this  connection,  I  did  not  quote  it.  I  want 
to  quote  it  now.  This  appears  in  his  work  on  American  Railroad 
Rates,  at  page  112 : 

A  statute  absolutely  denying  to  a  railroad  the  right  to  charge  less  for  the 
longer  haul,  while  seeming  just  at  first  glance,  would  contravene  those  elemen- 
tary principles  which  we  have  considered.  Charges  could  no  longer  be  based 
upon  the  value  of  the  service.  A  railroad  must  take  business  from  competitive 
points  at  competitive  rates,  and  if  it  can  not  charge  intermediate  traffic  propor- 
tionated more  it  must  often  go  into  bankruptcy.     And  if  it  must  subsist  upon 
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the  local  traffic  alone  the  same  result  is  likely  to  follow.  Instead  of  the  rail 
roads  Losing  money  on  long  hauls  and  making  it  up  on  the  short,  whatever  is 
received  from  through  traffic  above  the  additional  expense  of  earning  it  is 
extra  and  pies  that  tar  toward  maintaining  the  railroad.  Inequalities  in 
charges  in  favor  of  the  long  haul  manifestly  constitute  discriminations  between 
localities,  hut  they  are  not  unjust  unless  the  differences  in  charges  fail  to  cor- 
respond to  differences  in  conditions. 

And,  as  I  said  this  morning,  Mr.  Noyes  states,  in  connection  with 
his  discussion  of  decreasing  costs,  "The  constant  expense  of  a  rail- 
road is  more  than  hall'  of  the  total  expenditure." 

Now.  I  just  want  to  gather  together  a  few  things  to — 

Mr.  Sims.  You  say  that  Mr.  Noyes  considered  that  the  fixed  ex- 
pense is  somewhat  more  than  half? 

Mr.  Wetrick.   Yes,  sir. 

Mr.  Sims.  Does  that  include  interest  on  bonded  indebtedness? 

Mr.  Wetrick.  I  did  not  look  into  the  details  of  it,  but  what  under 
the  rules  of  the  Interstate  Commerce  Commission  is  generally  re- 
garded as  fixed  charge  is  figured  in  that.  I  think  he  figured  57  per 
cent  as  being  the  constant  or  fixed  expenses.  I  was  about  to  say  thai 
some  of  the  additional  things  that  I  have  to  present  will  be  by  way 
of  filling  in.  without  making  any  attempt  to  cover  something  that 
has  been  already  covered. 

There  has  been  a  great  deal  of  discussion  here  as  to  the  actual 
force  of  water  com  petition  during  normal  times.  I  had  not  thought 
before  coming  here  that  anybody  would  have  any  doubt  about  that, 
because  it  has  been  established  again  and  again,  and  in  addition 
to  what  has  already  been  shown  I  want  to  refer  to  the  decision  of 
the  Interstate  Commerce  Commission  on  the  schedule  C  question. 
rendered  June  29,  1915  (32  I.  C.  C,  611),  at  page  616,  where  the 
commission  shows  that  of  the  commodities  shown  in  schedule  C — ■ 
now,  the  committee  will  please  bear  in  mind  that  schedule  com- 
prises some  100  or  more  different  items  of  which  the  carriers  asked 
the  commission  to  give  them  further  relief  than  given  them  in  the 
percentage  order  of  1911 ;  that  is,  while  that  was  pending  on  appeal 
before  the  Supreme  Court,  and  before  the  percentage  order  was  to 
be  applied,  the  canal  was  opened  up  and  the  carriers  then  said  to 
the  commission,  "  The  conditions  have  changed  and  we  will  lose  all 
he  traffic  on  certain  of  these  commodities,  which  are  strongly  com- 
petitive, unless  you  give  us  further  relief  than  that  authorized  in 
1911."  Those  items  were  grouped  in  what  is  known  as  schedule  C, 
and  the  commission  is  here  considering  whether  to  give  the  carriers 
further  relief  than  that  contained  already  in  the  percentage  order, 
and  the  commission  says: 

of  the  commodities  shown  in  Schedule  G,  961, 76S  tons  moved  from  trans- 
continental territories  A  and  B  to  the  Pacific  coast  during  the  calendar  year 
1913.  Of  this,  422.359  tons,  or  approximately  44  per  cent,  moved  by  water, 
and  539,409  tons,  or  56  per  cent,  by  rail. 

So  it  has  been  stated  that  the  railroads  have  set  the  pace  in  this 
water  competitive  struggle;  that  they  have  forced  down  the  water 
rates.  I  deny  that  absolutely,  and  the  Interstate  Commerce  Commis- 
sion has  always  denied  it  and  litis  always  found  to  the  contrary. 

Mr.  Sims.  That  539,000  tons  from  coast  to  coast,  you  say,  does  not 
include  anything  but  coast-to-coast  shipments  by  rail? 

Mr.  Wetrick.  From  group  A  and  B  to  the  Pacific  coast,  the 
amount  of  schedule  C  tonnage. 
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Mr.  Sims.  Tonnage  that  did  not  go  to  the  coast  and  stop,  but 
went  to  these  places  back  two  or  three  or  four  hundred  miles,  is  not 
included  in  there?  ... 

Mr.  Wetkick.  No,  sir;  that  only  includes  points  of  origin  in 
groups  A  and  B ;  that  is,  points  as  far  back  as  Pittsburgh,  to  the 
Pacific  coast.  That  much  moved  to  the  Pacific  coast.  That  is  what 
the  carriers  showed  the  commission— that  in  1913,  before  the  canal 
opened,  they  only  got  56  per  cent,  and  so  they  said  to  the  commis- 
sion, "Now,  with  the  canal  open,  and  with  the  steamers  making  a 
rate  on  structural  iron  and  steel,  and  corresponding  rates  on  other 
commodities,  we  only  got  such  a  percentage  of  it  in  1913,  when 
the  Tehuantepec  route  was  in  force;1  and  the  evidence  sh<  ws  how 
the  traffic  was  moved  following  the  opening  of  the  canal. 

I  was  saying  a  moment  ago  that  there  has  been  a  contention  that 
the  railroads  have  set  the  pace.  We  all  know  who  have  had  any- 
thing to  do  with  these  things  that  since  1910  water  competition  up 
to  the  time  of  the  closing  of  the  canal  and  the  European  war  be- 
came acuter  from  day  to  day,  and  that  the  carriers  had  one  con- 
stant struggle  to  keep  their  rates  down  to  a  basis  where  they  could 
keep  some  of  this  traffic  for  their  lines,  instead  of  it  all  moving 
by  the  boats,  and  it  has  been  demonstrated  time  and  again  that  the 
water  lines  were  setting  the  pace  in  the  rate  making,  and  not  the 
railroad  lines. 

The  commission  says  further  here : 

The  record  does  not  show  the  total  tonna;  ■  moving  from  all  territories  to  the 
Pacific  coast  for  that  year.  It  was  shown  in  the  former  hearings  that  in  1906 
the  total  tonnage  moving  from  all  territories  by  rail  to  the  Pacific  coast  was 
approximately  3,500,000  tons.  The  961,000  tons  oi  schedule  C  commodities  mov- 
ing from  territory  along  or  contiguous  to  the  Atlantic  seaboard  constitutes  a 
large  percentage  of  the  business  to  the  Pacific  coast. 

The  same  opinion  states  that  since  the  opening  of  the  Panama 
Canal  the  water  carriers  have  materially  reduced  their  rates,  short- 
ened the  time  of  transportation,  increased  the  frequency  of  sailings, 
added  to  their  tonnage  capacity,  and  greatly  added  to  the  tonnage 
secured  of  this  coast-to-coast  freight. 

I  would  not  cite  these  things  ordinarily,  because  I  do  not  think 
that  they  are  questions  that  are  properly  before  this  committee,  be- 
cause this  committee,  so  far  as  the  long-and-short-haul  question  is 
concerned,  is  concerned  with  a  question  of  principle  and  the  question 
of  individual  rates  and  the  details  of  rate  making;  the  facts  as  to 
whether  there  is  competition  justifying  a  departure  from  the  long- 
and-short-haul  clause  have,  under  our  theory  of  government,  been 
matters  left  to  the  discretion  of  the  Interstate  Commerce  Commis- 
sion, and  if  we  are  to  indulge  any  presumption  in  favor  of  an  admin- 
istrative body  of  this  Government  we  may  well  assume.  I  think,  that 
the  opinion  and  findings  of  an  unbiased  expert  investigating  body 
upon  these  questions,  if  not  to  be  accepted  as  conclusive,  may  at  least 
be  regarded  as  having  more  probative  value  than  that  of  statements 
of  the  contending  parties  on  the  record  that  we  are  making  here,  un- 
less it  be  assumed  that  the  Interstate  Commerce  Commission,  for  some 
reason  or  other,  has  been  taking  the  one-sided  view  of  this  question 
that  our  intermountain  friends  seemingly  want  this  committee  to  be- 
lieve they  have  to  such  an  extent  that  we  must  take  this  power  away 
from  them  as  dangerous.     It  seems  to  me  that  is  the  onlv  conclusion 
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we  can  come  to.  This  same  record  shows  that  there  was  in  the  service 
through  the  canal,  between  the  Atlantic  and  Pacific  coasts,  49  steam- 
ships, of  which  the  American-Hawaiian  Line  itself  had  some  20  or 
27.  with  regular  sailings  and  with  a  capacity  of  over  380,000  tons. 

Mr.  Sims.  Per  annum  tonnage? 

Mr.  Wetrick.  Yes,  sir ;  I  take  it  to  be. 

Mr.  Escn.  That  is  the  tonnage  capacity  of  the  ships  and  not  the 
carrying  capacity.     You  said  "  per  annum."     You  do  not  mean  that. 

Mr.  Wetrick.  No;  not  per  annum;  that  wras  the  tonnage  capacity 
of  the  ships.  As  we  have  seen  in  1913,  over  the  Tehuantepec  route, 
they  carried  over  500,000  tons  of  schedule  C  freight. 

Mr.  Sims.  Was  that  net  capacity? 

Mr.  Wetrick.  I  take  it  to  be  the  tonnage  capacity. 

Mr.  Sims.  That  does  not  mean  what  would  be  the  equivalent  of 
railroad  tonnage  ?  We  do  not  know  what  this  means  unless  we  know 
the  tonnage  actually  carried. 

Senator  Cummins.  That  means  in  one  trip  those  ships  could  carry 
that  much. 

Mr.  Sims.  We  do  not  know  how  much  they  did  carry. 

Mr.  Wetrick.  I  have  culled  some  figures.  The  commission  said 
that  the  tonnage  moving  by  water  to  the  Pacific  coast  and  Hawaiian 
Islands  for  the  year  1911  was  397,974  tons;  in  1912,  451,582  tons: 
and  in  1913,  434,ll5  tons. 

Now,  that  figure  there  is  only  slightly  higher  than  the  tonnage  I 
quoted  a  while  ago  from  schedule  C  commodities,  from  which  it 
would  appear  that  the  Hawaiian  tonnage  was  comparatively  a  very 
small  part  of  it.     The  commission  says  further : 

*  *  *  while  for  tin'  month  of  September,  the  first  full  month  after  the 
opening  of  the  Panama  Canal,  the  tonnage  from  the  Atlantic  coast  to  the 
American  Pacific  coast  ports  was  77,915  tons.  While  the  movement  by  the 
Panama  route  for  a  month  may  not  he  a  reliable  index  as  to  what  may  he 
expected  as  the  result  of  a  year's  operation,  it  is  indicative  of  a  greatly  in- 
creased activity  on  the  part  of  the  water  carriers.  The  testimony  shows  also 
a  reaching  out  by  these  water  carriers  to  territory  from  which  heretofore  they 
have  drawn  but  little  if  any  traffic,  and  the  movement  by  water  of  various 
commodities  that  heretofore  have  moved  almost  exclusively  by  rail. 

As  indicating  the  territory  from  which  this  competitive  traffic  is 
drawn,  I  will  quote  this: 

Prominent  instances  of  these  are  the  following :  A  shipment  of  32  cars  of 
cast-iron  pipe  from  Birmingham,  Ala.,  by  rail  to  New  Orleans,  thence  by 
water  to  the  Pacific  coast ;  a  shipment  of  paper  bags  from  Sandy  Hill,  N.  Y., 
via  New  York  and  ocean ;  shipments  of  catsup  from  Rochester,  N.  Y.,  via 
New  York  and  ocean;  140  cars  of  structural  iron  originating  in  various  pails 
of  Pennsylvania;  50  cars  of  wire  fencing  from  various  points  in  Pennsylvania; 
1,200  tons  of  rails  from  Lorain,  Ohio;  653  pieces  of  wrought-iron  pipe  from 
AVheeling,  W.  Va. ;  from  10,000  to  15,000  tons  of  wrought-iron  pipe  from 
Youngstown,  Ohio. 

When  we  had  the  hearing  in  Spokane  last  September  as  to  what  the 
commission  should  do  on  the  transcontinental  rates  during  the  pres- 
ent temporary  times,  Mr.  Fitzpatrick,  of  the  Union  Iron  Works,  tes- 
tified that  after  the  Panama  Canal  opened  up  the  rate  on  structural 
iron  and  steel  which  the  steamships  made  from  Xew  York  to  Seattle 
was  so  low  that  he  started  to  ship  from  Pittsburgh  east,  thence  by 
water  to  Seattle,  and  thence  to  Spokane.  That  is  only  an  illustra- 
tion of  what  will  happen  all  the  time,  and  I  said  to  Mr.  Fitzpatrick, 
after  asking  him  whether  he  did  not  move  his  iron  and  steel  that  way, 
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"Mr.  Fitzpatrick,  why  did  you  do  that?"  He  said,  "Because  I 
was  paying  16.9  cents  from  Pittsburgh  to  New  York,  a  rate  of  30 
cents  from  New  York  to  Seattle,  making  46.9  cents,  and  I  was  pay- 
ing 30  cents  from  Seattle  to  Spokane,  giving  me  a  rate  of  <G.9  cents. 
which  was  considerably  less  than  the  direct  rail  rate/'  That  was 
before  the  rates  the  carriers  asked  to  be  established  were  established, 
and  shows  the  need  of  the  carriers  to  reduce  rates  in  that  respect.  I 
said  to  Mr.  Fitzpatrick,  after  he  said  that  the  reason  he  shipped 
that  way  was  that  he  was  getting  a  more  reasonable  rate,  "  Do  you 
think  it  would  be  an  injustice  to  the  carriers  if,  when  they  see  you 
are  moving  your  stuff  by  water  which  you  formerly  brought  out  by 
rail,  they  should  be  allowed  to  reduce  the  rate  to  Spokane  to  meet 
the  rate 'you  are  shipping  on  now?  "  He  admitted  there  was  no  in- 
justice about  that,  and  when  men  all  understand  that  the  only  differ- 
ence between  that  situation  and  the  one  at  Seattle  is  that  at  Seattle 
the  absolute  water  rate  must  be  met,  while  at  Spokane  the  water  rate, 
plus  what  it  costs  to  move  it  from  there  to  Spokane,  must  be  met. 
In  this  connection,  when  it  is  stated  that  the  Panama  Canal  was 
built  by  all  the  people  of  this  country,  and  all  ought  to  have  the 
benefit  of  it,  I  say  they  are  all  getting  the  benefit  of  it.  If  the  natu- 
ral conditions  which  exist  on  the  coast  force  the  railroads  to  make  a 
75-cent  rate  at  Seattle,  when  they  are  maintaining  a  dollar  rate  at 
Spokane,  before  we  had  the  canal,  and  then  after  the  canal  was 
opened  the  rate  to  Seattle  is  forced  down  10  cents,  or  to  65  cents,  as  it 
was  on  many  commodities,  the  Spokane  rate  being — if  it  was,  and 
they  contend  that  that  was  the  situation  with  many  of  these  rates — 
the  rate  from  Seattle  plus  the  local  in,  when  you  reduce  the  Seattle 
rate  10  cents,  you  reduce  the  Spokane  rate  10  cents  by  the  same  oper- 
ation, and  Spokane  has  received  just  as  much  benefit;  Spokane  is  a 
point  that  comes  within  the  water  influence.  Spokane  receives  just 
as  much  benefit  from  the  opening  of  the  canal  as  a  point  located  on 
the  coast. 

I  have  thought  sometimes,  when  we  speak  of  the  benefits  of  the 
canal  in  that  connection,  that  perhaps  after  all  the  primary  purpose 
of  the  canal  was  for  defensive  military  purposes.  Assuming  it  was 
for  commercial  purposes,  as  far  as  the  question  which  we  are  here 
considering  is  concerned,  the  benefit  to  be  derived  from  the  Panama 
Canal  is  the  influence  which  it  exerts  upon  the  rail  rates ;  I  mean  so 
far  as  the  measure  of  rates  we  are  considering  is  concerned.  If 
the  rate  at  Seattle  is  reduced  from  75  to  65  cents,  and  the  rate  at 
Spokane  is  higher  than  the  Seattle  rate  by  the  local  back,  then  the 
rate  at  Spokane  will  be  reduced  the  same  amount.  If  you  now  say 
that  the  Spakone  rate  should  be  reduced  more  than  those  natural  con- 
ditions compel,  then,  in  my  opinion,  you  are  giving  Spokane  more 
benefit  from  the  opening  of  the  canal  than  you  are  giving  to  Seattle, 
and  you  are  doing  it  at  the  expense  of  the  rail  lines. 

Mr.  Sims.  Suppose  they  do  not  reduce  their  inland  rail  haul  from 
Seattle  to  Spokane;  that  is,  to  the  extent  they  have  reduced  it  to 
Seattle? 

Mr.  Wetrick.  If  they  do  not,  Mr.  Sims,  here  is  what  happens — 
exactly  what  happened  to  the  Union  Iron  Works:  The  stuff  will 
move  by  water  and  the  rail  lines  will  lose  it. 

Mr.  Sims.  You  mean  a  shipment  is  likely  to  come  through  from 
the  Atlantic  coast  to  the  Pacific  coast  by  water 
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Mr.  Wetrick.  It  would  move  from  Pittsburgh  to  the  Pacific  coast 
through  the  canal  to  the  port  and  then  in.  The  rail  carriers,  of  course, 
would  get  the  haul  from  Seattle  to  Spokane.  If  the  difference  be- 
tween the  rates  between  Spokane  and  Seattle  is  the  natural  one, 
which  is  measured  by  the  rates  from  the  coast  to  Spokane,  then,  as 
far  as  water  influence  is  concerned,  it  would  force  the  same  reduet  ion 
at  Spokane  as  would  be  forced  at  Seattle. 

Now,  we  have  said  that  Spokane — and,  mind  you,  we  are  not  try- 
ing to  keep  up  Spokane's  rate;  I  deny  any  charge  here  that  we  have 
anything  against  the  interior  cities  or  any  desire  to  keep  up  their 
rates,  or  do  anything  about  them,  or  that  we  are  concerned  about 
them  at  all — our  thought  is  with  our  terminal  rates,  in  which  re- 
spect we  merely  insist  that  you  do  not  by  an  artificial  law  take  away 
from  us  those  things  which  induce  industry  and  manufacturing  con- 
cerns, and  almost  any  other  kind  of  business,  to  locate  upon  the 
water,  where  there  are  various  means  of  transportation,  and  where 
you  have  the  low  rates  that  water  affords.  That  gets  me  back  to  the 
question  I  was  on  this  morning. 

Instead  of  our  trying  to  keep  up  Spokane's  rates,  the  fact  is  Spokane 
is  trying  to  force  up  our  rates.  They  are  trying  to  deprive  us  of 
low  rail  rates,  which,  if  the  natural  forces  are  permitted  to  operate, 
will  be  brought  about  at  Seattle.  So,  instead  of  our  trying  to  keep  up 
the  rates,  as  I  said  this  morning,  Spokane,  being  located  where  she  has 
not  the  advantages  of  low  water  rates,  tries  to  equalize  with  Seattle 
by  asking  you  to  prevent  the  rail  carriers  from  meeting  the  water  rates 
at  Seattle. 

Xow,  if  that  is  done  we  will  be  deprived,  as  the  Interstate  Com- 
merce Commission  has  said,  of  an  additional  competitive  service  of 
access  to  different  competitive  markets  of  supply  and  the  other 
advantages  which  are  very  important,  which  inhere  in  maintaining 
wholesome  competition  between  rail  and  water  lines  and  which  you 
can  not  have  if  you  restrict  the  one  and  tie  it  down  and  let  the  other 
go  as  it  pleases.  If  you  force  the  rail  rate  up  to  remain  at  the  level 
of  the  higher  intermediate  rate,  then  you  destroy  the  effect  of  the 
transcontinental  lines,  as  regulators  of  water  rates,  in  a  sense,  and 
1  mean,  in  this  way:  Quite  likely  the  water  rates,  if  the  steamship 
companies  would  get  together  under  some  agreement,  might  be  kept 
up  higher  than  they  are  at  the  present  time.  It  seems  to  be  the 
opinion  of  some  persons  at  this  hearing  that  we  ought  to  keep  the 
steamship  rates  up:  particularly  if  the  Government  operated  the 
steamships,  so  that  it  would  not  be  necessary  for  the  carriers  to  de- 
press their  rates  so  much,  but  I  do  not  think  that  is  a  condition  that 
we  want  to  bring  about. 

Xow,  as  I  say,  if  we  are  deprived  of  these  water  competitive  rail 
rates,  we  will  lose  these  advantages  Ave  have,  but  do  not  forget  this: 
That  we  still  have  the  ocean,  and  unless,  through  combinations  be- 
tween the  steamships,  they  keep  their  rates  up  higher  than  compe- 
tition has  forced  them  in  the  past,  and  just  a  little  under  the  rail 
rates  that  the  rail  carriers  would  be  forced  to  meet,  we  still  have  the 
low  water  rates  on  which  we  can  move  our  goods. 

Senator  Cummins.  I  want  a  little  information  on  that  point  now. 
because  I  may  forget  it  later  on.  Did  the  freight  which  moved  from 
Pittsburgh  to  Xew  York  and  thence  through  the  Panama  Canal  to 
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the  Pacific  coast  move  from  western  Pennsylvania  to  New  York  upon 
the  established  rate  for  local  business  ? 

Mr.  Wetrick.  Yes.  sir ;  16.9  cents  at  that  time. 

Senator  Cummins!  There  was  no  lower  rail  rate  from  western 
Pennsylvania  to  New  York  upon  that  traffic  than  upon  the  ordinary 
traffic  moving  from  one  locality  to  another?  I  ask  it  purely  for 
information. 

Mr.  Wetrick.  I  do  not  know  just  what  you  mean  by  that. 

Senator  Cummins.  Did  this  structural  iron  and  steel  which  moved 
from  Pittsburgh  to  New  York  for  transportation  through  the  canal 
move  from  Pittsburgh  to  New  York  on  a  lower  rate  than  would 
have  obtained  had  the  shipment  been  from  Pittsburgh  to  New  York 
and  have  stopped  there  ? 

Mr.  Wetrick.  No:  you  can  easily  see  it  would  have  been  against 
the  interest  of  the  carriers  to  have  made  a  lower  rate. 

Senator  Cummins.  I  am  asking  for  information. 

Mr.  Wetrick.  It  was  the  local  rate,  regardless  of  where  it  was 
going. 

The  Vice  Chairman.  There  was  no  through  rate  involved? 

Mr.  Wetrick.  No,  sir ;  it  was  not  a  proportional  rate. 

The  Vice  Chairman.  The  land  rate  was  not  absorbed  by  the  steam- 
ship company  ? 

Mr.  Wetrick.  No,  sir ;  the  fact  was  the  combination  of  those  rates 
made  a  considerably  lower  rate  at  Spokane.  The  rate  at  Spokane  at 
that  time  was  $1.08  on  structural  steel,  and  many  of  the  rates  at 
Spokane  and  intermediate  points  have  been  passed  on  by  the  com- 
mission and  found  to  be  reasonable  rates,  and  the  rail  rate  to  Seattle 
at  the  time  was  80  or  84  cents.  I  have  forgotten  what  it  was,  but  it 
was  one  or  the  other.  The  carriers  were  permitted  by  the  commis- 
sion to  make  a  65-cent  rate  from  Pittsburgh  to  Seattle,  whereupon 
the  Spokane  rate  was  reduced  to  87  or  85  cents,  showing  by  that,  on 
that  commodity,  that  the  Spokane  rate  was  reduced  by  water  compe- 
tition, and  reduced  more  than  the  reduction  in  the  case  of  the  Seattle 
rate.  Spokane  has  received  on  innumerable  occasions  the  benefit  of 
water  competition  because  it  is  in  the  zone  of  competition,  and  there 
are  rates  to  Seattle  to-day  higher  than  the  rates  to  Spokane. 

The  Vice  Chairman.  You  do  not  object  to  reducing  the  rate  at 
Spokane  to  bring  about  a  relative  basis,  just  so  they  do  not  raise  the 
Seattle  rate? 

Mr.  Wetrick.  Yes,  sir;  I  do  not  want  this  committee  to  get  any 
idea  that  we  are  so  narrow  minded  or  so  selfish  at  Seattle  or  on  the 
Pacific  coast  terminals,  that  we  are  trying  to  keep  up  rates  at  inter- 
mediate cities  in  order  that  the  jobbers  may  have  preferential  rates. 

The  Vice  Chairman.  Spokane  is  not  objecting  to  having  its  rates 
raised  higher  ? 

Mr.  Wetrick.  I  do  not  know  that  they  are. 

The  Vice  Chairman.  That  shows  they  are  unselfish  too. 

Mr.  Wetrick.  Well,  we  are  located  in  the  same  State,  and  our  only 
purpose  is  to  maintain  the  transportation  facilities  of  this  country 
in  the  highest  state  of  efficiency,  and  that  we  shall  recognize  the 
natural  laws  and  forces  which  the  carriers  must  meet,  and  let  them 
meet  them  in  a  way  that  will  result  in  their  highest  efficiency,  that, 
gentlemen,  and  the  fact  it  will  give  us  a  further  and  additional  com- 
petitive service,  that  we  should  not  be  deprived  of,  if  to  deprive  us 
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of  it  will  not  do  anybody  any  good,  unless  it  be  the  jobber  at  the 
intermediate  points,  and  I  say  to  yon  that  the  people  on  the  Pacific 
coast  and  the  Pacific  coast  cities  will  be  better  off — the  producer  and 
consumer  who  pay  the  freight  and  bear  the  burden — they  will  be 
better  off  if  we  continue  to  permit  these  carriers  to  submit  and  bow 
to  the  force  of  water  competition  that  exists  here,  and  what  I  am 
trying  to  do  is  to  lead  you  to  see  that  you  should  not  deprive  us  of 
that  advantage  which  the  people  of  this  country  have  and  enjoy,  and 
it  is  more  essential  and  more  important  that  that  condition  should 
continue  to  exist  than  it  is  whether  the  goods  are  distributed  by  the 
Spokane  jobber  or  distributed  by  the  Seattle  jobber. 

I  said  a  moment  ago  we  are  facing  now  an  enormous  advance  in 
the  rates  to  the  Pacific  coast  terminals.  That  means  that  the  people 
on  the  Pacific  slope  will  have  to  pay  millions  of  dollars — I  am  not 
exaggerating — in  the  next  few  years,  until  normal  conditions  come 
back,  in  revenue  to  the  carriers.  The  present  conditions  that  exist 
are  only  temporary,  and  the  rates  which  are  now  in  existence  have 
been  shown  to  be  necessary  in  normal  times  to  meet  the  water  com- 
petition. Notwithstanding  that,  we  are  to  pay  all  these  additional 
freight  charges,  not  because  the  farmer  or  producer  in  the  inter- 
mountain  territory  is  objecting  or  has  objected,  because  he  still  pays 
as  high  rates  as  before,  and  some  of  his  rates  are  being  raised — why? 
Because  the  Spokane  jobber  insists  that  our  rates  shall  come  up  to 
the  level  of  his  rates  and  that  you  shall  do  away  with  this  natural 
force  of  water  competition.  That  is  the  reason.  Whom  are  we 
going  to  serve,  or  who  will  be  best  served — the  man  who,  in  any 
event,  passes  the  freight  charges  on  to  the  people  who  buy  the  good-. 
or  the  producer,  or  the  ultimate  consumer,  who  pays  the  freight? 

We  are  not  prorailroad  because  we  are  presenting  the  thing  as  we 
are  presenting  it.  I  said  this  morning  I  am  willing  to  take  an  inde- 
pendent stand  on  this  proposition.  We  can  not  force  the  carriers 
to  meet  the  water  competition,  but.  knowing  the  natural  forces  that 
exist,  we  know  that  they  must  meet  it  if  they  are  going  to  do  what 
is  the  best  thing  for  them,  if  you  will  but  permit  them  to  do  it. 
So,  I  say,  do  not  deprive  us  of  the  natural  advantages  which  we  have 
because  we  are  located  at  a  place  where  we  have  these  low  water 
rates,  and  where  the  carriers,  if  they  want  to  compete,  must  make 
rates  which  are  fairly  close  to  the  rates  established  by  the  water 
carriers. 

Mr.  Sims.  At  present  there  is  no  water  competition? 

Mr.  Wetrick.  At  present  there  is  no  water  competition  to  speak  of. 

The  Vice  Chairman.  In  normal  conditions  you  have  water  trans- 
portation, and  then,  if  the  railroad  charges  you  a  higher  rate,  you 
have  the  hope  possibly  of  sending  your  stuff  by  water;  at  any  rate, 
you  are  independent  about  your  transportation.  Now,  the  Govern- 
ment has  taken  away  your  water  transportation  by  commandeering 
all  the  vessels  for  w'ar  purposes.  It  seems  to  me  now  you  need  the 
low  railroad  rates  more  than  you  did  when  you  had  low  water  trans- 
portation. Your  argument  being  you  have  been  deprived  of.  this 
low  water  transportation,  you  should  have  low  rates  to  compensate 
vou  for  that  deprivation. 

Mr.  Wetrick.  That  illustrates  what  I  think  is  wrong  about  de- 
priving us  of  them.  I  said  the  carriers  have  taken  the  position  that 
they  would  prefer,  on  account  of  the  uncertain  duration  of  present 


1816  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

conditions  and  because  of  the  fact  in  the  long  run  it  has  been  that 
Avay  and  must  be  that  way,  to  maintain  this  condition.  As  you  say, 
Mr.  Adamson,  notwithstanding  all  those  considerations,  we  are  now 
at  a  time  where  we  have  not  this  water  transportation  and  low  rates 
which  it  affords,  and  to  be  compelled  to  pay  higher  nonwater  com- 
pelled rates,  notwithstanding  the  carriers  wanted  to  maintain  them, 
is  something  that 

The  Vice  Chairman.  The  fact  is  that  under  the  war  conditions  the 
Government  itself  has  deprived  you  of  your  yardstick  by  which  you 
measure  your  rates — your  facilities  for  water  transportation — and  it 
seems  to  me  it  furnishes  a  better  argument  than  your  other  argu- 
ment why  you  should  have  cheap  transportation. 

Mr.  Wetrick.  You  have  been  asked  to  pass  this  law — why  ?  Not 
because  you  are  saving  any  freight  for  the  people  of  this  Govern- 
ment, but  because  the  interior  has  made  this  issue  and  is  willing  to 
stand  for  some  advance  in  their  own  rates  so  long  as  the  carriers  will 
adjust  our  rates  to  whatever  is  established  at  the  intermediate  points. 
I  leave  it  to  this  committee  as  to  who  is  benefited  under  the  circum- 
stances. The  carriers  are,  of  course,  because  it  means  additional 
revenue  to  them;  and  the  interior  jobber  is,  as  Commissioner  Harlan 
pointed  out,  because  temporarily,  notwithstanding  they  are  placed 
in  a  more  advantageous  position  to  compete,  but  it  is  only  for  a 
temporary  period,  whether  we  have  the  long-and-short-haul  clause  or 
not. 

Mr.  Sims.  Why  does  not  the  railroad  carrier  take  advantage  of  a 
normal  rate  to  the  coast  now,  when  water  competition  which  forces 
it  down  does  not  exist? 

Mr.  Wetrick.  I  can  only  state  what  they  disclosed  to  be  their  po- 
sition in  these  different  hearings  which  we  have  had  since  April, 
1916,  and  I  have  no  reason  to  question  that.  There  may  have  been 
other  reasons,  but  one  of  them  was  that  the  test  had  demonstrated 
that  the  rates  now  in  effect  to  the  Pacific  terminals  were  necessary 
during  normal  times  to  meet  water  competition;  that  they  wanted 
to  maintain  them  and  should  be  permitted  to  maintain  them,  because 
it  would  not  otherwise  disrupt  the  whole  situation;  and  for  that 
further  and  more  important  reason  for  them,  I  presume,  that  it 
would  enable  them  to  keep  in  an  attitude  of  preparedness  for  con- 
tinuing water  competition  which  will  no  doubt  come  back  very  rapidly 
and  very  quickly  when  the  water  competition  returns. 

Mr.  Sims.  They  are  seeking  to  raise  their  rates  all  over  the  country 
because  of  this  temporary  condition. 

Mr.  Wetrick.  It  has  been  stated  that  where  they  raise  their  rates, 
when  the  water  competition  comes  back,  in  order  to  lower  their  rates 
they  must  go  to  the  Interstate  Commerce  Commission  under  the 
present  law  and  make  an  application  for  permission  to  establish  the 
lower  rates,  and  by  the  time  the  commission  has  passed  upon  that — 
without  charging  it  with  any  unnecessary  delay — if  all  parties  are 
to  be  heard,  it  will  be  six  months  or  a  year  before  any  action  is  ob- 
tained. They  figure  in  that  time  they  would  lose  more — because  of  the 
traffic  which  will  move  by  water — than  they  would  gain  by  advancing 
their  rates  during  these  abnormal  periods,  taking  into  consideration 
all  the  other  circumstances. 

Mr.  Sims.  You  recall  when  the  Adamson  law  was  declared  consti 
tutional  the  very  next  day  the  railroads  gave  notice  of  an  application 
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for  increased  rales,  without  waiting  to  see  anything  about  how   it 
would  work. 

Mi-.  Wetrick.  1  attended  the  hearings  at  Washington,  and  there 
are  rumors  of  similar  applications  now.  It  is  true  these  terminal 
rates  will  give  (hem  considerable  additional  revenue,  but  their  idea 
was  that  the  rate  structure  should  be  maintained,  and  later,  when 
the  time  came,  as  they  needed  an  increase,  they  could  gel  it  by  making 
the  advance  general. 

Mr.  Sims.  They  are  willing  to  lose  during  the  period  of  the  war 
where  there  is  no   water  competition  rather  than  take  a  chance  of 

deranging  things 

The  Vice  Chairman.  Judge  Sims  says  they  are  willing.  I  would 
like  to  know  their  real  feelings.  Do  the  carriers  really  want  to  main- 
tain the  rates  or  do  they  do  it  under  local  compulsion? 

Mr.  Wetrick.  What  local  compulsion  could  there  be \  There  is 
nothing  that  even  suggests  that. 

The  vice  Chairman.  Do  not  all  the  local  Pacific  coast  cities  claim 
and  insist  on  that? 

Mr.  Wetrick.  If  you  had  more  experience  in  trying  to  get  this 
rate  or  that  rate,  you  will  find  you  do  not  get  it  that  way. 

The  Vice  Chairman.  Do  the  managers  of  the  carriers  really  want 
to  have  a  cheaper  rate  at  the  Pacific  coast  than  along  through  the 
country  \ 

Mr.  Wetrick.  They  do  not  want  to,  but  they  are  forced  to. 
The  Vice  Chairman.  I  ask  if  that  is  not  compulsion? 
Mr.  Wetrick.  There  is  no  question  about  that.     Why  should  the 
carriers  take  less  than  a  reasonable  rate  that  will  net  them  a  proper 
return  if  they  are  not  forced  to  do  it.     We  know  it  is  contrary  to 
their  principles  to  do  that. 

The  Vice  Chairman.  I  notice  you  gentlemen  that  represent  the 
coast  cities  and  the  carriers  always  make  the  same  argument.  I  un- 
derstand why  you  do  it,  because  you  think  it  is  for  the  good  of  your 
coast  cities,  but  I  wondered  always  whether  the  railroad  carriers 
wanted  to  do  it  or  not. 

Mr.  Wetrick.  I  think  the  effective  answer  is  that  they  do  it  with- 
out any  compulsion  except  that  of  these  natural  conditions  of  which 
I  spoke. 

The  Vice  Chairman.  Natural  conditions,  because  somebody  can 
haul  it  cheaper  and  if  they  want  to  get  any  of  it  they  must  approxi- 
mate the  low  rates  of  the  water  carriers? 
Mr.  Wetrick.  Yes,  sir. 

Mr.  Sims.  At  a  time  when  expenses  of  operation  and  the  cost 
of  materials  to  the  railroads  are  so  much  increased  during  the  war, 
why  are  they  not  willing  to  take  advantage  of  this  temporarily  to 
increase  the  rates,  their  competition  having  been  removed? 

Mr.  Wetwick.  For  the  reasons  that  I  mentioned,  Mr.  Sims:  no 
other  occurs  to  me  at  the  present  time.  Of  course,  it  has  always  been 
uncertain  how  long  this  condition  would  exist,  and  I  think  if  this 
condition  of  rate  making  is  to  exist,  then  I  should  say  by  all  means 
that  it  should  be  permitted  to  continue  during  this  temporary  time. 
and  as  I  pointed  out  before  particularly  if  the  carriers  wanted  to  do 
so.  because  as  it  is,  who  is  going  to  be  benefited  by  this  advance? 
Only  the  jobber  in  the  interior  and  only  because  he  will  have  a  more 
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favorable  rate  in  dealing  with  the  coast  jobber,  and  it  is  a  question 
whether  the  rates  should  be  constructed  for  him  or  those  who  actually 
bear  the  burden. 

The  Chairman.  I  will  have  to  state  to  you  that  you  have  occupied 
your  two  hours.    How  soon  can  you  conclude  % 

Mr.  Wetrick.  I  will  conclude  very  briefly,  if  that  is  the  case.  I 
did  not  know  I  had  taken  so  much 'time.  I  will  not  take  up  very 
much  time. 

Mr.  Sims.  I  did  not  know  he  was  limited  or  I  should  not  have 
broken  in  on  him. 

Mr.  Wetrick.  I  was  showing  where  this  originates  when  we  got 
on  the  other  line  of  talk. 

The  Chairman.  Can  you  conclude  within  15  minutes? 

Mr.  Wetrick.  Yes,  sir;  I  will  do  that.  I  read  the  number  of  tons 
and  the  places  of  origin  of  this  freight.  I  was  speaking  upon  the 
question  of  whether  the  steamship  lines  or  rail  lines  set  the  puce,  and 
the  commission,  after  considering  these  things,  said: 

It  is  evident  from  the  whole  record  that  whatever  may  have  been  the  degree 
of  competition  in  the  past  between  the  rail  carriers  and  the  water  carriers  as  to 
the  rates  on  these  articles,  concerning  which  additional  relief  is  now  sought,  we 
arc  witnessing  the  beginning  of  a  new  era  in  transportation  between  the 
Atlantic  and  the  Pacific  coasts.  To  secure  any  considerable  percentage  of  this 
coast-to-coast-traffic  rates  on  many  commodities  must  1  e  established  by  the  rail 
lines  materially  lower  than  those  now  existing. 

So  it  granted  them  this  additional  relief.  I  was  going  to  quote 
additional  instances  where  things  had  originated  away  in  the  in- 
terior, but,  as  I  say,  I  do  not  think  this  committee  is  concerned  with 
anything  of  that  ldnd.  There  is  mentioned  here  in  the  decision  of 
1911  shipments  from  Butl'alo  to  Pittsburgh,  from  Detroit  and  Chi- 
cago, and  that  famous  shipment  of  starch  from  Cedar  Rapids,  Iowa, 
and  in  other  cases  the  commission  had  before  it  evidence  showing 
that  the  goods  actually  moved  from  Duluth  to  points  in  the  interior. 

I  have  no  particular  contention  to  make  about  that,  except  to  men- 
tion the  facts  here  as  long  as  considerable  has  been  said  upon  that 
point.  I  want  the  record  to  show  one  quotation  of  the  Interstate 
Commerce  Commission  from  its  decision  of  February,  1909,  in  the 
Spokane  case,  reported  in  15  I.  C.  C,  376,  and  this  is  on  page  419 : 

The  complainants  urge  that  the  defendants,  by  charging  a  lower  rate  to 
Seattle  from  eastern  destinations  than  is  applied  at  Spokane,  the  intermediate 
point,  discriminate  against  that  locality  and  that  the  commission  should  order 
a  removal  of  that  discrimination.  We  have  expressed  the  opinion  that  this 
contention  is  not  well  taken  ;  that  Seattle  by  virtue  of  its  location  upon  the 
ocean  can  command  a  better  rate  from  eastern  territory  than  Spokane,  situated 
400  miles  inland ;  that  the  carriers  may  meet  the  situation  at  Seattle  by  making 
a  lower  rate  than  is  accorded  Spokane.  This  is  a  disadvantage  of  location 
under  which  the  city  of  Spokane  rests  and  of  which  it  can  not  justly  complain. 
Spokane  is  entitled  to  ask  of  these  defendants  not  of  necessity  the  same  rate  as 
Seattle,  but  a  rate  which  is,  under  all  the  circumstances,  just  and  reasonable, 
and  our  duty  in  the  premises  is  to  establish  such  just  and  reasonable  rate. 

Now,  bear  in  mind  that  we  are  not  contesting  the  amount  of  the 
rate  which  the  interior  shall  pay,  but  are  simply  saying  do  not  de- 
prive us  of  the  advantage  wThich  inheres  in  a  condition  where  the 
carriers  may  meet  the  water  rate  at  the  coast  cities. 

In  the  decision  in  which  the  commission  ordered  the  carriers  to 
equalize  the  rates,  the  commission  says  this:  After  referring  to  the 
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fact  that  some  of  the  steamship  companies  had  been  present  at  the 
hearings  that  were  held,  and  the  steamship  lines  were  there  to  help 
force  ii})  the  transcontinental  rail  rates  in  order  that  the  coast-to- 
coast  business  which  they  had  deserted  when  we  most  needed  them 
might  the  sooner  become  attractive  to  them  again  : 

The  arguments  advanced  by  the  representatives  of  the  steamship  lines  and  by 
some,  hut  by  no  means  all — 

By  some,  but  by  no  means  all ;  note  that — 

but  by  no  means  all  of  i he  representatives  of  the  intermediate  territory,  urge 
thai  the  policy  of  the  commission  hitherto  consistently  followed  of  allowing 
the  rail  carriers  to  reduce  their  rates  to  water  competitive  points  to  a  level 
lower  than  to  intermediate  points  in  order  to  permit  the  rail  carriers  to  com- 
pete for  the  traffic  wiih  water  carriers  is  against  the  public  interest,  because 

it  lends  to  reduce  the  profits  of  the  wate;-  carriers  and  the  number  Of  ships 
which  would  otherwise  engage  in  the  traffic.  This  argument  is  not  new.  In 
Commodity  Kates  to  Pacific  ( "oast  Terminals  (32  I.  C.  0.,  611),  we  stated — 

That  was  the  schedule  C  decision — 

We  stated: 

"It  has  been  suggested  that  construction  of  the  Panama  Canal  by  the  Gov- 
ernment of  the  United  States  is  indicative  of  a  governmental  policy  to  secure 
all  of  fins  coast-to- coast  business  for  the  water  lines,  and  that  no  adjustment 
of  rates  by  the  rail  lines  should  he  permitted  which  will  take  away  traffic  from 
the  ocean  carriers  which  normally  might  be  carried  by  them.  This  suggestion, 
however,  loses  force  under  the  consideration  that  the  Panama  Canal  is  but 
one  of  the  agencies  of  transportation  that  the  Government  of  me  United  States 
has  fostered  between  the  Atlantic  coast  and  the  Pacific.  The  Government  has 
from  the  beginning  of  railroad  construction  in  the  United  States  encouraged 
their  construction  and  operation  by  private  capital  and  enterprise.  Some  of 
these  transcontinental  lines  would  not  have  been  built  had  it  not  been  for  the 
liberality  the  Government  extended  to  them  at  the  time  of  their  construction. 
As  we  view  it.  rhe  Panama  Canal  is  to  be  one  of  the  agencies  of  transportation 
between  the  East  and  the  West,  but  not  necessarily  the  sole  carrier  of  the 
coast-to-Coas1  business.  If  the  railroads  are  able  to  make  such  rates  from  the 
Atlantic-  seaboard  to  the  Pacific  coast  as  will  hold  to  their  lines  some  portion 
of  this  traffic  with  profit  to  themselves,  they  should  be  permitted  so  to  do. 
The  acceptance  of  this  traffic  will  add  something  to  their  net  revenues,  and  to 
that  extent  decrease  and  not  increase  the  burden  that  must  be  borne  by  other 
traffic.  It  will  also  -ire  the  shippers  at  the  coast  points  the  benefits  of  an 
additional  and  a  competitive  service." 

This  is  the  decision  of  June  30,  1917  (16  I.  C.  C),  commencing  at 
the  bottom  of  page  207.  and  I  was  going  to  say  that  upon  the  ques- 
tion of  whether  the  carriers  like  to  meet  this  water  competition  I 
have  no  doubt  that  nothing  would  please  them  more  than  if  water 
competition  between  the  two  coasts  should  be  eliminated,  but  it  is 
here. 

Again : 

The  argument  advanced  by  the  water  lines,  if  carried  to  its  logical  conclu- 
sion, means  in  effecl  that  all  traffic  which  may  be  hauled  by  water  carriers 
should  be  reserved  for  their  exclusive  handling.  The  rail  carriers  can  not 
maintain  under  ordinary  circumstances  a  level  of  rates  between  the  Atlantic 
ami  Pacific  coasts,  between  the  North  Atlantic  ports  and  ports  on  the  South 
Atlantic  or  Gulf  coast,  or  between  points  on  the  Pacific  coast  that  will  lie  success- 
fill  in  securing  any  considerable  amount  of  traffic  in  competition  with  water 
carriers  without  fourth-section  relief.  We  are  of  opinion  that  the  best  interests 
of  i  lie  public,  of  the  transcontinental  carriers,  and  of  these  intermountain  cities 
In  particular  will  be  served  by  a  policy  thai  permits  the  transcontinental  car- 
riers to  share  with  the  water  lines  in  the  traffic  To  and  from  the  Pacific  coast 
ports.  The  lower  rates  to  the  ports,  however,  when  necessary,  must  not  be 
lower  than  the  competition  of  the  boats  makes  necessary  ami  must  be  high 
enough  to  cover,  and  this  by  a  safe  margin,  actual  out-of-pocket  costs  of  secur- 
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ing  and  handling  the  traffic.  The  shippers  at  the  coast  are  thereby  given  the 
benefit  of  competing  routes  and  competing  markets  of  supply.  The  railroads 
are  enabled  to  fill  up  their  trains  with  traffic  which,  although  not  highly  profit- 
able, yields  a  revenue  materially  greater  than  the  out-of-pocket  costs  of  securing 
and  handling  the  traffic,  thereby  adding  to  the  net  revenues  of  the  carriers,  and 
to  that  extent  lightening  the  transportation  burden  borne  by  other  localities. 

These  transcontinental  railroads  can  fairly  expect  such  consideration  as  will 
permit  them  to  continue  to  earn  a  reasonable  return  upon  their  property  devoted 
to  public  use.  If  governmental  control  is  so  exercised  as  to  prevent  them  from 
securing  any  considerable  share  of  the  business  to  and  from  the  terminals  and 
the  largest  possible  return  therefrom,  such  return  must  be  derived  from  the 
other  communities  along  their  lines. 

And  a  little  later  the  commission  saj  s  : 

The  situation,  however,  is  one  which  these  carriers  can  not  control.  The 
advantage  enjoyed  by  these  Pacific  coast  cities  is  in  the  long  run  a  permanent 
advantage. 

Now.  just  this  concluding  statement  by  Commissioner  Harlan  and 
1  will  have  finished.  The  only  difference  between  the  other  members 
of  the  commission  and  Commissioner  Harlan  is  whether  there  should 
be  a  change  in  the  rates  to  meet  the  temporary  condition. 

In  the  development  of  transportation  nothing  has  yet  appeared  to  suggest 
that  commerce  will  ever  move  by  land  so  cheaply  as  by  the  natural  water  route. 
So  far,  therefore,  as  may  now  be  anticipated  the  all-water  route  through  the 
canal  must  control  and  for  the  generations  to  come  be  the  basis  in  a  large 
degree  of  the  trade  and  commercial  relations  between  the  intermountain  cities 
and  the  competing  communities  that  are  favored  by  being  ports  on  the  Pacific 
<  >cean. 

As  1  say,  the  commission  agrees  with  that.  The  argument  that 
Commissioner  Harlan  is  using  is  used  to  show  the  futility  and  use- 
lessness  of  ordering  a  change  during  the  present  circumstances.  Dur- 
ing normal  conditions  all  the  commissioners  would  agree  that  that  is 
the  logical  language. 

And  unless  the  economic  advantage  of  being  terminals  for  an  all-water  route 
from  coast  to  coast  be  taken  away  from  the  Pacific  coast  cities  by  some  up- 
heaval of  nature  or  by  legislation  they  apparently  will  have  in  the  future  what 
they  always  have  had  in  the  past,  namely,  lower  all-rail  rates  on  commerce  that 
can  and  does  move  freely  by  water  than  the  less  distant  intermountain  cities  in 
rhe  nature  of  things  may  expect  to  have.  In  all  countries  important  cities  are 
to  be  found  the  prosperity  and  commanding  position  which  grow  largely  out 
of  the  fact  that  they  are  on  the  water  and  therefore  have  the  benefit  of  that 
cheaper  mode  of  transporting  their  commerce ;  and  in  many  reported  cases  we 
have  said  that  such  communities  may  not  lawfully  lie  deprived  of  the  benefits 
of  their  location  on  navigable  waters  by  compelling  the  rail  carriers  that  serve 
them  to  maintain  rate  adjustments  that  ignore  that  natural  advantage. 

That  is  our  position  and  has  been  the  position  of  the  Interstate 
Commerce  Commission. 

Senator  Cummins.  I  am  trying  to  grasp  the  principle  upon  which 
your  argument  is  based,  and  I  will  see  by  an  inquiry  whether  I  do 
fairly  comprehend  it.  You  will  agree  that  the  provision  of  law 
which  forbids  undue  or  unjust  preference  as  between  localities  is  a 
sound  and  salutary  provision  ? 

Mr.  Wetrtck.  Yes,  sir. 

Senator  Cummins.  You,  however,  contend  that  a  preference  or  ad- 
vantage that  is  given  to  one  locality  by  reason  of  competition  is  not 
an  unjust  or  undue  advantage? 

Mr.  Wetrick.  Yes ;  and  I  think  the  statute  contemplates  that,  be- 
cause it  makes  unlawful  only  undue  and  unjust  discrimination. 
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Senator  Cummins.  Wherever  competition  compels  a  rate,  even 
though  that  rate  be  a  lesser  one  than  a  rate  to  another  locality  over 
;i  shorter  distance,  that  there  can  he  no  violation  of  the  third  section? 

Mr.  Wktrick.  That  there  is  no  violation  in  that  case. 

Senator  Cummins.  It  matters  not  what  kind  of  competition  it  is, 
I  take  it? 

Mr.  Wktrick.  No,  sir. 

Senator  Cummins.  There  is  nothing  peculiar  about  water  com- 
petition ? 

Mr.  Wetrick.  No;  I  should  say  that  it  is,  of  course,  peculiar  in  its 
kind  and  cheaper  than  any  other  transportation,  but  there  may  be 
other  kinds  of  competition  or  other  situations  justifying  the  main- 
tenance of  lower  rates 

Senator  Cummins.  Can  you  imagine  any  competition  which  does 
not  justify  a  lower  rate? 

Mr.  Wetrick.  Xo  ;  1  should  think  that  I  would  have  to  say  that  if 
there  is  any  competition  at  a  further  distant  point  which  forces  down 
a  rail  rate  to  a  point  that  might  otherwise  be  regarded  as  a  reasonable 
basis,  that  it  is  proper  to  establish  such  a  rate  without  requiring  the 
rate  at  the  other  point  to  be  reduced  to  that  basis,  where  the  same 
forces  do  not  exist. 

Senator  Cummins.  If  it  was  a  desire  on  the  part  of  the  railroads 
to  build  up  a  certain  locality  because  it  would  in  the  end  yield  a 
larger  revenue,  you  are  of  the  opinion  that  to  give  that  locality  a 
lesser  rate,  although  the  haul  was  longer  than  the  intermediate 
points,  would  be  justifiable  under  the  third  section? 

Mr.  Wetrick.  Not  for  the  reason  which  you  mention. 

Senator  Cummins.  Why  not? 

Mr.  Wetrick.  If  I  understood  your  question  it  was  simply  if  a 
carrier  wants  to  build  up  a  particular  community,  whether  it  should 
be  permitted  to  do  so  for  that  reason,  and  whether  if  it  did  so — lowers 
the  rate — it  woufcl  be  in  violation  of  the  third  section. 

Senator  Cummins.  Yes. 

Mr.  Wetrick.  I  think  it  should  not  be  permitted  to  do  so,  and  it 
would  be  a  violation  of  the  third  section. 

Senator  Cummins.  Because  it  would  be  an  undue  and  unjust  dis- 
crimination ? 

Mr.  Wetrick.  Yes,  sir. 

Senator  Cummins.  If  it  should  be  a  noncompetitive  point,  why 
should  it  not  be  permitted  to  build  it  up  as  against  others,  where  it 
would  find  competition  ? 

Mr.  Wetrick.  I  should  say  for  all  the  reasons  that  induced  Con- 
gress to  enact  that  section. 

Senator  Cummins.  You  limit  the  right  to  make  that  discrimina- 
tion, or  give  a  preference  or  advantage  to  a  rate  that  will  yield  the 
cost  of  transportation? 

Mr.  Wetrick.  Yes,  sir;  and  something  beyond. 

Senator  Cummins.  Why  is  it  limited  in  that  way? 

Mr.  Wetrick.  For  the  reason.  Senator,  I  should  say,  that  if  taking 
the  traffic  in  competition  with  the  water  carriers  did  not  net  the  car- 
riers some  profit  over  and  above  the  expenses  they  are  put  to  in  trans- 
porting that  the  losses  so  suffered,  if  the  carriers  would  make  a  reason- 
able return,  would  have  to  be  made  up  on  other  traffic. 
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Senator  Cummins.  And  your  principle  will  cover  all  the  territory 
that  is  competitive;  that  is  to  say,  take  the  eastern  territory,  for 
instance — it  will  run  back  from  the  Atlantic  coast  to  points  where 
the  rail  rate  to  the  Atlantic  coast  and  the  ocean  rates  to  Seattle  may 
be  less  than  the  all-rail  rate  ? 

Mr.  Wetrick.  I  can  not  say  necessarily  that  that  would  force  the 
same  rate  back  that  far — if  that  is  what  you  mean. 

Senator  Cummins.  What  I  mean  is  this,  that  in  connection  with 
the  shipment  you  mentioned  from  Pittsburgh,  the  rail  rate  from  Pitts- 
burgh to  Seattle  ought  to  be  measured  by  the  rail  rate  from  Pitts- 
burgh to  New  York  and  over  the  ocean  from  New  York  to  Seattle. 

Mr.  Wetrick.  I  will  answer  it  by  saying  that  it  is  the  combination 
of  those  rates  that  will  determine  under  the  principle  for  which  we 
are  contending  what  rates  the  carriers  should  and  would  have  to 
establish. 

Senator  Cummins.  The  general  principle  you  announce  is  that 
whenever  a  railroad  company  finds  it  necessary,  in  order  to  get  the 
business,  to  reduce  its  rates  within  the  limits  we  have  already  men- 
tioned, it  may  do  so,  no  matter  what  discrimination  may  occur  at  the 
intermediate  points? 

Mr.  Wetrick.  No  ;  I  would  not  say  that,  and  that  is  not  true  under 
the  present  fourth  section.  The  Interstate  Commerce  Commission 
interprets  the  fourth  section  as  authorizing  it  to  fix  the  difference  that 
may  exist  between  an  intermediate  and  a  terminal  rate,  and  in  apply- 
ing the  section  it  was  its  duty  to  take  into  consideration  all  the  at- 
tending circumstances  and  to  permit  a  departure  from  the  fourth  sec- 
tion to  such  an  extent,  as  in  view  of  all  the  circumstances,  is  fair  ami 
just  to  all  concerned. 

Senator  Cummins.  The  fourth  section  does  not  quite  say  that,  does 
it?  There  is  no  indication  in  the  section  itself  as  to  the  degree  to 
which  the  carriers  may  be  relieved? 

Mr.  Wetrick.  I  think  perhaps  in  the  fourth  section  itself  there  is 
not,  but  the  commission  takes  the  view  that  a  provision  of  the  act 
against  discrimination  and  undue  preference  and  advantage,  sup- 
plies the  measuring  rod  for  the  application  of  the  fourth  section,  as 
near  as  I  understand  it.     That,  of  course,  Senator,  I  suppose  you 

Senator  Cummins.  I  infer  it  has  taken  that  view  because  it  has 
divided  the  traffic  of  the  country  into  schedules  or  classifications,  and 
has  given  the  right  to  charge  more  for  certain  things  to  the  inter- 
mediate points  than  to  the  terminal  points,  and  in  other  places  has 
not  given  any  privilege  of  charging  more.  I  think  this  Schedule  A 
contains  things  in  which  there  is  no  competition,  as  I  understand  it. 

Mr.  Wetrick.  Yes,  sir. 

Senator  Cummins.  And  therefore  it  has  not  relieved  the  railroads, 
as  far  as  those  articles  are  concerned,  from  the  operation  of  the  fourth 
section. 

Mr.  Wetrick.  No,  sir. 

Senator  Cummins.  And  then  it  has  made  another  schedule  in  which 
the  competition  may  be  said  to  be  moderate,  and  has  relieved  the 
railroads  to  a  certain  extent  as  to  those  articles? 

Mr.  Wetrick.  Yes,  sir. 

Senator  Cummins.  And  then  has  made  another  schedule  in  which 
the  competition  may  be  said  to  be  still  more  competitive  or  keener  and 
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has  given  the  railroads  to  a  still  further  degree  relief  as  to  those 
articles  ? 

Mr.  Wetrick.  Yes,  sir. 

Senator  Cummins.  Has  the  question  ever  come  up  before  the  com- 
mission as  to  its  power  or  jurisdiction  to  moderate  or  divide  (he  relief 
that  has  to  be  given  under  the  fourth  section?  In  other  words, 
whether  it  can  say  that  the  railroads  can  violate  it  upon  one  article 
and  not  on  another? 

Mr.  Wetrick.  Whether  the  commission  has  done  that? 

Senator  Cummins.  Yes.    I  ask  purely  for  information. 

Mr.  Wetrick.  Yes;  that  the  commission  has  done. 

Senator  Cummins.  Has  the  question  been  debated?  Has  it  arisen 
in  the  form  of  a  controversy  ? 

Mr.  Wetrick.  Yes,  sir;  I  should  say  it  had  under  the  amendment 
of  1910,  when  the  commission  came  to  consider  its  first  case  involving 
it.  The  first  thing  for  the  commission  to  decide  was  what  its  consti- 
tutional rights  and  privileges  were  under  the  fourth  section,  and  this 
briefly  here  states  what  their  idea  was.  They  say  in  the  decision  of 
1911,  in  21  I.  C.  C,  400,  at  page  412,  after  discussing  the  question  to  a 
considerable  extent : 

Bearing  in  mind  the  authority  which  the  commission  now  administers  in  pre- 
scribing a  reasonable  rate  and  in  declaring  and  correcting  an  undue  preference, 
ir  seems  evident  that  the  purpose  of  Congress  was  to  commit  to  this  body  the 
duty  of  determining  whether  if  the  carrier  was  permitted  to  charge  a  higher 
rate  at  the  intermediate  point  that  would  result  in  a  violation  of  the  provisions 
of  the  act.  But  in  so  doing  the  commission  can  not  act  arbitrarily.  It  musl 
investigate  each  case,  and  if  after  such  investigation  it  is  of  the  opinion  that 
a  departure  from  the  rule  of  the  fourth  section  would  not  result  in  unreason- 
aide  rates  or  undue  discrimination  it  must  permit  that  departure.  If,  upon  the 
other  hand,  it  is  of  the  contrary  opinion,  it  must  refuse  the  permission.  Such 
is  the  only  possible  construction  which  can  be  put  upon  this  section  in  connec- 
tion with  the  entire  act,  and  if  any  doubt  as  to  the  real  purpose  of  Congress 
could  exist,  it  must  be  effectively  put  at  rest  by  an  examination  of  the  history 
of  the  passage  of  this  measure. 

Then  they  investigated  that.  They  even  set  out  arguments  made  by 
Mr.  Mann  and  others  and  Senator  Sutherland,  and  came  to  the  con- 
clusion that  the  third  section  prohibits  discrimination  only  when  it 
is  undue  and  unjust  by  express  terms,  and  under  the  amended  fourth 
section,  which  permits  the  commission  in  special  cases  to  allow  the 
carriers  to  depart  from  the  fourth  section  what  they  are  to  consider 
is  the  force  of  water  competition,  what  is  the  proper  rate  for  the  in- 
termediate points,  and  whether  the  terminal  rate  made  something- 
above  the  actual  out-of-pocket  cost,  and  what  is  the  best  thing  for 
everybody  concerned. 

Senator  Cummins.  Have  you  ever  considered  any  modification  of 
the  exceptions  in  the  fourth  section — that  is  to  say,  whether  it  can  be 
expressed  in  more  definite  and  in  a  more  understandable  way.  so  as 
to  bring  about  what  you  believe  to  be  the  proper  adjustment  of  rates? 

Mr.  Wetrick.  Yes,  Senator,  yes;  in  my  opinion,  however,  it  should 
be  worded — the  fourth  section  should  be  so  constructed  that  the  inter- 
mediate rate  and  the  terminal  rate  would  be  considered  separately— 
not  one  tied  to  the  other,  as  the  commission  has  done  under  this 
amendment — and  say  that  the  rate  to  the  intermediate  point  shall  be 
fixed  by  the  commission  independently  of  any  other  rate,  at  a  reason- 
able and  proper  figure  in  view  of  all  the  circumstances,  and  that  the 
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rate  to  the  coast  then  should  be  considered  in  view  of  the  water  com- 
petition, and  it  should  be  determined  what  rate  the  carrier  should 
establish  or  should,  of  right,  be  permitted  to  establish  to  meet  that, 
and  with  the  further  provision  that  if  the  water  compelled  rate  to 
the  coast,  plus  a  reasonable  and  proper  rate  back,  gives  you  a  lower 
rate  than  the  one  that  might  otherwise  be  reasonable  at  any  inland 
point,  then  it  should  have  the  benefit  of  such  a  rate;  then,  in  my 
opinion,  no  one  would  be  disadvantaged  in  any  way;  everybody 
would  receive  the  benefit  of  their  natural  conditions  and  the  natural 
forces  which  exist,  and  which  the  carriers  must  take  into  considera- 
tion and  which  the  commission  has  always  said  is  proper,  should  be 
taken  into  consideration  and  will  be  given  their  proper  force  and 
effect. 

In  other  words,  I  feel  that  to  the  extent  the  intermediate  rate 
comes  within  the  zone  of  water  influence,  as  to  the  limit  below  what 
the  water  compelled  rate  at  the  coast  plus  the  local  back  has  been 
limited,  to  that  extent  the  interior  enjoys  a  more  favorable  rate  than 
it  could  expect. 

Senator  Cummins.  Could  you  see  any  merit  in  it  if  it  were  worded 

this  way  : 

Provided,  That  a  lesser  rate  may  be  charged  for  a  longer  distance  if  it  is 
required  in  order  to  meet  competition  at  the  point  of  the  longer  haul. 

Mr.  Wetrick.  So  far  as  my  thought  on  it  goes  now,  I  could  not 
see  any  particular  objection  to  that.  When  you  say  ''lower  rate," 
it  has  reference  to  some  other  rate  and  assums  that  the  intermediate 
rate  is  established  on  a  proper  basis  regardless  of  water  competition, 
and  then  the  commission  may  determine  what  rate  should  be  estab- 
lished to  meet  the  water  competition. 

Senator  Cummins.  Of  course  you  know  in  the  investigation  of  any 
particular  rate  that  it  is  practically  impossible  to  determine  whether 
it  is  a  reasonable  rate  or  not,  except  in  comparison  with  some  other 
rate.  You  can  not  take  a  rate  to  Spokane  and,  in  and  of  itself,  de- 
termine whether  it  raises  its  share  of  the  revenue  that  the  railroad 
company  must  have.    That  is  practically  impossible,  is  it  not  ? 

Mr.  Wetrick.  Yes,  sir ;  that  is  a  difficult  thing  to  do. 

Senator  Cummins.  The  commission  has  nearly,  if  not  quite  so, 
declared  that,  I  think.  Do  you  believe  in  any  regulation  of  water 
transportation  ? 

Mr.  Wetrick.  Well.  I  think  the  views  Mr.  Mann  expressed  on  that 
subject  express  my  view. 

Senator  Cummins.  I  asked  Mr.  Mann  about  establishing  a,  mini- 
mum rate.  Putting  that  aside  for  a  moment,  do  you  believe  that  the 
water  transportation  ought  to  be  regulated  just  as  the  land  transpor- 
tation is  regulated  ? 

Mr.  Wetrick.  Well,  practically,  Senator,  that  is  a  question  like 
any  question  upon  which  a  person  has  not  had  much  thought,  that 
you  do  not  like  to  answer  offhand.  I  can  see  many  reasons  why  it 
would  be  impracticable  to  do  the  same  thing  with  a  steamship  rate 
as  with  a  rail  rate,  and  Mr.  Mann  did  mention  some  of  those.  You 
will  recall  the  point  about  the  small  relative  cost  of  obtaining  a  ship 
and  engaging  in  the  transportation,  and  anyone  can  engage  in  it, 
whereas  it  costs  millions  of  dollars  to  construct  a  railroad  line  and 
operate  it.     Steamship  lines  do  not  operate  on  regular  routes,  and 
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those  that  do  have  the  competition  of  the  tramp  steamers  and  schoon- 
ers and  other  ships  to  meet.  It  is  such  an  uncertain  proposition  that 
there  is  no  question  in  my  mind  hut  what  it  is  going  to  be  much  more 
difficult  to  do  anything  practical  in  the  way  of  regulating  steamship 
rates  than  railroad  rates. 

Senator  Cummins.  It  is,  of  course,  well  understood  that  the  anti- 
trust law.  so-called,  of  1890  is  a  regulation  of  commerce  and  has  its 
foundation  in  that  same  provision  of  the  ('(institution  that  we  use 
in  regulating  railroads.  You  think  that  the  water  transportation 
ought  not  to  be  relieved  from  the  effect  or  operation  of  the  antitrust 
law  :  is  that  your  view  ? 

Mr.  Wetrick.  No.  sir:  the  primary  purpose  of  the  antitrust  law, 
while  it  is  founded  upon  the  commerce  clause.  I  should  not  say  was  to 
regulate  commerce  or  had  regard  to  it. 

Senator  Cummins.  The  sole  purpose  is  to  preserve  competition — 
free,  untrammeled  competition — as  I  understand  it. 

Mr.  Wetrick.  Yes.  sir;  but  not  in  connection  with  common  car- 
riers merely,  and  a  business  is  subject  to  the  operation  of  the  act  only 
by  virtue  of  the  fact  it  does  engage  in  interstate  commerce. 

Senator  Cummins,  It  would  be  manifestly  wrong  to  allow  water 
carriers  in  concert  to  put  in  rates  that  were  so  low  as  compared 
with  the  cost  of  transportation  that  the  rail  route  would  be  entirely 
driven  out  of  business,  would  it  not? 

Mr.  Wetrick.  Yes:  I  would  say  that,  and  I  would  say.  likewise, 
that  it  would  lie  wrong  for  them  to  combine  and  make  rates  higher 
than  would  reasonably  be  necessary,  but  it  is  difficult  for  a  condition 
of  that  kind  to  exist — more  difficult  for  it  to  exist  in  connection  with 
water  transportation  than  in  connection  with  rail  transportation  for 
the  reasons  that  I  have  mentioned — and  I  think  that  is  very  well 
demonstrated  by  the  past  history,  since  the  railroads  and  steamship 
lines  have  been  divorced,  and  the  low  rates  established  by  the  steam- 
ship companies  after  the  opening  of  the  canal  certainly  bear  no 
evidence  as  being  fixed  by  an  understanding. 

Senator  Cummins.  You  think  it  would  be  unwise  for  the  Govern- 
ment itself  to  establish  any  relation  between  land  transportation 
and  water  transportation  ? 

Mr.  Wetrick.  In  the  way  that  your  questions  to  other  witnesses 
have  suggested.  I  should  say  that  it  would,  in  my  opinion,  be  the 
proper  policy.  If  the  Government  operates  the  steamship  lines 
through  the  canal  at  any  time,  it  seems  to  me  that  the  Government 
should  limit  their  rates  to  what  will  be  reasonable,  on  the  same  basis 
or  principles  as  applied  to  private  transportation  companies,  and 
that  the  country  should  get  the  benefit  of  water  services  at  reason- 
able rates  and  that  they  should  not  be  kept  higher  for  the  purpose 
of  enabling  the  railroads  to  maintain  higher  rates. 

Senator  Cummins.  I  think  that  is  all. 

Mr.  Esch.  In  vour  testimony  you  alluded  to  this  statute,  but  you 
did  not  cite  it.  If  you  have  it  available.  I  wish  you  would  put  it  in 
your  hearings  at  the  proper  place. 

Mr.  Wetrick.  I  could  not  find  it  at  the  moment. 

The  Chairman.  You  can  insert  it  in  the  hearings  hereafter. 

(The  statute  referred  to  is  as  follows:) 

English  railway  and  canal  traffic  aft  of  1888,  section  27.  paragraph  8: 

"The  court  or  the  commissioner  shall  have  power  to  direct  that  no  higher 
charge   shall    be   made   to   any    person    for    service    in    respect    of    merchandise 
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carried  over  a  less  distance  than  is  made  to  any  other  person  for  similar 
services  in  respect  of  the  like  description  and  quantity  of  merchandise  carried 
over  a  greater  distance  on  the  same  line  of  railway." 

Mr.  Esch.  The  last  paragraph  of  section  4  contains  a  provision  to 
this  effect,  that  when  a  common  carrier  reduces  its  rates  to  meet  water 
competition  it  can  not  thereafter  increase  those?  rates  unless  it  can 
show  to  the  commission  that  the  conditions  have  changed,  and  they 
must  show  causes  other  than  the  elimination  of  water  competition. 

Mr.  Wetrick.  Yes,  sir. 

Mr.  Esch.  That  has  been  on  the  statute  book  for  years. 

Mr.  Wetrick.  Yes,  sir. 

Mr.  Esch.  Has  the  existence  of  that  statute,  which  is  prohibitory 
in  a  way,  had  any  effect  upon  the  transcontinental  carriers  in  making 
them  hesitate  to  reduce  their  rates  at  the  terminal  ports? 

Mr.  Wetrick.  I  should  say  positively  no. 

Mr.  Esch.  They  feel  confident  they  could  secure  an  increase  of 
rates  by  showing  a  change  of  conditions  ? 

Mr.  Wetrick.  No;  I  would  not  say  that,  but  the  rate-  which  they 
have  established  to  the  coast  terminals  they  have  known  have  never 
been  made  lower  by  them  than  water  competition  would  force  them 
to  make  and  keep  them,  and  they  have  nothing  to  fear  on  account  of 
that  statute  with  respect  to  having  to  keep  those  rates ■ 

Mr.  Esch.  Of  course  there  is  no  compulsion  by  the  statute  on  the 
carriers  to  reduce  the  rates. 

Mr.  Wetrick.  No,  sir. 

Mr.  Esch.  So  that  every  reduction  of  rates  by  the  carriers  would 
be  a  voluntary  reduction. 

Mr.  Wetrick.  Yes.  sir:  except  as  forced  water  competition. 

STATEMENT  OF  WILLIAM  S.  McCREA,  OF  SPOKANE,  WASH. 

Mr.  McCrea.  I  represent  the  Spokane  Chamber  of  Commerce  and 
the  Spokane  Merchants'  Association.  I  have  also  been  asked  to  rep- 
resent the  Commercial  Club  of  Boise.  Idaho. 

The  southern  part  of  Idaho  is  in  a  peculiar  condition  in  that  it  is 
not  connected  with  the  northern  part  of  Idaho  by  a  railway  system. 
It  has  to  pass  through  one  other  State  in  order  to  reach  from  one 
part  of  that  State  to  another.  I  am  sorry  that  the  Commercial  Club 
of  Idaho  did  not  send  their  representative  here,  as  they  have  made 
an  exhaustive  study  of  some  things  connected  with  this  long-and- 
short-haul  matter  which  might  be  of  interest  to  you.  Among  other 
things,  they  made  an  effort  to  discover,  and  did  discover,  that  nine 
States  in  the  Union  now  have  a  rigid  long-and-short-haul  clause 
governing  their  railway  commissions,  and  that  a  number  of  other 
States,  although  they  have  not  this  rigid  long-and-short-haul  clause, 
are  using  the  mileage  system. 

At  a  hearing  of  the  Interstate  Commerce  Commission  last  year 
Mr.  Grass,  of  the  Boise  Commercial  Club,  testified  that  the  railroads 
carried  canned  >-oods  3,425  miles,  from  New  York,  via  Salt  Lake  City 
and  Whitley,  Idaho,  to  Seattle  and  back  to  Boise  for  $1.63  per  100 
pounds,  while  the  rate  to  Boise  straight,  or  2,040  miles,  was  $1.62 
per  100  pounds;  in  other  words,  the  railroads  hauled  the  freight  1,300 
miles  farther  for  the  additional  1  cent.    He  also  cited  an  illustration 
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where  Portland  jobbers  could  ship  a  car  of  canned  goods  from  New 
York  to  Portland,  and  then  ship  the  same  back  to  Shoshone  and  on 
to  Minidoka  end  Gooding  for  $814,  whereas  the  same  goods  shipped 
direct  to  Boise  from  New  York  cost  $864. 

A  new  bridge  was  built  last  year  over  the  Priest  River  in  northern 
Idaho.  There  was  used  in  that  bridge  85^  tons  of  steel.  The  material 
was  shipped  from  Jacksonville,  111.,  and  the  freight  was  $1,547.41. 
If  that  same  bridge  had  been  constructed  on  the  Pacific  coast,  a  dis- 
tance of  400  miles  farther  away  from  the  factory  where  it  was  pro- 
duced, it  would  cost  $966.38,  or  approximately  $600  less.  This  is  a 
sample  of  the  public  improvement  excess  cost  in  the  intermountain 
country. 

A  bank  building  was  erected  in  Spokane  in  1912.  It  cost  just 
$35,000  more  in  freight  paid  on  material  than  the  same  building 
would  have  cost  if  it  had  been  erected  in  one  of  the  coast  cities.  The 
steel  was  purchased  at  Gary,  Ind.,  and  the  freight  was  $24.60  a  ton, 
as  compared  with  $16  per  ton  to  the  coast.  This  amounted  to  $22,360 
in  excess  freight  alone.  The  other  items  were  glass,  plumbing,  etc. 
This  is  true  of  the  $2,000,000  Davenport  Hotel  located  in  our  town. 
I  am  giving  you  these  illustrations  to  show  how  the  real  estate  market 
is  affected  by  the  freight-rate  problem  in  the  intermountain  country. 
Salt  Lake  City,  Butte,  Spokane,  and  Tacoma  are  similar  cities.  If 
a  person  should  purchase  a  lot  in  each  of  those  cities  at  the  same 
cost  per  square  foot,  and  erect  on  each  of  these  lots  so  purchased  a 
building  identically  the  same  in  every  respect,  it  would  cost  him  more 
to  construct  such  a  building  in  the  inland  cities  of  Salt  Lake,  Butte, 
or  Spokane  than  it  would  in  Tacoma,  and  consequently  he  would 
be  compelled  to  charge  a  larger  rental  for  his  offices  and  stores  in 
the  buildings  located  inland.  The  renters,  in  turn,  would  have  a 
larger  overhead  expense  as  the  result  of  this  high  rental,  and  in  turn 
would  be  compelled  to  charge  more  for  goods,  or,  in  case  of  profes- 
sional men,  for  services,  and  in  that  way  the  consumer  is  affected. 

This  is  also  true  of  factories.  The  cost  of  constructing  and  equip- 
ping a  factory  is  greater  inland  than  at  the  coast  points,  with  the 
result  that  the  finished  article  costs  the  consumer  more. 

We  had  a  peculiar  instance  come  within  our  knowledge.  Mr.  Wet- 
rick  referred  to  the  Union  Iron  Works  and  to  Mr.  Fitzpatrick.  Up 
to  last  year  the  rate  on  structural  iron  from  Spokane  to  the  mining 
district  of  the  Coeur  d'Alene  was  34  cents  and  the  distance  is  100 
miles.  The  rate  on  the  same  article  from  Portland  and  Seattle, 
through  Spokane  to  Wallace,  was  30  cents,  a  distance  of  between  400 
and  500  miles.  We  discovered  that  the  rate  from  Spokane  to  North- 
port,  another  smelter  town  located  inside  of  the  boundaries  of  the 
State  of  Washington,  was  24  cents  on  structural  iron,  as  against  54 
cents  from  the  Puget  Sound  ports  to  Northport.  By  calling  the 
carriers'  attention  to  this  rank  discrepancy  we  got  relief  to  a  limited 
extent,  the  carriers  making  our  rate  the  same.  I  simply  state  this 
case  at  this  time  to  show  you  to  what  extent  the  carriers  will  go  in 
order  to  build  up  the  coast  points  as  against  the  interior,  and  to  show 
you  that  the  long-and-short-haul  amendment  would  prevent  all  that 
sort  of  thing.  There  are  a  lot  of  small  matters  such  as  that  that  come 
to  our  attention  that  it  is  impossible  for  us  to  take  up,  and  we  have  to 
drop  out  of  them.  It  has  kept  our  country  from  growing,  I  think,  to  a 
very  great  extent. 
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The  Holt  Manufacturing  Co.  have  a  plant  at  Stockton.  They  have 
also  a  distributing  plant  in  Spokane.  If  they  manufacture  articles 
and  take  them  to  Spokane  it  will  cost  them  more  to  take  them  there 
and  distribute  them  there  than  it  would  to  take  them  to  Grafton. 
Those  are  all  matters  that  come  in  the  long-and-short-haul  clause,  and 
which  have  no  reference  whatever  to  water  competition. 

Spokane,  being  the  center  of  a  large  farming  region,  has  two  large 
packing  plants.  The  rate  on  live  stock  from  Montana  points  to 
Spokane,  an  average  distance  of  450  miles,  is  the  same  as  to  the  coast, 
an  average  of  750  miles,  while  the  rate  on  live  stock  purely  within  the 
State  of  Washington  is  on  the  mileage  basis,  and  the  effect  is  that 
packing  plants  on  the  coast  get  an  even  break  on  stock  that  would 
naturally  come  to  Spokane  or  other  intermountain  points.  While  we 
have  some  little  advantage  from  the  fact  that  the  stock  has  to  be  un- 
loaded, yet  they  do  ship  stock  clear  through  to  coast  points,  and. 
owing  to  that  discrimination,  you  can  see  where  it  builds  up  the  manu- 
facturing and  shipping  interests  of  the  Pacific-coast  points  as  against 
the  inland  points. 

The  inland  empire  is  a  term  Ave  have  given  to  that  part  of  eastern 
Washington  where  Spokane  is  located,  northern  Idaho,  and  western 
Montana.  It  is  a  farming  region,  containing  also  the  Coeur  d'Alene 
mines,  and  is.  of  course,  quite  a  prosperous  region  for  production. 
There  are  83,406  square  miles  contained  in  that  inland  empire,  and 
the  population  is  567,277,  based  on  the  1910  census.  Western  Wash- 
ington has  an  area  of  26.356  square  miles,  and  lias  a  population  of 
742,471,  as  against  567,277.  We  have  6.8  persons  per  square  mile  in 
the  inland  empire  as  against  28.17  persons  per  square  mile  in  the 
Pacific-coast  region.  I  am  giving  you  those  figures  to  show  that, 
regardless  of  our  natural  resources,  that  this  system  of  freight  rates 
has  built  up  the  Pacific-coast  points  as  against  the  inland  territory. 
where  the  natural  resources  exist. 

While  the  population  is  greater  on  the  coast  the  crop  production 
is  greater  inland.  The  1910  reports  give  the  inland  crops  as  $78,794,- 
590,  as  against  $17,968,325  ;  the  live-stock  values  of  the  inland  empire 
were  $49,509,765.  as  against  $15,045,247  on  the  Pacific-coast  points. 

Now.  just  as  an  illustration  of  how  the  rates  are  spread  out.  I 
wish  to  present  for  your  consideration  an  exhibit.  This  is  the  carload 
commodity  schedule  prepared  by  the  railroads.  It  was  prepared  by 
the  railroads  for  the  purpose  of  showing  what  changes  would  be 
necessary  in  their  rates  and  how  far  back  they  would  go  if  the  Inter- 
state Commerce  Commission  would  increase  the  rates  according  to  our 
demands  in  the  hearing  last  fall.  Take  carpeting,  for  example.  The 
terminal  rate  is  $1.25  and  the  Spokane  rate  is  $1.56;  Missoula,  a  dis- 
tance of  656  miles,  the  rate  is  $1.56 ;  Butte.  776  miles,  $1.56 ;  Billings, 
Mont.,  a  distance  of  1,012  miles,  the  rate  is  $1.56.  In  order  to  get  to 
the  $1.25  rate  you  have  to  go  clear  to  Gregory,  Minn.,  which  is  a  dis- 
tance of  1,500  miles.  It  gives  you  an  idea  how  far  inland  the  dis- 
crimination reaches. 

You  take,  for  instance,  how  the  farmers  are  affected  by  that.  All 
farming  implements  are  affected  in  the  same  way  through  the  Da- 
kotas,  Montana,  and  into  Minnesota.  Twine  and  cordage,  for  in- 
stance, is  a  very  large  item  in  wheat  farming.    We  grow  an  immense 
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crop  of  wheat.  We  grow  from  30,000,000  to  50,000,000  bushels  of 
wheat.  Taking  the  Dakotas  and  Minnesota,  it  is  enormous.  The 
terminal  rate  on  twine  and  cordage  at  the  present  time,  or  at  the  time 
this  exhibit  was  made,  was  75  cents;  at  Spokane  the  rate  was  $1.09; 
Missoula,  $1.10;  Butte,  $1.10;  and  Billings,  $1.10.  That  rate  would 
break  at  the  75-cent  point  again  as  far  east  as  Bluffton,  Minn.,  which 
would  take  in  the  Dakotas  and  Montana  and  part  of  Minnesota, 
almost  to  St.  Paul. 

(The  exhibit  referred  to  is  as  follows:) 

KATES  QUOTED  PER  HUNDREDWEIGHT. 

Reapers,  binders,  mowers:  From  Chicago,  $1.34  to  Spokane,  $1.25  to  coast. 

Farm  wagons:  From  New  York,  $1.56  to  Spokane,  $1.25  to  coast  ;  from  Pitts- 
burgh. $1.-14  to  Spokane,  $1.25  to  coast;  Cincinnati  and  Detroit  like  Pittsburgh. 

Coffee  (green)  :  From  Now  York,  $1.15  to  Spokane,  80  cents  to  coast;  from 
Now  Orleans,  95  cents  to  Spokane,  80  cents  to  coast. 

Canned  corn,  peas,  tomatoes,  soups:  From  Maine,  $1.10  to  Spokane,  85  cents 
to  coast. 

Mississippi  River  corn:  Ninety  cents  to  Spokane,  85  cents  to  coast.  Tariff 
effective  December  30,  1916,  raises  coast  rate  from  75  to  85  cents. 

Stoves:  From  New  York.  $1.63  to  Spokane,  $1.30  to  coast;  from  Pittsburgh, 
Detroit,  Cincinnati,  and  Cleveland.  $1.50  to  Spokane,  $1.30  to  coast:  from  St. 
Louis  and  Chicago,  $1.39  to  Spokane,  $1.30  to  coast. 

Boots  and  shoes,  less  than  carloads:  From  Massachusetts,  $3.44  to  Spokane, 
$2.75  to  coast,  per  hundredweight;  from  St.  Louis  $2.80  to  Spokane,  $2.75  to 
coast. 

Fruit  jars:  From  Muncie,  Ind..  80  cents  to  Spokane,  75  cents  to  coast;  same 
from  Oklahoma. 

Structural  steel  for  bridges:  From  Pittsburgh.  97  cents  to  Spokane,  75  cents 
to  coast ;  from  Chicago,  S7i  cents  to  Spokane,  65  cents  to  coast ;  on  nails,  also 
barbed-wire  fence,  same  as  above. 

Dry  goods,  cotton,  cambric,  sheeting,  etc. :  From  New  York,  $1.25  to  Spokane, 
$1  to  coast ;  less  than  carloads  on  cotton,  $2.27  to  Spokane,  $1.60  to  coast. 

Clothing,  suits,  New  York,  less  than  carloads :  $3.75  to  Spokane,  $3  to  coast ; 
women's  cloaks,  suits,  etc.,  same  rate. 

Cotton  underwear:  From  Massachusetts,  $1.88  to  Spokane,  $1.50  to  coast: 
from  Pennsylvania,  $1.73  to  Spokane,  $1.50  to  coast. 

Chinaware  or  earthenware :  From  Ohio,  $1.32  to  Spokane,  $1.15  to  coast. 

Stock  and  poultry  food :  From  Chicago,  64  cents  to  Spokane,  60  cents  to  coast. 

Iron  bedsteads  and  brass,  mixed:  From  Chicago,  $1.34  to  Spokane,  $1.25  to 
coast. 

Iron  bedsteads,  straight :  From  Chicago,  $1.18  to  Spokane,  $1.10  to  coast. 

Mattresses:  From  Michigan,  $1.27  to  Spokane,  $1.10  to  coast. 

Lamp  chimneys,  lantern  globes,  glassware,  etc.:  From  Pittsburgh,  $1.73  to 
Spokane,  $1.50  to  coast. 

Window  glass :  From  Pittsburgh,  $1.04  to  Spokans,  90  cents  to  coast. 

Wire  fence  in  rolls,  hog  tight:  From  Chicago,  90  cents  to  Spokane,  85  cents  to 
coast. 

Grindstones:  From  St.  Louis,  86  cents  to  Spokane.  80  cents  to  coast;  from 
Pittsburgh,  82  cents  to  Spokane,  80  cents  to  coast. 

Kitchen  utensils:  From  St.  Louis,  $1.28  to  Spokane,  $1.20  to  coast. 

Paint :  From  St.  Louis,  90  cents  to  Spokane,  85  cents  to  coast ;  from  Cincin- 
nati and  Cleveland,  $1  to  Spokane,  85  cents  to  coast. 

Bath  tubs :  From  Pittsburgh,  $1.44  to  Spokane,  $1.25  to  coast. 

Cast  iron :  From  Birmingham,  Ala.,  85  cents  to  Spokane,  65  cents  to  coast. 

Cast  iron,  pipe,  or  wrought  iron :  From  Pittsburgh,  88  cents  to  Spokane,  75 
cents  to  coast.  Tariff  effective  December  30,  1916,  raises  coast  rates  from  65  to 
75  cents.  This  includes  sewers  and  water  mains  used  in  large  quantities  by 
small  towns.    Average  size.  6  inches  and  4  inches. 

Cream  separators:  From  Chicago,  $1.23  to  Spokane,  $1.15  to  coast. 
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Now.  the  United  States  Government,  through  Mr.  Hoover,  fixed 
the  price  of  wheat  as  you  know  in  Illinois  at  $'2.20  and  we  made  a 
protest  on  the  price  that  was  fixed  in  our  country,  which  was  about 
$1.85  a  bushel.  That  was  finally  raised  to  $1.90  or  $1.95.  The  ex- 
cuse given  was  that  we  had  no  ships  and  no  boats  on  the  Pacific  coast 
to  carry  the  wheal.  If  we  could  have  shipped  that  wheat  to  the 
Pacific  coast  and  loaded  it  on  the  boats  and  taken  it  to  points  of  des- 
tination, our  price  would  have  been  $2.20  or  the  same  as  the  Illinois 
price. 

Now.  it  is  a  peculiar  situation  that  one  department  of  the  Govern- 
ment holds  that  we  have  no  boats  on  the  Pacific  coast  and  therefore 
have  to  take  a  less  rate  for  our  wheat  or  farm  produce,  and  another 
department  of  the  Government  says  on  account  of  water  competition 
you  have  to  pay  a  higher  freight  rate.  We  have  not  had  a  reduction 
of  our  freight  rates  yet.  While  the  decision  has  been  rendered,  the 
matter  is  still  before  the  Interstate  Commerce  Commission  on  the 
matter  of  the  rate  schedules  which  were  presented  by  the  railway 
companies. 

The  Chairman.   Have  you  examined  those  schedules? 

Mr.  McCrea.  We  have  not  had  an  opportunity  to  examine  those 
schedules.  We  have  our  representative  in  Xew  York  now  examining 
tin1  schedules. 

The  Chairman.  Do  you  know  whether  the  schedules  in  the  main 
are  reductions  to  the  intermountain  region  or  increases  to  the  termi- 
nal points  \ 

Mr.  McCrea.  They  are  increases  to  the  terminal  points  and  even 
some  increases.  I  think,  to  the  intermountain  points. 

The  Chairman.  Are  there  any  decreases? 

Mr.  McCrea.  I  could  not  say  that,  but  we  are  objecting  to  those 
rales  at  the  present  time.  We  think  that  the  rates  probably  ought 
to  be  partly  raised  at  the  coast  points  and  partly  reduced  at  the 
intermountain  points.  That  would  give  us  some  relief.  It  is  a 
mutter  to  be  figured  out  on  what  is  a  reasonable  rate,  but  it  seems 
logical  to  us  that  if  we  were  paying  all  the  profit  before  and  the 
coast  rates  are  raised,  that  the  railroads  are  in  a  position  to  equalize 
the  rates  by  presenting  some  proposition  whereby  we  would  derive 
some  advantage  in  the  way  of  reduced  rates.  We  have  a  representa- 
tive at  present  in  attendance  at  the  hearings  on  this  matter. 

The  matter  of  car  shortage  has  been  referred  to  several  times  in 
this  hearing.  We  do  not  remember  the  time  when  wTe  have  not  had 
car  shortage  in  our  territory  of  some  kind  or  other.  It  is  claimed 
by  the  railroads  that  they  have  to  carry  their  tonnage  at  a  low  rate 
from  East  to  West  on  account  of  water  competition,  and  that  they 
have  an  empty  haul.  If  those  empty  cars  wTere  taken  to  Wyoming 
or  Utah  and  coal  loaded  on  them  and  that  coal  distributed  to  Oregon 
and  Washington  and  other  places  where  it  is  consumed,  they  could 
get  a  higher  rate  than  they  do  from  Pittsburgh.  There  is  no  neces- 
sity of  favoring  the  Japanese  and  Chinese  with  these  low  rates  and 
discriminating  against  our  own  people.  The  same  is  true,  of  course, 
of  the  movement  of  wheat  in  ordinary  times.  We  have  had  wheat 
blockades  right  along,  and  at  the  same  time  with  ;i  car  shortage  cars 
were  passing  back  and  forth  hauling  lower  grade  tonnage.  We  think 
that  situation  should  be  taken  into  consideration. 
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It  was  testified,  I  think,  by  Mr.  Wade,  day  before  yesterday,  that 
pig  iron  could  be  carried  by  water  at  as  low  a  rate  as  $5  a  ton,  while 
the  actual  cost  to  the  railroads  would  be  $15.  If  the  boats  can  carry 
merchandise  as  low  as  that  from  the  Atlantic  coast  to  the  Pacific 
ports,  how  is  it  possible  under  any  conditions  for  the  railroads  to 
compete  with  them?  We  contend,  of  course,  that  all  but  10  or  15 
per  cent  of  the  tonnage  originates  inland  on  the  Atlantic  coast,  and 
it  is  impossible  to  load  that  on  the  cars  and  ship  it  to  the  Atlantic 
coast  and  then  load  it  on  the  boats  and  take  it  around  to  the  Pacific 
coast  and  bring  it  inland  at  the  same  rate  they  can  ship  it  across 
the  continent.  We  contend  this  is  absolutely  a  fight  of  the  manu- 
facturers and  jobbers  of  the  coast  points  to  build  up  the  coast  as 
against  the  interior,  and  while  I  am  on  that  point  1  might  suggest 
that  if  the  law  which  we  advocate  had  been  in  effect  ami  if  we  had 
won  our  first  fight  25  years  ago  the  inland  empire  would  have  been 
built  up  to  such  an  extent  at  the  present  time  that  the  allies  would 
not  have  had  any  fear  of  not  being  supplied.  We  run  support  an 
immense  population.  It  has  been  estimated  that  in  two  counties  in 
our  State  you  could  set  the  little  nation  of  Holland,  with  its  6,000,000 
people,  and  the  land  is  as  good  as  the  land  in  Holland.  They  make 
their  money  by  diversified  farming.  If  *we  had  the  support  of  the 
railroads  in  building  up  the  inland  empire,  there  would  he  no  trouble 
about  a  shortage  of  foodstuffs. 

The  Chairman.  Suppose  when  the  Panama  Canal  was  opened  tin 
entire  transcontinental  traffic  had  been  absorbed  by  that  canal  at 
Ioav  rates  and  the  railroads  had  been  deprived  of  any  of  that  ton- 
nage; in  that  event,  would  you  exited,  with  a  diminution  of  the 
total  income  of  the  transcontinental  companies,  that  your  rates  to 
the  interior  region  would  be  as  low  as  they  are? 

Mr.  McCrea.  Well,  there  is  no  possibility,  of  course,  as  I  said  be- 
fore, of  anything  except  a  small  percentage  of  the  tonnage  moving 
by  water.  I  think  the  railroads  themselves  estimated  that  20  per 
cent  of  the  tonnage  came  around  by  the  Panama  (anal. 

The  Chairman.  You  think  the  gross  income  would  not  be  much 
affected? 

Mr.  McCrea.  I  do  not  think  so.  I  think  their  own  figures  would 
show  20  per  cent  originates  on  the  Atlantic  coast,  but  by  building  up 
the  interior  country  they  would  get  back  more  than  that. 

I  want  to  say  that  we  work  with  the  railroads.  We  know  that 
the  railroads  have  built  us  up.  We  could  not  get  along  without  the 
railroads,  and  Ave  have  not  got  air  competition  yet,  and  that  is  the 
only  means  we  could  ever  except,  unless  it  be  automobile  competition. 
I  presume  if  we  get  air  or  automobile  competition,  that  that  would 
compel  our  railroads  to  reduce  their  rates.  There  is,  of  course,  on 
our  good  roads  automobile  truck  competition  with  the  railroads  now. 
They  go  out  into  the  country  and  make  their  rates  and  carry  pas- 
sengers and  freights,  etc.,  but  we  certainly  think  it  is  to  the  inter- 
ests of  the  railroads  to  work  with  us  rather  than  against  us.  I  do 
not  understand  the  attitude  of  the  coast  jobbers.  While  they  claim 
to  be  our  best  friends,  and  all  that  sort  of  thing,  as  Mr.  Wetrick  said 
and  Mr.  Mann  said,  we  do  not  possibly  see  how  they  can  be  our  good 
friends  and  be  here  fighting  for  the  railroads.  What  fight  have 
they?  Why  should  they  come  from  Seattle  at  a  great  expense  and 
attend  this  hearing  if  they  can  get  their  goods  regardless  of  the 
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railroads?  In  their  testimony  they  give  us  the  idea  that  it  does  not 
make  a  particle  of  difference  what  the  railroad  rate  is,  that  they 
are  going-  to  get  the  benefit  of  water  competition. 

I  think  the  only  thing  left  for  us  to  do  is  to  work  with  the  rail- 
roads and  build  up  the  inland  empire,  and  that  can  only  be  done  by 
the  use  and  application  of  a  long-and-short-haul  amendment.  Some 
one  testified  the  other  day  as  to  the  population  on  the  whole  Pacific 
coast  as  r).000,000  people:  that  is.  in  the  fringe  of  territory  that 
takes  in  the  terminal  points,  and  3,000,000  people  in  the  territory 
that  takes  in  the  country  outside  of  that.  From  the  schedule  which 
I  presented  to  you  here  we  have  estimated  that  there  are  between 
13,000,000  and  15,000,000  people  discriminated  against,  as  against 
2.000.000  or  3,000,000  people  who  get  the  benefit  of  this  rate  ad- 
justment on  the  Pacific  coast.  If  you  will  take  a  map  and  trace  the 
terminals,  you  will  find  the  line  will  run  up  about  San  Diego.  Los 
Angeles.  San  Francisco,  and  it  will  touch  the  Pacific  coast.  You 
can  go  right  out  at  Santa  Barbara  and  look  at  the  blue  waters  of 
the  Pacific  Ocean.  The  population,  taken  as  a  whole,  is  very  much 
larger  per  square  mile,  although  the  district  benefited  by  it  is  much 
smaller  than  the  tremendous  territory  adversely  affected,  and  it  will 
indicate  to  any  person  that  the  discrimination  has  worked  in  favor  of 
the  terminal  points  in  building  them  up. 

We  are  just  as  anxious  as  the  coast  people  and  the  railroads  to  dis- 
continue the  hearings  and  settle  this  matter,  and  wye  think  the  proper 
manner  to  settle  it  is  through  a  long-and-short-haul  clause.  These 
hearings  have  been  very  expensive  to  the  railroads.  To  prepare  the 
present  schedules  of  rates  it  must  have  cost  them  an  enormous 
Mini;  to  keep  their  high-priced  legal  talent  and  a  high-priced  bureau 
of  rate-making  experts,  and  the  expenses  incident  to  attending  all 
these  hearings,  which  could  be  eliminated  and  thus  cut  down  their 
overhead  expenses,  must  be  enormous.  To  eliminate  all  these  expenses 
would  assist  very  materially  the  earnings  of  the  railroads. 

The  Vice  Chairman.  I  wish  you  would  enlighten  the  committee, 
if  you  can.  as  to  who  your  real  antagonists  are — whether  these  coast 
cities  or  the  railroads. 

Mr.  McCrea.  It  must  be  apparent  to  you,  Mr.  Adamson.  that  the 
coast  cities  are  very  much  interested,  or  they  would  not  be  here 
fighting  the  battles  for  the  railroads. 

The  Vice  Chairman.  Why  should  the  railroads  desire  it?  It 
seems  to  me  they  would  desire  to  get  higher  rates. 

Mr.  McCrea.  I  think  possibly  in  their  hearts  they  would  very 
much  prefer  to  have  the  new  schedules  containing  higher  rates, 
but  they  would  have  to  enter  into  a  fight  with  the  coast  jobbing 
cities  in  order  to  bring  that  about,  and  there  is  a  lot  of  competition 
between  the  railroads.  We  have  the  Canadian  Pacific,  the  Great 
Northern,  the  Northern  Pacific,  and  the  Milwaukee,  and  the  Union 
Pacific  &  Burlington,  and  all  those  lines  up  there,  and  we  know  how 
they  compete  for  business:  and  I  want  to  say  here  and  now  that 
while  some  of  our  people  may  be  in  favor  of  Government  ownership, 
I  am  very  much  opposed  to  it.  We  get  very  good  service  out  of 
the  railroads,  outside  of  this  one  particular  feature.  Their  service 
is  splendid,  and  competition  brings  about  that  service.     They  vie 
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with  each  other  to  give  good  service  in  order  to  obtain  the  passen- 
ger traffic  and  get  the  freight  service.  I  think  that  is  of  consider- 
able benefit  to  ns. 

There  was  considerable  trouble  incident  to  the  passage  of  the  sea- 
man's act,  it  being  contended  that  the  shipping  was  about  to  be 
wiped  off  the  map  on  account  of  the  different  things  that  that  act  con- 
tained which  caused  the  price  of  labor  on  the  boats  to  be  increased. 
If  the  boats  can  make  such  low  rates  why  would  they  object  to  this 
particular  seaman's  act?  Might  not  the  Government  control  the 
steamships  in  addition  to  the  railroads  and  fix  the  rates  at  terminal 
points  at  a  level  with  or  greater  than  the  intermoiintain  rates 

Senator  Cummings.  I  have  been  prompted  to  ask  several  times 
whether  the  Canadian  transcontinental  roads  have  higher  intermedi- 
ate rates  than  at  the  terminals? 

Mr.  McCrea.  The  canal  cost  the  Government  a  great  deal  of 
money,  and  if  the  labor  on  the  ships  and  the  canal  tolls  and  if  the 
rates 'might  reasonably  be  fixed  at  about  the  price  of  the  railroads' 
charges  and  no  discrimination  will  come  from  that,  I  do  not  see  any 
objection  to  that. 

Senator  Cummins.  Do  you  know  whether  the  Canadian  roads 
charge  higher  rates  to  their  intermediate  points  than  at  the  termi- 
nals? 

;  Mr.  McCkea.  I  do  not  know  that.  I  imagine  if  that  was  attempted 
to  be  brought  about  you  would  find  that  the  same  fight  would  be 
waged  by  the  coast  manufacturing  and  jobbing  interests  against  the 
intermediate  points  as  they  now  wage  against  the  increase  of  theii 
rates  or  the  leveling  of  their  rates.  We  do  not  believe  in  an  increase 
of  rates.  We  do  not  ask  that.  We  ask  for  a  leveling  of  the  rates, 
or  a  long-and-short-haul  clause  which  will  give  us  a  better  rate  for 
the  shorter  than  for  the  longer. 

TESTIMONY  OF  ME.  FRED  P.  GREGSON. 

Mr.  Gregson.  My  name  is  Fred  P.  Gregson;  occupation,  traffic 
manager  of  the  Associated  Jobbers  of  Los  Angeles,  an  organization 
consisting  of  the  large  wholesale  distributers  and  manufacturers  of 
Los  Angeles,  closely  allied  with  the  chamber  of  commerce,  and  the 
only  commercial  organization  of  its  character  in  southern  California. 

I  have  not  much  to  say,  but  it  has  to  deal  with  two  questions.  As 
the  fourth  section  now  seems  to  be  the  order,  the  fourth  section  goes. 

I  want  to  tell  you  first  about  the  jobber.  I  might  say,  before  that, 
that  my  life  has  been  devoted  entirely  to  transportation,  river,  rail, 
and  sea,  and  to  commercial  business.  From  16  years  of  age  I  was 
employed  in  steamboating  and  railroading,  and  in  the  last  10  years 
in  commercial  life,  with  the  exception  of  five  years,  when  I  was  in 
business  for  myself,  when  I  accumulated  and  lost  a  few  dollars. 

I  want  to  define  a  jobber  to  you.  A  jobber,  gentlemen,  never  built 
up  a  territory  in  existence.  He  never  created  any  population,  and 
when  Judge  Bartine  and  the  intermoiintain  people  tell  you  that  this 
is  a  jobbers'  fight,  it  is  not.  We  live  apart  from  the  population.  We 
are  what  you  might  term,  possibly,  a  necessary  evil,  but  we  are  neces- 
sary for  we  are  the  proper  medium  for  the  distribution  of  the  pro- 
ducers'  and  manufacturers'  goods.     We  are  a  clearing  house;   we 
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protect  the  producer  and  manufacturer  financially  and  carry  the 
burdens  of  the  weak,  when  it  comes  to  lost  accounts.  So  much  for 
the  jobber. 

It  is  said  by  the  intermountain  gentlemen  that  we  are  in  opposi- 
tion to  them;  that  we  are  fighting  the  battles  of  the  railroads.  A 
quick  review  of  the  Interstate  Commerce  Commission's  hearings  will 
show  F.  P.  Gregson  and  other  Pacific  coast  representatives  opposing 
and  fighting  the  railroads  of  the  United  States  in  each  and  every 
instance  where  there  was  an  unjust  discrimination  raised — re  the 
great  switching  case.  You  will  find  us  in  every  case  where  there  are 
discriminatory  rates  or  unjust  rates,  opposing  the  railroads  and  put- 
ting them  on  a  level  where  they  should  be.  As  for  being  in  love  with 
the  railroads,  I  used  to  be  one  of  them  for  many  years.  A  railroad 
is  the  rails  and  ties  and  country  through  which  they  run.  Of  course 
we  love  the  railroads,  and  we  respect  the  intelligence  of  some  of  their 
employees — possibly  not  all.     So  much  for  that. 

Working  under  your  gavel,  Mr.  Chairman,  I  may  leave  out  some- 
thing that  I  desire  to  sa}^  that  might  be  of  interest,  and  so  I  will 
proceed  and  briefly  comment  upon  some  of  the  evidence  which  has 
been  adduced  here.  Mr.  McCarthy,  of  Utah,  testified  here  the  Cen- 
tral Pacific  Railway's  net  revenue  was  $10,000  per  mile  through  the 
State  of  Nevada.  He  did  not  say  one  word  as  to  the  revenue  of  the 
Western  Pacific,  which  parallels  for  a  great  distance  the  Southern 
Pacific  Co.  He  left  that  untouched.  He  did  not  say  one  word  as  to 
the  poor  old  Los  Angeles  &  Salt  Lake  Railroad — Senator  Clark's 
road — that  without  the  terminal  tonnage  could  not  exist  for  one 
moment ;  nor  did  he  state  that  the  revenue  per  ton-mile  or  revenue  per 
ton-mile  net  earnings  in  the  State  of  Nevada  for  the  Los  Angeles  & 
Salt  Lake  Railroad  were  so  low  it  would  not  permit  the  movement  of 
a  train  once  a  week,  and  did  not  tell  you  that  they  have  taken  up 
several  miles  of  road  in  the  State  of  Nevada.  So  when  you  look 
upon  the  Central  Pacific  you  do  not  have  a  true  picture,  and,  as  some 
of  you  gentlemen  remarked  about  the  weaker  and  stronger  roads, 
that  the  stronger  must  take  care  of  the  weaker,  how  could  these  weaker 
lines  live  without  the  terminal  tonnage?  That  brings  me  down  to 
the  other  question.  The  rate  per  ton  per  mile,  Mr.  McCarthy  says, 
is  something  like  1.72  mills  per  ton  per  mile  on  the  coast-to-coast 
traffic.  Do  }'ou  know  that  the  Pennsylvania  Railroad  makes  more 
money  at  2  per  cent  per  ton  per  mile  than  some  of  these  railroads  do 
at  10  cents? 

The  Chairman.  You  mean  2  cents  a  mile  ? 

Mr.  Gregson.  No,  sir ;  I  am  talking  about  mills  per  mile.  You  can 
make  more  money  at  2  mills  per  ton  per  mile  on  some  traffic  than  you 
can  make  out  of  10  cents.  I  am  only  mentioning  these  things  to  show 
you  how  foolish  it  is  to  burden  this  committee  with  information  and 
details  that  an  expert — and  I  am  not  a  real  expert — could  tear  to 
pieces  in  a  minute.  It  is  density  of  tonnage  that  makes  the  big  money. 
The  foundation  of  railroad  tonnage  is  not  dry  goods  or  groceries;  it 
is  an  economic  rule  that  you  must  all  know,  that  the  rich  carry  the 
burdens  of  the  weak,  and  automobiles  at  $500  a  ton  must  go  along  with 
soap  and  flour  at  50  cents,  and  the  railroads  make  more  money  at  50 
cents  for  flour  and  soap  than  they  make  on  automobiles. 
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Some  gentleman — I  think  Mr.  Bartine  made  the  statement,  or  maybe 
his  Spokane  friend — said  that  there  was  no  such  thing;  as  terminal 
rates  eastbound  in  this  country.  Xow,  that  is  another  fallacy.  The 
rates  to-day  on  canned  goods — or  were  before  these  neAv  tariffs  be- 
came effective — are  based  on  water  competition.  The  rate  by  boat 
from  here  or  Los  Angeles  to  Xew  York  is  $8  per  ton  on  that  com- 
modity, and  in  order  to  meet  that  competition  the  rail  rate  has  been 
reduced,  and  therefore  you  get  that  62^-cent  rate.  You  never  hear  the 
California  men  in  the  interior  complaining  of  that  competition.  In- 
cidentally, you  never  hear  of  a  California  shipper  complaining  of  the 
long-and-short-haul  clause  and  trying  to  get  reparation,  except  in  the 
case  of  some  of  these  coffin  chasers,  as  we  call  them.  Xow.  that  is  a 
home  proposition.  As  for  terminal  rates — this  is  not  current,  but  I 
am  shooting  little  "  pep  "  in  as  I  go  along — I  would  ask  the  Congress- 
man from  Tennessee  if  he  would  object  to  the  railroads  making  a 
rate  of  $0  a  ton  from  Birmingham,  Ala.,  to  Los  Angeles  or  San 
Francisco  on  pig  iron,  when  the  boats  bring  pig  iron  from  the  interior 
of  China  to  our  ports  on  the  same  basis.  Is  there  any  objection  on 
the  part  of  the  gentleman  from  Tennessee  to  a  proposition  of  that 
kind?  What  does  it  do?  It  helps  build  up  the  pig-iron  business  in 
this  country  to  our  benefit.  Are  we  to  be  driven  to  China  for  all  our 
pig  iron?  And  they  are  making  excellent  pig  iron  in  China,  too. 
That,  to  my  mind,  is  one  of  the  clearest  propositions  on  the  terminal- 
rate  situation. 

My  premise  in  this  matter  is  this,  that  the  interior  must  rest  upon 
the  strong  arm  of  the  terminals  for  its  living  and  existence  and  sup- 
port, and  can  not  exist  without  us.  Let  us  see  how  they  have  pros- 
pered for  a  moment.  Take  our  own  State,  and  as  an  example  take 
Fresno.  We  are  all  acquainted  with  the  early  history  of  Fresno. 
Read  Frank  Xorris's  book  and  see  what  the  development  at  Fresno 
has  been.  Look  at  it  to-day;  it  is  an  empire  with  a  population  of 
probably  200,000  people.  It  is  a  city  of  over  00,000  and  they  have 
five  or  six  jobbing  houses  there,  all  built  up  under  this  terminal-rate 
situation. 

Let  us  take  the  town  of  San  Bernardino  and  see  if  it  has  pros- 
pered. A  wholesale  house  went  in  there  some  time  ago  under  this 
rate  situation,  and  they  have  just  recently  increased  their  capital 
$175,000  and  I  could  not  get  a  dollar  of  it.  although  I  wanted  some. 
Take  Phoenix  and  Tucson.  Thev  have  increased  greatly  in  popula- 
tion under  our  terminal  rates.  Have  the  rates  all  to  do  with  it?  I 
think  the  United  States  Government  has  more  to  do  with  that  than 
all  the  rates  you  can  think  of.     Conservation !     That  is  the  thing. 

The  gentleman  from  Spokane  has  undertaken  to  picture  to  you 
the  different  portions  of  the  freight  rate  from  Xew  York  to  Spo- 
kane, or  Chicago  to  Spokane,  showing  how  much  it  costs  to  haul  it 
to  that  part  of  the  road,  and  how  much  to  this  part  of  the  road,  and  so 
forth.  That  is  not  his  affair  or  mine.  Why  ?  Because  the  adminis- 
trative body  of  this  Government  has  said  that  does  not  interest  us 
and  that  it  is  none  of  our  business;  that  that  is  the  business  of  the 
Interstate  Commerce  Commission,  and  they  will  not  permit  us  to 
interfere  with  that.  Why  should  you  gentlemen  be  bothered  with 
it?  Because  you  are  good-natured.  I  guess.  We  are  only  interested 
in  the  ultimate  charge.     We  do  not  care  whether  Tom  gets  25  cents 
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or  Dick  nets  50,  or  what,  or  how  it  is  made  up,  jnst  so  we  get  by  all 
right. 

Now.  I  want  to  come  down  to  potential  and  actual  competition. 
1  want  to  get  right  at  the  heart  oi  this  thing  now.  You  are  asking 
for  figures.  I  can  only  give  them  to  you  as  the  figures  present  them- 
selves to  us  in  our  own  locality.  When  the  American-Hawaiian 
Steamship  Co.  began  operation  over  the  Tehuantepec  route  in  L907, 
the  first  two  or  three  years  we  handled  by  that  route  somewhere  in 
the  neighborhood  of  -20. 000  tons.  In  the  third  year  we  handled 
55,000  ton.-,  and  the  last  year  it  was  L20,000.  With  the  opening  of 
the  Panama  Canal,  the  first  year  we  handled  three  hundred  and 
some  odd  thousand  tons  through  the  canal  to  the  city  of  Los  Angeles 
and  adjacent  communities.  If  the  Tehuantepec  route  was  potent  in  1. 
it  was  active  enough  to  give  us  a  great  benefit  in  the  matter  of  rates 
by  that  route.  It  caused  the  city  of  Los  Angeles  to  spend  millions 
of  dollar-  in  municipal  wharves.  We  own  our  water  front  and  belt 
Lines  connecting  the  city  of  Los  Angeles  with  San  Pedro. 

As  to  the  future  happenings  of  the  American-Hawaiian  steam- 
ships, we.  of  course,  can  not  positively  state,  hut  1  will  tell  you  tins. 
that  the  American-Hawaiian  Line  still  maintains  its  facilities  at  the 
city  of  Los  Angeles,  paying.  I  think,  something  like — I  may  not  be, 
accurate  in  this — but  paying  something  like  $125,000  per  year,  and 
have  ever  since  they  ceased  operation.  The  American-Hawaiian 
Steamship  Co.  in  connection  "with  the  Luckenbach  Steamship  Co. 
handled  something  like  350,000  tons  and  when  they  were  handling' 
this  freight  for  the  city  of  Los  Angeles,  there  were  idle  cars  and  en- 
gines and  idle  depots,  and  it  was  a  question  whether  the  Santa  Fe 
Railroad,  which  has  spent  several  hundred  thousand  dollars  in  ter- 
minal facilities,  should  continue  in  business  at  that  point,  the  water 
competition  having  become  greatly  intensified — it  was  a  question 
Avhether  they  would  he  justified  in  doing  it. 

Somebody  was  particularly  interested  in  California  products.  X 
want  to  give  you  an  idea  of  what  the  terminal  rates  mean  to  the 
interior.  Seventy-five  per  cent  of  the  westbound  tonnage  of  the  Pa- 
cific coast  comes  to  its  terminals.  The  terminals  must  empty  those 
car-  in  order  that  the  interior  points  may  live  and  prosper:  that  they 
may  have  reasonable  means  of  transportation  eastbound.  Xow.  what 
have  they  got  to  transport?  Perishable  articles  alone.  10,000  car- 
loads made  up  in  normal  times  of  oranges,  lemons,  and  citrus  fruits; 
60,000  carloads  of  deciduous  fruit-,  grapes,  peaches,  etc.:  20.1)00  car- 
loads— it  may  be  25,000 — of  melons  that  we  eat  and  pay  50  cents 
apiece  for  in  Washington:  10,000  carloads  of  potatoes,  onion-,  and 
cauliflower:  about  12.000  carloads  of  apples;  and  4,000  carloads  of 
miscellaneous.  That  does  not  take  in  the  stuff  that  originates  at  the 
Pacific  coast  terminals,  but  only  the  interior;  and  when  the  orange 
case  was  on.  when  they  wanted  a  lower  rate  on  oranges,  there  was 
evidence  to  show  that  it  would  be  necessary  to  haul  these  empties 
west  to  take  care  of  them,  and  therefore  they  would  have  to  pay  a 
higher  rate  than  $1.15.  But  here  is  what  happened  :  When  they  .un- 
dertook to  load  those  refrigerator  cars  west  the  Santa  Fe  alone  put 
70  per  cent  of  the  refrigerator  cars  under  load  and  took  away  those 
eastbound  loads.  Is  it  not  quite  obvious  to  our  wagoner  friend  that 
he  can   make  the  haul  eastbound  cheaper  when  he  brings  his  car 
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westbound  under  load  I     Who  does  that  benefit  i     It  benefits  the  inte- 
rior people. 

As  to  the  box-car  loading,  that  takes  in  about  150,000  cars— not  cars 
of  freight  loaded  at  terminal  points,  not  manufactured  goods  and 
imported  goods,  but  soil  products.  They  are  made  up  of  such  goods 
as  dried  fruits!  beans,  and  canned  fish,  asparagus,  nuts,  walnuts, 
almonds— tli ink  of  the  diversified  commodities— barley,  hops,  wines, 
borax,  lumber,  sugar,  hides,  wool,  and  leather.  > 

Now.  after  the  war— this  is  under  normal  conditions— if  the  Pan- 
ama Canal  route  is  opened,  and  if  the  Mississippi  River  route  is 
opened,  which  it  is.  and  we  have  handled  lumber  from  Memphis, 
Tenn.,  by  way  of  New  Orleans,  and  we  have  handled  goods  as  far 
as  St.  Louis  along  the  Mississippi  River,  and  there  is  no  reason  why 
we  can  not  reach  points  farther  inland;  and  we  have— I  want  to  say 
now  there  is  not  one  article  which  we  are  purchasing  in  the  State  of 
Iowa  or  any  Western  State  that  we  can  not  purchase  at  some  point 
.  which  is  adjacent  to  water  transportation.  Take  the  great  cities  of 
Indianapolis  and  Baltimore,  both  large  canning  places,  and  the  State 
of  Maine,  all  of  that  territory  being  adjacent  to  water.  We  can  trans- 
fer our  purchasing  power  from  the  West  to  the  East  and  bring  that 
around  by  water,  either  through  New  Orleans  or  through  the  city  of 
New  York. 

The  Chairman.  We  will  have  to  take  a  recess  now.  but  we  shall 
be  glad  to  hear  you  for  fifteen  minutes  longer  at  the  morning  session. 
(Whereupon,  at  5  o'clock  p.  m.,  an  adjournment  was  taken  until 
to-morrow,  Saturday,  November  10,  1917,  at  9.30  o'clock  a.  m.) 


SATURDAY,  NOVEMBER   10,   1917. 

Congress  or  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

San  Francisco,  Cal. 

The  joint  committee  met  in  the  Palace  Hotel  at  10  o'clock  a.  m.  in 
pursuance  to  adjournment,  Senator  Francis  G.  Newlands  presiding; 
W.  C.  Adamson,  vice  chairman. 

The  Chairman.  The  committee  will  come  to  order. 

The  Vice  Chairman.  I  hesitate  to  throw  a  monkey  wrench  into 
the  machinery  at  this  stage,  and  above  all  things  I  do  not  desire  any 
personal  trouble  with  the  chairman,  but  there  is  a  matter  of  privilege 
that  should  come  before  the  committee  at  this  point,  and  I  think  the 
chairman  is  not  qualified  to  preside,  and  I  hope  he  will  relinquish 
the  chair  for  a  moment. 

The  Chairman.  Very  well;  Senator  Cummins,  please  take  the 
chair. 

The  Vice  Chairman.  I  offer  the  following  resolution: 

Resolved,  That  we  are  deeply  and  gratefully  sensible  of  the  courtesy  and 
fairness  of  our  distinguished  chairman,  the  Hon.  Francis  G.  Newlands.  Our 
admiration  for  his  ability  and  integrity  is  shared  by  the  entire  country,  which 
has  so  long  realized  the  value  of  the  labors  and  wisdom  of  this  faithful  public 
servant.  But  in  closing  this  session  at  San  Francisco  we  appreciate  most 
highly  the  consideration  of  our  splendid  chairman  and  his  delicate  and 
solicitious  attentions  to  our  personal  comfort  and  convenience,  so  gracious  and 
courteous  as  to  lighten  and  sweeten  our  task,  and  make  our  period  of  labor 
here  one  of  pleasure  long  to  be  remembered. 
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I  move  the  adoption  of  the  resolution. 

The  Acting  Chairman  (Senator  Cummins).  The  temporary  occu- 
pant of  the  chair  expresses  great  gratification  in  being  able  to  sub- 
mit to  the  committee  one  subject  on  which  they  will  be  absolutely 
unanimous.  You  have  heard  the  motion  of  the  gentleman  from 
Georgia.    Those  who  favor  it  will  say  aye. 

(The  resolution  was  unanimously  adopted.) 

The  Vice  Chairman.  Not  even  the  jar  over  the  long-and-short- 
haul  clause  can  make  the  proceeding  inharmonious  in  this  respect. 

The  Chairman.  Gentlemen  of  the  committee,  I  thank  you  very 
much  for  this  kind  expression. 

You  may  proceed,  Mr.  Gregson. 

TESTIMONY  OF  MR.  FRED  P.  GREGSON— Resumed. 

The  Chairman.  Mr.  Gregson,  you  have  20  minutes  more. 

Mr.  Gregson.  At  the  close  last  evening  I  said  that  I  desired  to 
proceed  this  morning  with  the  second  or  what  I  should  term  the  first 
phase  of  this  committee's  investigation,  and  that  is  what  I  consider 
it.  the  Federal  control  of  the  securities  of  corporations,  etc.  I  desire 
to  say  that  our  organization,  as  well  as  the  chamber,  are  heartily  in 
accord  with  that  idea.  The  Chamber  of  Commerce  of  Los  Angeles 
did  not  go  to  the  affirmative  as  to  the  other  propositions ;  I  mean  by 
that  the}'  took  no  action  after  a  debate. 

Our  organization  on  the  proposition  of  Federal  control  of  rates 
is  unanimous — that  the  ideal  situation  as  existing  in  the  State  of 
California  to-day  should  be  continued. 

I  was  a  very  interested  listener  to  Col.  Thorn's  very  persuasive  talk 
before  the  San  Francisco  Transportation  Club  last  Wednesday,  and 
I  must  confess,  like  Billy  Sunday's  followers,  if  he  had  continued  his 
argument  10  minutes  longer  I  would  probably  have  been  shouting 
"  ( dory  be,"  and  hitting  the  sawdust  trail.  I  was  very  glad  he  ceased 
and  gave  me  time  to  readjust  my  thoughts.  Col.  Thorn's  proposition 
no  doubt  in  the  future  will  come  ab.out,  but  it  involves  a  large  piece 
of  unwieldy  machinery  that,  to  be  workable,  must  be  broken  up  into 
many  units. 

We  are  dealing,  possibly,  in  details.  I  want  to  say,  gentlemen,  that 
business  is  90  per  cent  details.  Well-organized  details  under  full 
control  are  generally  successful,  as  a  general  rule,  and  it  is  to  the 
perfection  of  details  that  we  look  for  success  in  business.  If  Col. 
Thorn's  proposition  should  be  put  into  effect  at  once,  we  would  say 
that  it  would  tear  down  a  machinery  that  we  have  been  working- 
years  to  build  up,  and  have  it  up  to  this  time  almost  at  the  stage 
of  perfection. 

I  now  speak  of  the  California  Railroad  Commission.  To  my  mind, 
if  other  State  railroad  commissions  are  not  equally  as  good  as  our 
railroad  commission,  it  may  possibly  be  the  fault  of  the  railroads 
instead  of  the  people,  and  Col.  Thorn  will  have  to  start  an  education 
in  his  own  family,  because  most  of  the  trouble  between  the  State  and 
interstate  rates  are  with  rates  originated  by  the  railroads  themselves. 
If  I  might  illustrate  that  point."  T  want  to  illustrate  it  by  a  little 
proposition  I  have  had  up  myself.  I  think  it  is  the  best  way  to 
make  my  thought  clear.    I  have  had  a  proposition  before  the  State 
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railroad  commission  that  has  no  business  there,  or  before  any  other 
commission.  Three  months  ago  the  agents  of  two  of  the  largest 
lines  in  California  had  agreed  with  the  shippers  upon  a  joint  rate 
from  a  part  of  the  State  of  California  to  a  part  of  Arizona.  They 
not  only  agreed  upon  the  rate,  but  they  had  agreed  upon  the  divi- 
sions. 

That  was  passed  to  the  upper  crust  of  the  department,  and  there 
they  were  agreed:  finally  it  arrived  at  what  might  be  termed  the 
height  of  the  traffic  end," and  one  gentleman  said  to  me,  "  I  can  not 
get  the  other  gentlemen  to  agree  to  what  our  employees  have  done." 
and  I  could  not  conceive  of  such  a  situation,  and  so  I  appealed  to 
them  and  pointed  out  to  them  that  the  heads  of  two  great  railroads' 
traffic  departments  could  not  agree  upon  a  simple  proposition  that 
had  been  agreed  upon  by  their  subordinates,  and  the  subordinates 
dealing  primarily  and  directly  with  the  public.  This  proposition 
involved  a  State 'and  interstate  matter.  To  approach  the  State  line 
independently  of  the  carriers  before  the  commission  we  might  srep 
over  the  line:  that  is  to  say,  the  decision  that  might  be  rendered 
might  give  us  a  rate  that  broke  the  then  interstate  rate.  The  solu- 
tion, of  course,  would  be  to  have  a  joint  hearing  before  the  Inter- 
state Commerce  Commission  and  the  State  commission. 

The  Interstate  Commerce  Commission,  we  know,  are  overburdened. 
We  have  had  cases  there  for  a  long  time  lief  ore  we  got  a  hearing. 
After  waiting  an  answer  to  my  strong  plea  I  was  told  to  hold  off 
and  not  take  it  up  with  the  commission,  and  then  followed  a  long 
succession  of  negotiations  and  dealings,  involving  great  delays,  one 
traffic  manager  being  out  of  town  at  one  lime,  it  was  so  stated,  and 
then  the  other  being  out  of  town.  Mind  you,  they  agreed  on  the 
rate;  we  did  not  ask  them  for  the  rate.  After  patience  was  ex- 
hausted I  decided  to  make  a  complaint,  and  I  had  my  complaint 
made  out  and  ready  to  proceed.  Again  I  thought  I  would  give  them 
an  opportunity.  I  withheld  the  complaint  30  days,  and  I  was 
obliged  to  file,  not  with  the  Interstate  Commerce  Commission  but 
with  the  State  commission,  and  proceed  with  the  State  rates.  That 
was  here  about  a  week  ago.  That  complaint  was  calendared,  and 
will  be  heard  within  30  or  40  days.  That  is  action.  That  is  what 
Ave  want  in  business — action.  As  far  as  the  interstate  part  of  that 
rate  is  concerned,  if  the  carriers  do  not  themselves  agree  among 
themselves,  I  will  be  compelled  to  go  before  the  Interstate  Commerce 
Commission,  and  we  will  not  get  definite  action  short  of  six  months 
or  one  year.  That  is  what  I  mean  by  delays.  Can  you  conceive  of 
such  a  proposition? 

Xow.  Col.  Thorn,  there  is  a  campaign  of  education  necessary  within 
your  own  family,  and  it  is  not  necessary  to  educate  the  people — the 
people  are  not  adverse  to  the  carriers.  If  they  will  do  their  business. 
we  will  find  that  the  people  are  right  behind  us; — that  is.  the  State 
of  California  and  the  railroad  commission  of  California.  The  rail- 
road commission  of  California  has  received  the  absolute  approval  of 
the  Southern  Pacific  Eailroacl  Co.  in  court  in  California.  Here  is 
what  happened: 

The  appellate  court  was  sitting  in  Los  Angeles,  and  the  Southern 
Pacific  attorney  and  another  attorney  were  there — this  happened 
during  Gov.  Johnson's  campaign — and  one  gentleman  there  remarked, 
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"I  understand  Gov.  Johnson  has  given  the  people  of  California 
$1,000,000  out  of  the  pockets  of  the  Southern  Pacific."  The  attorney 
for  the  Southern  Pacific  said,  "  I  do  not  know  who  gets  it."  The 
other  attorney  said,  "There  is  the  man  who  gets  it,"  pointing  at  me. 
The  railroad  attorney  arose  and  said,  "  Your  honor,  I  believe  you  are 
laboring  under  a  misapprehension  regarding  the  million  dollars  that 
the  railroad  commission  is  giving  to  the  State  of  California.  It  is 
perfectly  true  that  $1,000,000  may  be  distributed  to  the  individuals 
in  the  State  of  California,  but  when  the  present  commission  took  over 
our  affairs  they  found  our  rates  in  a  chaotic  state  and  they  have 
now  placed  those  rates  in  the  State  of  California  on  a  scientific  basis, 
and  the  money  that  has  been  disbursed  by  their  actions  and  by  their 
decisions  has  made  no  appreciable  inroads  upon  our  revenues."  That 
was  the  Southern  Pacific  attorney  to  the  appellate  court  of  Cali- 
fornia. 

Now.  these  are  details  that  I  am  speaking  of,  but  the  Interstate 
Commerce  Commission  leans  upon  the  California  commission  for 
assistance.  In  a  case  of  demurrage,  the  people  in  the  East  are  crying 
for  cars  and  the  eastern  people  will  not  permit  a  charge  of  more  than 
something  like  a  dollar  a  day  for  detention.  What  did  the  California 
railroad  commission  do?  They  had  the  question  of  demurrage  in 
their  own  hands.  They  said,  "Mr.  Shipper,  you  shall  not  abuse  the 
privileges  of  the  cars  placed  in  your  hands.  You  will  pay  $3  a  day," 
and  we  paid  it.  The  interstate  charge  was,  at  that  time,  $1  a  day. 
The  Interstate  Commerce  Commission,  sitting  in  California,  listening 
to  the  oral  arguments — I  think  it  was  Commissioner  Clark  who  de- 
cided the  case — said  the  interstate  rate  in  California  should  be  $3  a 
day.  Who  was  it  that  took  the  first  action?  It  was  the  State  of 
California.  Here  we  have  an  ideal  situation,  and  with  a  State  1,100 
miles  long  and  300  miles  wide.  What  would  you  do?  Would  you 
disrupt  our  family  and  make  us  come  to  Washington,  3,000  miles 
away,  to  fight  our  troubles  before  a  commission  that  does  not  under- 
stand the  details  of  the  locality?  I  think,  gentlemen,  it  would  be 
breaking  down  instead  of  building  up. 

Something  has  been  said  about  regional  commissions.  Do  you 
know  that  we  need  a  regional  interstate  commerce  commission  in  the 
West  \  I  do  not  care  where  they  sit.  We  would  prefer  not  to  have 
-nme  of  the  examiners  we  have  had.  I  am  not  throwing  mud  at  the 
examiners,  but  I  believe  they  are  the  most  incompetent  set  of  men  we 
have  ever  had  foisted  on  us. 

The  Vice  Chairman.  Do  you  not  believe  we  should  have  com- 
petent commissioners  ? 

Mr.  Gregson.  Competent  commissioners — are  you  going  to  charge 
this  time  to  me? 

The  Vice  Chairman.  I  yield  you  a  minute  of  time. 

Mr.  Gregson.  I  heard  what  you  said  yesterday.  My  idea  would 
lie.  inasmuch  as  the  commissioners  are  all  in  Washington,  to  pay  the 
men  that  you  now  call  examiners  a  good  salary  and  employ  men  who 
are  trained  both  legally  and  in  traffic.  I  have  the  greatest  respect  in 
the  world  for  a  legal  mind,  a  disciplined  and  trained  mind;  but 
there  is  also  another  mind — that  is,  the  disciplined,  trained  traffic 
mind — and  we  have  a  great  many  of  such  traffic  men,  and  they  are 
paid  big  salaries.    Employ  such  men  as  those  and  pay  them  $500  or 
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$1,000  a  month,  and  let  them  hear  our  cases  and  decide  our  cases  with 
the  commission.  With  the  machinery  that  you  have  now  given  us  in 
Washington,  with  the  two  additional  commissioners,  I  believe  I 
would  be  perfectly  willing  to  leave  it  to  those  experts,  gentlemen,  for 
this  reason:  As  I  have  said,  90  per  cent  of  our  business  is  details. 
When  the  Central  Pacific  Co.  was  built  Mr.  Huntington  started  out 
to  build  the  road.  He  employed  the  greatest  engineer  of  the  day, 
Theodore  Jewett.  The  United  States  employed  experts  to  build  a 
canal,  and  every  big  proposition  of  the  clay  is  placed  in  the  hands  of 
experts.  You  have  employed  experts  as  your  Interstate  Commerce 
Commissioners.  I  understand  in  the  work  of  that  body  they  must 
have  thoroughly  trained  men,  and  while  it  is  not  always  possible  to 
get  trained  men  the  commissioners  are  appointed  in  such  a  way  that 
when  one  commissioner  comes  in  who  may  not  be  so  thoroughly 
trained  in  traffic  and  transportation  there  are  always  two  or  three  or 
four  or  five  on  the  commission  who  are  thoroughly  trained,  and  after 
a  while  the  other  man  fits  in.  So  you  have  employed  those  commis- 
sioners as  your  experts,  and  they  have  told  you  what  they  wanted. 

The  sixth  paragraph  of  their  recommendation  to  Congress  this 
year  states,  in  order  to  avoid  conflict  between  the  interstate  and  State 
carriers,  that  Congress  should  empower  them  to  sit  with  the  railroad 
commissioners,  in  order  that  the  evidence  may  be  reconciled  upon  one 
record. 

Now,  is  not  that  right?  Take  this  little  case  that  I  have  given  you. 
These  traffic  men  that  do  not  know  their  own  minds,  who  are  jealous 
of  each  other  and  fighting  each  other;  if  the  Interstate  Commerce 
Commission  to-day  were  empowered  to  sit  with  the  State  commis- 
sions I  would  not  have  to  go  on  with  another  case,  and  therefore  I 
say  to  you,  why  go  outside  of  your  own  experts?  You  have  them, 
and  my  suggestion  is,  if  I  may  be  permitted  to  make  suggestions,  to 
take  the  recommendations  of  your  experts.  That  is  done  in  every- 
thing, and  done  in  the  days  of  war.  and  is  done  to-day.  That  is  all 
I  have  to  say  on  that. 

Senator  Cummins.  In  view  of  our  desire  to  finish  this  forenoon,  I 
waive  any  examination. 

The  Vice  Chairman.  I  think  the  statement  of  the  witness  is  per- 
fectly clear.    I  do  not  care  to  cross-examine  him. 

STATEMENT  OF  GEORGE  J.  BRADLEY,  SECRETARY  AND  MAN- 
AGER  OF  THE  MERCHANTS  &  MANUFACTURERS'  ASSOCIATION 
OF  SACRAMENTO,  CAL. 

The  Chairman.  Will  you  proceed,  Mr.  Bradley?  I  believe  you 
asked  for  30  minutes. 

Mr.  Bradley.  Yes.  sir.  Mr.  Chairman  and  gentlemen  of  the  com- 
mittee, my  name  is  George  J.  Bradley.  I  am  secretary  and  manager 
of  the  Merchants  and  Manufacturers'  Association  of  Sacramento, 
Cal.,  a  voluntary  organization,  composed,  as  its  name  indicates,  of 
merchants  and  manufacturers  of  Sacramento  and  vicinity.  In  this 
case  I  am  also  appearing  for  the  Sacramento  Consolidated  Chamber 
of  Commerce,  comprised  of  over  2,200  members. 

There  are  four  propositions  which  I  have  heard  discussed  before 
this  committee :  One  the  Federal  control  of  securities,  for  which  '>ur 
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organizations  voted  affirmatively  or  the  referendum  No.  21  before  the 
United  States  Chamber  of  Commerce;  the  second  proposition,  to 
give  the  Interstate  Commerce  Commission  control  over  intrastate 
rates  where  they  affect  interstate  commerce.  It  is  the  opinion  of  our 
people  that  the  Interstate  Commerce  Commission  already  has  that 
authority  sufficiently  delegated  to  it  in  such  cases. 

Thirdly,  the  Federal  control  of  all  rates  versus  our  present  State 
railroad  commissions.  To  that  proposition  we  voted  negatively  for 
reasons  it  is  not  necessary  probably  for  me  to  go  into  exhaustively, 
as  our  State  railroad  commissioners  have  already  discussed  that 
matter;  and  while  we  are  probably  peculiarly  situated  in  Califor- 
nia— and  it  may  to  some  extent  have  influenced  our  position,  because 
we  feel  we  have  an  excellent  commission — but  the  geographical  loca- 
tion of  California,  being  about  1,100  or  1,200  miles  long,  makes 
probably  75  per  cent  of  our  controversies  with  the  railroads  intra- 
state in  character.  We  get  quick  action,  and,  as  Mr.  Gregson  very 
aptly  put  it,  that  is  what  we  want.  We  realize  the  burdens  of  the 
Interstate  Commerce  Commission,  and  we  think  their  recommenda- 
tions to  Congress  should  be  sufficient. 

Wo  come,  lastly,  to  the  all-important  question  (it  seems  at  this 
hearing;  it  seems  to  have  predominated  every  other  issue),  namely, 
the  rigid  long-and-short-haul  clause. 

I  speak  to  you  gentlemen  as  an  intermediate  point;  that  is,  a  point 
which  does  not  enjoy  the  so-called  terminal  rates.  I  therefore  might 
have  been  expected  to  take  an  opposite  position  from  the  coast  cities, 
but,  on  the  contrary,  I  am  thoroughly  in  accord  with  their  position, 
and  my  reasons  for  it  I  shall  state  briefly,  taking  up  what  I  consider 
the  tangled  ends  which  have  not  already  been  covered. 

I  may  say  broadly,  as  my  first  premise,  that  I  am  firmly  of  the 
conviction,  aside  from  any  predilections  I  may  have  by  virtue  of 
the  community  that  I  represent,  that  it  is  best  for  the  people  them- 
selves and  for  the  intermountain  country;  that  the  present  adjust- 
ment of  rates,  with  certain  modifications,  as  the  commission  has  been 
given  power  to  adjust,  as  a  broad,  general  proposition,  is  the  better 
one  for  the  intermountain  people  themselves.  I  think  it  would  be 
most  unfortunate,  at  this  time  at  least,  to  agitate  a  rigid  long-and- 
short-haul  clause. 

The  Government  of  the  United  States  and  the  people  of  the  United 
States  are  demanding  at  the  hands  of  these  carriers  a  high  state  of 
efficiency  and  improved  facilities  of  all  kinds.  The  carriers,  on  the 
other  hand,  are  demanding  at  the  hands  of  the  people  who  pay  the 
freight  rates  the  money  with  which  to  provide  these  efficient  facili- 
ties and  this  high  degree  of  efficiency.  The  carriers  have  only  one 
way  of  getting  revenue,  and  that  is  from  the  people  who  pay  the 
freight. 

Do  you  realize — I  wish  to  leave  this  thought  with  you — that  a  rigid 
long-and-short  haul  clause  applies  not  only  in  the  little  intermountain 
regions,  which  you  are  discussing  here  with  these  Nevada  and  Wash- 
ington and  Arizona  people,  but  that  it  means  the  affecting  of  millions 
of  rates  all  over  the  United  States?  Practically  75  per  cent  of  the 
interstate  rates  in  the  United  States  will  be  affected  by  a  rigid  long- 
and-short-haul  clause,  which,  if  Congress  passes  it,  must  apply,  of 
course,  to  the  entire  United  States.    Not  only  that,  but  it  would  affect 
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hundreds  of  millions  of  dollars  of  the  carriers'  revenue.  That  is 
axiomatic,  because  I  do  not  believe  our  intermountain  friends  would 
accept  the  proposition  for  a  moment  that  they  could  build  up  cities 
and  manufacturing  towns  overnight,  and  therefore,  for  at  least  a 
period  of  a  few  years,  the  carriers'  revenues  must  be  adversely  af- 
fected, and  therefore,  as  the  only  sourse  ow  revenue  they  have  is  from 
the  people  themselves,  it  would  necessarily  mean  a  very  high  raising 
of  the  rates  at  all  points. 

Now,  for  a  moment,  let  me  call  to  your  attention  the  inconsistency 
of  our  friends  in  the  intermountain  section — and  when  I  use  the  term 
"friends"  I  say  it  advisedly  because  they  are  our  friends;  they  are 
large  purchasers  of  our  goods  and  we  have  friendly  relations  with 
them;  we  buy  a  great  many  goods  from  them  because  they  are 
producers,  too — but  in  this  intermountain  situation  which  has  been 
before  the  commission  a  number  of  years,  it  has  been  the  contention, 
at  all  times,  by  the  representatives  of  the  intermountain  country,  that 
the  present  Pacific  coast  terminal  rates  are  reasonable  in  and  of 
themselves,  and  therefore,  any  higher  rate  charged  to  the  inter- 
mountain country  was  unreasonable  and  unduly  high  and  preferen- 
tial, and  yet  we  find  these  same  gentlemen  coming  before  this  com- 
mittee at  this  hearing  and  stating  to  you  that  the  new  tariffs  which 
the  carriers  have  filed  with  the  Interstate  Commerce  Commission, 
raising  the  terminal  rates  without  in  any  particular  reducing  their 
rates,  but  in  some  instances  really  raising  their  rates,  are  satisfactory 
to  them,  showing,  gentlemen,  that  what  they  are  really  after  is  not 
lower  rates  to  the  community  which  they  represent,  but  simply  the 
relationship  of  the  rates,  and  they  themselves  are  the  men  who  are 
making  of  this  case — which  they  deny — a  jobbers'  fight. 

Let  me  cite  to  you  one  instance  of  history,  which  will  prove  my 
contention  in  that  respect.  Prior  to  1911  the  rates  to  the  inter- 
mountain territory  were  made  by  the  full  combination  on  the  Pacific 
coast.  In  1910  the  case  was  brought  jointly  by  San  Francisco  and 
Sacramento.  At  that  time  Sacramento  enjoyed  terminal  rates,  and 
therefore  the  rates  were  based  from  Sacramento  back  into  the  inter- 
mountain territory,  the  rate  from  San  Francisco  to  Sacramento  being 
a  proportional  rate  or  differential  rate.  The  first-class  scale  of  rates 
at  tha  time  from  Sacramento  to  Reno  was  $1.29.  Therefore  the 
combination  from  the  eastern  ports  to  Reno  was  made  by  the  water- 
compelled  rate,  as  we  claimed,  to  Sacramento,  plus  the  local  back. 
They  went  before  the  Interstate  Commerce  Commission  and  com- 
plained of  that  rate.  We  got  a  decision  from  the  Interstate  Com- 
merce Commission  reducing  the  scale  of  rates  from  Sacramento  to 
Reno  from  $1.29  to  85  cents  a  hundred  pounds,  which  you  will  admit 
is  a  very  substantial  reduction,  and  yet,  in  that  hearing,  and  in  the 
trial  of  that  case  not  one  single  city  or  commercial  organization  in 
Nevada  intervened  or  was  represented  in  that  case,  and  they  took 
absolutely  no  part  in  the  conduct  of  that  case,  nor  helped  us  in  the 
reducing  of  the  rates,  showing  they  did  not  care  for  the  rates  to  be 
reduced  from  the  coast,  because  they  had  an  idea  that  would  help  the 
coast  cities  distribute  their  goods  back  into  their  territory. 

In  the  brief  time  I  have  allotted  me  I  think  that  is  sufficient  to 
cover  that  point. 

One  of  the  Reno  witnesses,  Mr.  Gardiner,  indulged  in  a  criticism 
of  our  President  in  his  appointment  of  the  two  commissioners  under 
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the  act,  and  Judge  Bartine,  if  you  remember,  had  quite  a  little  to 
say  about  environment.  We  are  prepared  to  agree  with  those  gen- 
tlemen, if  they  desire  us  so  to  do,  that  environment  has  its  effect.  In 
answer  to  thai  criticism  I  call  your  respectful  attention  to  the  fact 
that  in  every  decision  and  every  hearing  of  the  intermountain 
eases  since  L912  the  presiding  officer,  on  the  authority  delegated  to 
him  by  the  Interstate  Commerce  Commission,  has  been  Examiner 
Thurtell,  who  was  for  quite  a  while  the  examiner — and  I  believe 
he  is  to-day — in  charge  of  all  the  fourth  section  eases.  Examiner 
Thurteel  heard  those  eases,  and  the  decision  of  the  Interstate  Com- 
merce Commission  must  have  been,  to  some  extent,  predicated  upon 
his  recommendations.  Not  only  that,  but  at  one  time  Examiner 
Thurteel  was  a  professor  in  the  Nevada  University,  and  a  commis- 
sioner on  the  railroad  commission  of  Nevada.  Notwithstanding  that, 
in  every  particular  the  decision  of  the  commissioner  has  been  in 
accord  with  the  railroads*  contention,  except  possibly  to  the  extent 
to  which  they  might  violate  the  long-and-short-haul  clause.  I  sim- 
ply put  that  to  show  you  that  in  every  particular  the  railroads' 
position  with  reference  to  rate  making,  giving  effect  to  water  com- 
petition, giving  the  communities  affected  the  benefit  of  water  compe- 
tition and  the  benefit  also  to  the  intermountain  section  itself — and 
it  was  to  the  benefit  of  the  intermountain  people  themselves — the 
railroads'  position  has  not  only  been  upheld,  but  those  opinions  have 
been  largely  gathered  and  briefed  by  an  ex-railroad  commissioner 
of  the  railroad  commission  of  Nevada. 

Judging  from  some  of  the  questions  propounded  here  by  the  dif- 
ferent members  of  this  committee,  the  impression  seems  to  have  been 
that  the  railroad  rates  are  made  all  the  traffic  will  bear.  In  justice 
to  the  railroads  let  me  say.  gentlemen,  that  this  may  be  true  so  far 
as  class  rate-  a. re  concerned,  but  this  has  been  a  very  much  abused 
term.  What  the  traffic  bears  means  what  the  traffic  will  bear  and 
move;  that  is.  regarding  class  rates;  but  let  me  say.  in  my  opinion, 
based  upon  10  years'  experience  in  handling  traffic  matters  with  the 
railroads,  I  am  willing  to  concede  that  in  probably  90  per  cent  of  the 
cases  the  jobber,  based  upon  competitive  conditions,  absolutely  dic- 
tate- the  rate  the  railroads  make.  Class  rates,  we  know,  are  made 
upon  what  is  called  a  key  or  normal  scale.  Where  they  are  affected 
by  water  competition  they  may  be  lower,  or  where  they  are  affected 
by  the  short-line  competition  they  may  be  lower,  but  they  are  usually 
made  on  a  scientific  key  of  so  much  per  mile.  But  as  to  the  reason- 
ableness of  the  class  rate,  it  is  largely  based  upon  the  density  of  the 
traffic  and  the  competitive  conditions,  or  the  cost  of  service,  or  the 
value  of  service  to  the  shipper. 

Senator  Cummins.  Will  you  state  what  proportion  of  the  traffic 
on  the  western  coast  moves  on  class  rates  and  what  on  commodity 
rates  \ 

.Mr.  Bradkey.  I  should  say  7.~>  per  cent  on  commodity  rates  and 
probably  less  than  25  per  cent  on  class  rates.  But  I  may  interject 
there.  Senator,  under  the  new  tariff's  filed  by  the  carriers,  effective 
October  1"».  ail  less  than  carload  commodity  rates  have  been  canceled, 
and  therefore  a  very  much  larger  percentage  of  our  less  than  carload 
business  will  move  on  class  rates. 

Commissioner  Lane,  in  one  of  his  intermountain  cases,  stated  that 
he  had  never  heard  vet  a  witness,  either  railroad  or  commercial  or 
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shipper,  state  or  tell  him  what  was  a  reasonable  rate  per  se,  and  it 
can  not  be  clone.  Prior  to  the  opening  of  the  Panama  Canal,  when 
the  Panama  Railroad  &  Steamship  Co.  was  owned  and  operated  by 
the  United  States  Government,  carrying  traffic  from  New  York  to 
their  port  site  and  across  the  Isthmus  went  back  into  the  interior  and 
absorbed  a  maximum  of  20  cents  per  hundred  pounds  of  the  rail 
interior  rate  to  the  coast  and  the  port  of  New  York.  This  was  the 
competition  that  the  railroad  transcontinental  carriers  had  to  con- 
tend with  by  a  Government-owned  instrumentality. 

Mr.  Esch.  They  reached  back  as  far  as  Pittsburgh  in  one  case,  and 
in  another  case  as  far  as  Cincinnati. 

Mr.  Bradley.  They  would  absorb  up  to  20  cents. 

The  Vice  Chairman.  In  1904,  when  our  committee  went  down  and 
looked  over  the  previous  errors  of  a  former  commission  and  showed 
them  how  to  build  the  Panama  Canal,  we  made  an  investigation 
around  there  and  recommended  that  the  Panama  Railroad  put  ships 
on  this  side  of  the  continent  and  put  in  through  rates  from  the 
Atlantic  to  the  Pacific.  Somehow  or  other  the  President  did  not 
accept  our  recommendations.  That  was  before  the  canal  was  con- 
structed, but  the  railroad  was  operating  and  able  to  do  business. 

Mr.  Bradley.  May  I  be  indulged  just  a  moment  to  give  you  a 
little  brief  history  of  the  city  I  represent  ? 

Sacramento,  the  capital  of  California,  was  the  first  terminal-rate 
point  on  the  Pacific  coast.  It  is  one  of  the  oldest  cities  in  California. 
In  the  days  of  the  gold  rush  of  1849  the  clipper  ships  came  around 
the  Horn,  and  Sacramento  was  the  head  of  deep-water  navigation. 
The  interior,  intermountain  country,  and  the  mining  country  in  Cali- 
fornia and  Nevada  were  served  by  ox  teams  from  Sacramento.  It  is 
a  matter  of  the  early  history  of  California  that  there  had  been  thou- 
sands and  thousands  of  tons  of  freight  unloaded  on  the  banks  of  the 
Sacramento  River  at  Sacramento,  with  no  warehouse  nor  facilities  to 
move  them,  such  was  the  demand  for  goods.  The  Central  Pacific 
Railroad  Co.,  the  first  transcontinental  railroad,  was  born  in  Sacra- 
mento. It  was  fostered  and,  as  this  chairman  knows,  was  financed 
and  engineered  through  by  Sacramento  merchants.  Therefore  it 
was,  primarily,  the  Alpha  and  Omega  of  the  Central  Pacific  Rail- 
road. We  had  terminal  rates,  so  called,  before  San  Francisco  did, 
because  we  had  the  railroad  before  San  Francisco  did.  Later  on  the 
railroad  was  extended  to  San  Francisco,  and  we,  having  enjoyed  the 
terminal  rates  which  were  promulgated  when  we  were  the  end  of 
the  road,  still  enjoyed  those  rates,  and  for  a  long  time  had  lower 
rates  at  Sacramento  than  San  Francisco,  even  after  the  road  was 
extended  to  San  Francisco.  Then  came  the  water  competition  to 
San  Francisco,  which,  of  course,  had  been  large  before,  and  both 
cities  began  to  grow.  Sacramento  for  50  years  maintained  those 
rates.  About  four  or  five  years  ago,  when  Santa  Rosa  shot  her 
loaded  gun,  the  carriers  were  authorized  and  directed  by  the  Inter- 
state Commerce  Commission  to  adjust  the  situation  either  by  giving 
Santa  Rosa  terminal  westbound  rates  or  withdrawing  them  from 
other  points,  except  those  at  which  ships  actually  docked  and  un- 
loaded their  freight. 

Prior  to  that  time,  or  prior  to  the  opening  of  the  canal,  I  may 
say,  the  American-Hawaiian  and  Luckenbach  Steamship  Cos.,  the 
two  principal  carriers  operating  between  the  Atlantic  and  Pacific, 
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had  absorbed  the  charges  between  San  Francisco  and  Sacramento, 
but  when  the  Panama  ('anal  opened  and  the  rates  were  very  much 
reduced  from  the  Atlantic  to  the  Pacilic,  the  steamer  lines  withdrew 
their  terminal  absorptions  between  San  Francisco  and  Sacramento 
and  made  a  l!at  rate  applying  from  port  to  port.  Then,  as  I  say, 
Santa  Rosa  brought  her  case,  and  the  carriers  were  directed  to  adjust 
their  terminal  rates.  To  this  extent,  I  want  to  correct  Mr.  Mann's 
testimony.  Sacramento  was  not  a  party  in  that  case,  nor  was  Sac- 
ramento mentioned  in  the  Santa  Rosa  complaint.  When  tin1  car- 
riers were  ordered  to  adjust  those  rates,  the  carriers  removed  the 
rates  from  Santa  Rosa  and  San  Jose,  and  then  the  matter  came  before 
the  commission,  and  they  were  directed  to  withdraw  rates  except 
at  ports  where  the  ships  docked.  Sacramento,  having  enjoyed  those 
rates  for  50  years,  asked  for  a  rehearing  on  the  matter,  and  w7e  were 
denied  that,  and.  disagreeing  with  the  Interstate  Commerce  Com- 
mission, we  took  an  appeal  to  the  Commerce  Court.  We  got  an 
interlocutory  order,  and  it  was  appealed  to  the  Supreme  Court  by 
the  Interstate  Commerce  Commission.  There  we  lost.  We  bowed 
to  the  judgment  of  the  courts,  and  therefore  this  explains  why  we 
have  no  longer  terminal  rates  at  Sacramento. 

Regardless  of  that  fact,  however,  we  contend  that  the  position  of 
the  carriers,  approved  by  the  Interstate  Commerce  Commission,  your 
delegated  authority,  is  the  correct  and  scientific  basis  upon  which 
rates  should  be  based,  and  therefore  we  have  no  quarrel  or  contention 
as  to  that. 

Now,  Mr.  Congressman  Adamson  asked  one  of  our  witnesses  yes- 
terday a  question — if  he  thought  the  railroads  really  wanted  these 
lower  rates  to  the  coast  or  whether  they  were  forced  to  put  them  in 
by  the  coast  people  themselves.  Let  me  say,  if  I  may,  in  answer 
to  the  gentleman's  query,  that  the  railroads,  like  politicians,  always 
have  their  ears  to  the  ground.  I  will  grant,  if  you  like,  Judge,  that 
the  carriers  may  listen  to  the  persuasive  or  forceful  arguments  of 
the  coast  people,  but  let  me  say  further  that  the  great  and  powerful 
arm  of  the  Government  established  by  you  and  your  confreres  are 
not  politicians.  They  have  not  their  ears  to  the  ground.  They  are 
absolutely  able,  fearless,  and,  in  my  opinion,  honest;  and  in  every 
decision  which  has  been  rendered  bj7  the  Interstate  Commerce  Com- 
mission since  these  intermountain  cases  were  first  opened  has  been 
substantiation  of  the  principle  of  water  competition,  the  only  vary- 
ing point  being  the  extent  to  which  the  carriers  might  violate  the 
fourth  section. 

The  amended  fourth  section  gave  the  commission  the  power  to 
say  to  what  extent  the  carriers  could  violate  the  long-and-short-haul 
clause.  The  commission,  after  a  full  investigation  and  hearing,  as 
authorized  by  the  fourth  section,  came  to  the  conclusion  that  there 
were  some  commodities  in  the  tariffs  which  were  not  subject  to 
strong  and  forceful  water  carriage,  and  therefore  no  higher  rates 
should  be  charged  to  the  intermountain  territory  than  to  the  ter- 
minals. 

There  was  another  schedule  of  rates,  known  as  schedtde  B,  which 
has  been  referred  to,  that  was  subject  to  water  competition,  but  not  to 
the  strong  and  forceful  degree  as  the  heavy  iron  and  steel,  wire  nails, 
etc..  and  they  fixed  a  schedule  of  rates — not  the  full  local  back,  be- 
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cause  they  said  that  that  was  too  high  a  measure — but  fixed  a  per- 
centage relationship. 

Along  when  the  Panama  Canal  came  and  there  came  still  more 
forceful  competition  in  the  water  rates — and  there  were  rates  as  far 
back  as  Pittsburgh  and  Chicago — the  carriers  went  to  the  commission 
and  they  got  further  relief,  and  then  the  extent  of  the  violations  the 
commission  allowed  was  75  per  cent  of  the  locals  back. 

You  have  delegated,  I  submit,  to  this  great  body  of  rate  experts 
the  power  to  pass  upon  questions  of  fact  regarding  the  reasonableness 
or  unreasonableness  of  rates  or  systems  of  rates  which  have  been 
promulgated  by  the  carriers.  You  have  given  that  full  authority, 
and  even  the  Supreme  Court,  the  highest  authority  in  the  world,  has 
stated  they  will  not  review  questions  of  fact  passed  upon  by  the 
Interstate 'Commerce  Commission.  Is  it  not  fair  to  assume,  then,  that 
this  principle  of  rate  making,  having  been  passed  on  and  being- 
argued  pro  and  con  in  the  last  10  or  15  years,  and' the  commission 
invariably  in  every  case  having  come  to  the  same  conclusion,  is  it  not 
fair  to  assume  that  their  proposition  is  at  least  a  scientific  and  fair 
one  and  does  not  do  any  injury  to  anyone? 

Now,  the  decision  of  June  30,  1917,  is  a  situation  in  which  the 
Interstate  Commerce  Commission  found  that  the  water  competition 
of  the  Pacific  coast  had  ceased  temporarily.  They  admitted  that 
themselves,  and  therefore  the  commission  denied  the  carriers  the 
right  to  further  violate  the  fourth  section,  and  the  only  dissenting 
opinion  that  has  ever  been  rendered  in  the  intermountain  cases 
was  rendered  in  the  decision  of  June  30,  1017,  when  Commissioner 
Harlan,  agreeing  as  he  did  with  the  commission  that  water  competi- 
tion had  been  suspended  and  was  not  active  but  potential,  neverthe- 
less, in  that  dissenting  opinion  stated  that  as  a  matter  of  fact  the 
intermountain  people,  if  any  benefits  were  to  be  realized  by  them  at 
any  time,  it  would  be  only  a  temporary  benefit  and  that  when  wTater 
competition  returned  they  would  be  worse  off  than  they  were  at  the 
present  time. 

Now,  gentlemen,  let  me  say  in  conclusion  that  if.  in  the  Avisdom  of 
Congress,  they  should  find  it  desirable  to  pass  a  rigid  long-and-short- 
haul  clause  the  community  I  represent,  in  my  humble  and  candid 
judgment  as  a  citizen  of  California  and  as  a  man  who  has  given 
some  thought  to  traffic  matters,  will  be  very  much  less  affected  than 
the  intermountain  territory,  and  that  the  result,  for  years  to  come,  at 
least,  of  such  an  adjustment  of  rates  will  mean  a  building  up  more 
and  more  at  or  near  the  coast,  because  that  is  where  the  traffic  is  and 
always  will  be.  You  gentlemen  must  remember  that  we  had  water 
competition  before  there  were  railroads.  The  railroads  came  to  the 
water,  and  why?  Because  there  is  where  the  traffic  was  and  they 
came  there  to  get  some  of  that  traffic.  We  were  cities  before  the 
railroads  were  built,  but  the  interior  country  are  the  creatures  of 
railroad  building,  and  very  few  at  least  of  them  amounted  to  any- 
thing before  the  railroads  were  built,  and  your  great  body  of  experts, 
the  Interstate  Commerce  Commission,  has  said  repeatedly  that  all 
great  cities  were  at  or  near  tidewater. 

If  I  may  take  two  minutes  more  of  your  time,  I  want  to  give  one 
illustration  of  where  a  rigid  long-and-short-haul  clause  would  act 
adversely  right  with  us  here,  aside  from  any  transcontinental  situa- 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  1853 

tion.  The  first-class  rate  from  San  Francisco  to  Portland,  Oreg.,  is 
50  cents.  The  first-class  rate  by  water  from  San  Francisco  to  Sacra- 
mento is  22  cents.  The  result  of  that  is  thai  we  have  a  first-class  rale 
from  Sacramento  to  Portland  of  T2  cents,  made  on  the  combination 
of  the  two  water-compelled  rates.  The  Interstate  Commerce  Com- 
mission some  years  ago — I  am  sorry  1  can  not  refer  you  to  the  case, 
here,  which  is  known  as  the  Portland  case,  which  was  one  of  the 
fourth-section  applications — but  the  Interstate  Commerce  Commis- 
sion, as  a  result  of  that  hearing,  again  admitted  the  forceful  water 
competition  between  San  Francisco  and  Portland,  and  they  fixed  a 
-rale  of  rates  at  the  high  point  in  Oregon  of  $1.50.  The  rate  be- 
tween San  Francisco  and  Portland  is,  therefore,  graded  up  after  it 
leaves  the  water  influence  at  Sacramento  until  it  gets  up  into  Oregon 
and  reaches  $1.50,  the  highest  rate,  and  then,  as  they  begin  to  feel 
again  the  effect  of  water  at  Portland,  the  rate  begins  to  go  down  again 
until  it  gets  to  the  50-cent  scale  at  Portland. 

Is  it  not  axiomatic,  gentlemen,  if  a  long-and-short-haul  clause  were 
enacted,  we  would  either  have  to  use  the  entire  waterways  from  Sac- 
ramento to  San  Francisco  and  San  Francisco  to  Portland  or  else  our 
rates  would  lie  graded  up  to  Portland,  until  at  Portland  we  would  pay 
a  rate  of  $2  (  And  who  pays  the  rate?  The  consumer  pays  the  rate, 
the  gentleman  whom  you  are  presumed  to,  and  do,  represent. 

Senator  Cummins.  For  the  same  reason  as  previously  expressed  T 
forego  any  examination. 

Mr.  Esch.  There  is  one  phase  I  want  to  inquire  about.  Mr. 
Bradley,  you  stated  that  if  the  long-and-short-haul  clause  were  made 
rigid  in  its  application;  that  is,  no  exceptions  would  lie  allowed,  it 
would  not  only  affect  the  intermountain  country  but  the  whole 
United  States. 

Mr.  Bradley.  Yes.  sir. 

Mr.  Escir.  And  that  there  are  many  exceptions  now  allowed  under 
orders  of  the  Interstate  Commerce  Commission  in  various  parts  of 
the  United  States,  especially  down  in  the  southeastern  section  ? 

Mr.  Bradley.  Yes,  sir. 

Mr.  Esch.  Are  not  business  industries  and  manufacturing  indus- 
tries and  industrial  plants  and  whole  communities  based  upon  the 
operation  of  the  exceptions  to  the  fourth  section? 

Mr.  Bradley.  That  is  my  information,  sir,  that  they  are. 

Mr.  Esch.  Then  your  point  is  if  the  section  were  made  rigid,  no 
exceptions  allowed,  it  would  adversely  affect  industries  and  com- 
munities \ 

Mi-.  Bradley.  I  think  so,  absolutely,  Mr.  Esch,  and  if  I  may  be 
allowed,  I  may  illustrate  that  in  this  way,  or  rather  illustrate  the 
result:  The  result,  in  my  opinion,  would  be  that  you  would  build  up 
small,  restricted  zones  in  which  any  industry,  either  producing  or 
manufacturing,  would  lie  limited  to  the  extent  to  which  it  could  meet 
competition  elsewhere.  In  the  making  of  railroad  rates  it  is  axio- 
matic and  necessarily  so.  especially  in  cases  of  long  distances,  that 
distance  is  absolutely  disregarded. 

Mi-.  Esch.  My  idea  is  this,  that  the  recent  decision  of  the  Inter- 
state Commerce  Commission  has  in  view  the  discontinuance  of  water 
competition,  especially  as  to  that  intermountain  territory 
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Mr.  Bradley.  Yes,  sir. 

Mr.  Esch  (continuing).  By  reason  of  our  ships  being  taken  from 
the  Pacific  to  meet  war  conditions. 

Mr.  Bradley.  Yes,  sir. 

Mr.  Esch.  That  absence  of  competition,  however,  would  not  apply 
to  other  sections  of  the  country. 

Mr.  Bradley.  No  ;  that  is  true.  But  what  I  had  in  mind,  possibly, 
if  I  follow  vou  in  your  question,  was  that  I  stated  an  absolute  rigid 
long-and-short-haul  clause  would  not  only  affect  the  rates  between 
New  York  and  San  Francisco,  but  would  naturally  affect  75  per  cent 
of  the  rate  structure  of  the  United  States,  because,  as  Mr.  Mann 
pointed  out  in  his  talk,  after  the  amended  fourth  section  was  passed 
there  were  over  10,000  applications  filed  with  the  Interstate  Com- 
merce Commission,  not  necessarily,  mind  you,  for  relief,  but  simply 
to  avoid  penalty,  because  a  great  many  of  those  violations,  since  the 
passage  of  the  act,  were  wiped  out.  and  possibly  not  more  than  one- 
third  "of  them  exist  to-day.  and  of  that  one-third  they  have  not  been 
passed  on  by  the  commission  or  been  allowed  by  the  commission. 

Mr.  Esch.  In  citing  the  Portland-Sacramento  case,  where  you  get 
the  water  rate  via  San  Francisco  to  Portland  in  combination  with 
the  all-rail  rate,  would  you  not  have  to  break  bulk  on  your  water 
traffic  or  do  you  have  deep-water  transportation  up  to  Sacramento? 

Mr.  Bradley.  We  do  not,  Mr.  Esch,  we  are  sorry  to  say,  and  I  can 
not  resist  the  opportunity  right  here  to  say  one  word  of  criticism  of 
our  Congress.  There  was  a  time  when  we  did  have  deep-water  navi- 
gation to  Sacramento — not.  as  you  know.  8.000  or  10.000  ton  ships, 
but  clipper  ships.  When  hydraulic  mining  was  permitted  by  the 
Government  and  until  it  was  stopped,  as  it  was,  millions  upon  mil- 
lions of  cubic  yards  of  mining  debris  were  allowed  to  accumulate  in 
the  foothills  of  the  mountains.  When  the  torrential  rains  came,  this 
debris  would  wash  down  into  the  river,  and  our  rivers  were  choked 
up  with  this  debris,  and  we  have  a  paltry  appropriation  of  $30,000  a 
year  to  keep  the  Sacramento  River  dredged  for  a  distance  of  some- 
thing like  100  miles  between  Sacramento  and  San  Francisco  to  pro- 
vide a  4-foot  channel,  which  is  the  draft  of  the  ordinary  boats  plying 
between  San  Francisco  and  Sacramento. 

But  we  would  have  to  transship  everything  sent  via  San  Francisco 
that  way  to  other  boats. 

Mr.  Esch.  In  our  flood-control  bill  we  appropriated  about  half  a 
million. 

Mr.  Bradley.  I  know  you  did,  sir;  and  I  would  like  to  refer  to 
that  and  compliment  Congress.  That  was,  however,  more  for  flood 
control  than  navigation.  That  was  done  in  connection  with  a  like 
appropriation  from  the  State,  and  that  was  for  widening  the  mouth 
of  the  river  in  order  to  prevent  inundation  of  the  lands,  where  a 
great  deal  of  produce  is  raised,  and,  I  will  say,  that  was  more  for 
flood  control  than  for  navigation. 

Mr.  Sims.  Are  not  all  rates,  temporary — by  nature,  circumstances, 
and  conditions? 

Mr.  Bradley.  I  should  hardly  say  that,  Mr.  Sims.  I  should  say 
this :  That  it  may  be  they  might  be  temporary,  because  they  are  al- 
ways subject  to  attack  and  investigation  by  the  Interstate  or  State 
commissions,  and  conditions  might  change  the  character  of  the  rates, 
so  that  they  might  be  called  temporary. 
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Mr.  Sims.  I  admit  that  there  may  be  a  permanent  system  by  which 
rates  may  be  established,  but  the  actual  rates  themselves— are  they 
not  almost  always  temporary?  Is  not  the  situation  so  changing  that 
there  is  not  anything  like  a  permanent  system  of  rates  that  exists 
over  a  long  period  of  years? 

Mr.  Bradley.  1  say  no,  sir;  that,  generally  speaking,  the  rates 
are  permanent,  and  when  there  is  a  change  it  is  either  because  the 
rate  has  been  attacked  by  some  community  because  of  its  alleged 
unreasonableness  or  else  the  carrier,  finding  himself  in  need  of 
more  revenue,  attempts  to  raise  them,  and  that  is  sometimes  done. 
Under  the  present  law  they  would  have  to  get  permission  from  the 
commission,  and  prior  to  that  time  they  would  have  to  get  permis- 
sion from  the  commission,  and  we  would  have  an  opportunity  to 
attack  it  before  the  commission.  I  should  say  the  rates  are  not 
temporary. 

Mr^  Sims.  Are  there  not  hundreds  of  thousands  of  rates  filed  every 
year  by  the  railroads  ? 

Mr.  Bradley-.  Yes,  sir;  most  of  them  are  advances. 

Mr.  Sims.  But  they  are  changes  in  the  rates? 

Mr.  Bradley.  Yes,  sir;  but  remember  there  are  millions  of  rates 
in  the  United  States,  and  when  you  say  thousands  it  is  a  small 
percentage.  • 

Mr.  Sims.  I  said  hundreds  of  thousands. 

Mr.  Bradley.  I  should  not  say  it  was  hundreds  of  thousands. 
There  ma}'  be  some  rate  schedules  filed  that  will  affect  hundreds  of 
thousands,  but  I  would  not  say  generally  so.  The  rates  on  a  particu- 
lar commodity  may  have  changed,  but  it  would  not  change  the  rates. 

Mr.  Sims.  Have  not  the  railroads  the  arbitrary  power  of  classi- 
fying their  freight  ? 

Mr.  Bradley.  Yes,  sir. 

Mr.  Sims.  Do  they  not  often  take  a  commodity  out  of  one  class 
and  put  it  into  another,  and  make  it  special  ( 

Mr.  Bradley.  They  have  that  power,  but  if  you  are  familiar  with 
the  investigations  of  the  Interstate  Commerce  Commission  in  western 
classification  No.  52,  they  directed  the  carriers — I  am  speaking  only 
of  the  western  carriers  with  which  I  am  somewhat  familiar — they  di- 
rected the  carriers  to  take  the  shippers  into  their  confidence  and  give 
them  some  notice  of  changes.  The  result  is  that  the  western  classi- 
fication committee,  sitting  in  Chicago,  with  a  member  of  the  Inter- 
state Commerce  Commission  sitting  with  them,  sent  out  to  the  com- 
mercial organizations  that  asked  to  be  placed  on  the  mailing  list, 
together  with  prominent  shippers,  notifications  30  days  in  advance, 
and  our  representatives  can  appear  there  before  any  changes  are 
made,  and  they  appear  there,  and  these  changes  are  discussed  pro  and 
con  before  they  are  made.  Now,  after  they  have  decided  that  they 
want  to  raise  the  classification  on  a  commodity,  let  us  say,  from  third 
to  second  class,  they  file  that  classification  with  the  Interstate  Com- 
merce Commission,  and  we  still  have  the  right  of  protest  and  suspen- 
sion. 

Mr.  Sims.  But  they  have  the  power 

Mr.  Bradley.  Yes,  sir;  they  have  the  power  to  make  rates. 

Mr.  Sims.  That  is  my  question.     Are  not  all  commodity  rates,  in 
their  nature,  special  rates? 
117000— 19— vol  3 32 
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Mr.  Bradley.  Exactly ;  that  is  my  contention  at  all  times. 

Mr.  Sims.  Therefore 'are  subject 'to  change  at  any  time  as  special 
circumstances  may  demand  it? 

Mr.  Bradlei'.  Yes,  sir. 

Mr.  Sims.  How  can  we  have  real,  permanent  rates  affecting  any 
section  of  the  country? 

Mr.  Bradley.  You  can  not  without  disrupting  the  entire  commer- 
cial fabric  of  the  United  States. 

Mr.  Sims.  Is  it  not  always  liable  to  affect  the  commercial  fabric 
of  the  United  States  by  having  these  continuous  changes? 

Mr.  Bradley.  I  think  not. 

Mr.  Sims.  In  other  words,  you  think  the  changes  will  not  be  made 
so  as  to  do  that  ? 

Mr.  Bradley.  Exactly.  The  carrier  in  all  cases  always  looks  out  to 
see  that  the  relationship  is  not  changed  so  as  to  affect  its  locality  ad- 
versely. The  localities  always  look  out  to  see  that  there  is  no  change 
affecting  adversely  their  interests,  and  always  you  will  find  in  a 
city  where  there  is  any  commercial  activity  a  bureau  with  a  traffic 
expert  at  its  head,  not  to  harass  the  railroads,  but  simply  to  protect, 
if  they  can,  the  commercial  interests  they  represent,  so  that  the 
proper  adjustment  and  relationship  of  rates  is  maintained  between 
the  carriers  and  the  different  communities. 

Mr.  Sims.  Do  you  think  that  our  system  of  classification,  or  a 
system  of  classification  can  be  devised  that  is  entirely  and  easily 
understood,  and  will  not  do  injustice  to  all  regions  affected,  more 
than  at  present  in  effect  by  the  railroads  \ 

Mr.  Bradley.  I  can  only  answer  that  by  saying  that  the  carriers,  in 
conjunction  with  the  Interstate  Commerce  Commission  experts,  have 
been  working,  for  the  last  10  or  more  years,  to  create  and  make  a 
uniform  classification  which  will  be  satisfactory  to  the  commercial 
needs  of  the  entire  country,  and  I  think  thus  far  they  have  gotten 
about  one-third  of  the  way  through. 

Mr.  Sims.  That  means  at  the  end  of  about  30  years  they  may  come 
to  a  uniform  classification,  but  upon  conditions  which  did  not  exist 
when  they  made  the  first  portion  of  their  adjustment? 

Mr.  Bradley.  Yes,  sir;  and  they  must  change  again,  because  the 
first  portion  of  the  investigation  has  changed.  The  commercial  sit- 
uation in  all  this  country  must  vary,  and  it  is  almost  impossible  to 
devise  a  uniform  classification.  A  commodity  that  may  be  of  small 
moment  in  one  community  may  be  of  importance  in  another  com- 
munity, and  therefore  it  is  axiomatic  in  this  vast  country  that  these 
complex  situations  must  always  arise,  and  you  must  have  not  only 
flexible  rates,  but  you  must  have  ever  delegated  in  the  Interstate 
Commerce  Commission  that  flexibility  which  your  confidence  in  that 
body  will  permit. 

Mr.  Sims.  Then  the  rates  must  be  temporary  ? 

Mr.  Bradley.  Yes,  sir. 

Mr.  Esch.  Do  you  believe  that  we  should  give  the  commission 
the  power  to  establish  a  uniform  classification?  You  have  the  offi- 
cial classification  territory 

Mr.  Bradley.  Yes;  and  you  have  the  southern  and  western 
classification  territories,  and  in  many   items  there  are  differences 
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in  the  classification.  They  have  different  rules  as  to  packing  and 
different  rules  as  to  the  description  of  articles,  and  there  are  a  thou- 
sand and  one  other  things. 

Mr.  Esch.  Would  it  promote  business  or  stabilize  business  if  we 
gave  the  commission  the  power  to  establish  a  uniform  classification? 

Mr.  Bradley.  I  think  not.  I  think  it  would  have  the  opposite 
effect.  In  my  early  days,  for  a  number  of  years  I  was  in  the  employ 
of  a  Large  railroad  system,  the  Southern  Railroad.  We  carried  rates 
from  Memphis.  Tenn.,  to  Atlanta.  Ga..  let  us  say,  on  dried  apples 
and  dried  peaches,  second  class.  The  rate  was  about  fifty-odd  cents,  I 
think,  on  100  pounds  of  dried  apples.  They  were  classified  in  the 
classification  as  second  class.  Why?  Because  there  was  a  negligible 
movement.  There  were  no  dried  apples  that  moved  in  that  section. 
and  they  had  to  call  them  something  in  the  classification,  and  they 
were  put  in  the  second  class.  In  California  they  were  put  in  the 
fourth  class,  because  there  was  an  enormous  movement^and  it  re- 
quired a  low  class  to  move  them,  and  if  you  did  not  classify  them 
consistently  with  the  movement  the  result  would  be  that  you  would 
have  to  take  them  out  of  the  classification  and  put  them  on  a  com- 
modity rate  or  they  would  not  move  at  all. 

Mr.  Esch.  Now.  we  have  had  various  classification  committees  be- 
fore our  committee  on  legislation  looking  to  a  uniform  classification, 
and  we  have  been  impressed  more  and  more  each  succeeding  year 
with  the  fact  that  an  unconscionable  length  of  time  has  been  taken 
to  establish  a  uniform  classification  in  the  three  classes,  and  the 
wonder  was  whether  it  would  not  be  possible  to  give  that  power 
to  the  Interstate  Commerce  Commission.  Under  the  existing  legis- 
lation a  representative  of  the  Interstate  Commerce  Commission  may 
sit  with  the  classification  committee,  but  he  has  no  authority. 

Mr.  Bradley.  No,  sir;  even  in  our  western  classification  territory, 
which  only  covers  about  a  third  of  the  United  States,  there  are  such 
local  conditions  arising  all  the  time  that  thev  have  exceptions  to 
cover  those  conditions.  Take  the  Southern  Pacific  Co.  and  their 
lines  here;  they  have  an  exception  sheet  covering  Nevada  and  Ari- 
zona, and  thev  have  a  different  exception  sheet  from  the  western  clas- 
sification applying  in  Oregon.  We  work  under  three  classifications — 
the  western  classification,  and  the  exception  sheet  applying  to  Nevada 
and  Arizona,  and  the  exception  sheet  applying  in  Oregon. 

The  Chairman.  I  received  a  letter  from  Chairman  Edgerton,  of 
the  California  commission,  inclosing  a  report  of  the  special  committee 
on  public  ownership  and  operation  as  contrasted  with  private  owner- 
ship and  operation  of  all  public  utilities,  made  as  chairman  of  the 
committee  of  the  National  Association  of  Railway  Commissioners, 
and  asking  that  it  be  put  in  the  record. 

Mr.  Thom.  What  vear? 

The  Chairman.  1917. 

Mr.  Escn.  I  move  that  it  be  considered. 

The  Chairman.  If  there  is  no  objection,  this  letter  and  report  will 
be  considered  in  the  record,  and  the  reporter  will  see  that  it  is  printed 
in  ordinary  type,  as  distinguished  from  the  fine  type. 

(The  papei-s  referred  to  are  printed  in  full  on  a  part  of  Commis- 
sioner Edgerton's  testimony.) 


1858  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

STATEMENT  OF  J.  N.  GILLETTE. 

The  Chairman.  Gov.  Gillette,  are  you  ready  to  proceed  1 

Mr.  Gillette.  Yes,  Senator.  For  the  record,  I  will  state  that  my 
name  is  J.  N.  Gillette,  and  I  am  an  attorney  at  law  at  San  Francisco. 
I  might  say  to  the  committee  that  I  was  in  Congress  in  the  Fifty- 
seventh  and  Fifty-eighth  sessions,  when  the  Esch-Townsend  bill  was 
first  introduced.  Afterwards  it  was  replaced  by  the  Hepburn  bill. 
I  became  considerably  interested  in  the  interstate-commerce  act  and 
the  regulation  of  the  railroads  by  the  commission.  After  I  left  Con- 
gress I  was  elected  governor  of  California,  and  in  1900  I  favored  the 
passage  of  a  bill  tending  the  powers  of  the  railroad  commission  to 
follow  as  nearly  as  possible  the  line  of  the  act  of  Congress.  The  bill 
since  has  been  extended  to  take  in  public  utilities. 

I  thought  at  that  time,  and  believe  now.  that  it  is  important  to  the 
country  ami  to  the  railroads  themselves  that  there  should  be  proper 
regulation.  There  was  a  great  deal  of  fault  found  throughout  the 
country  before  this  act  on  account  of  discriminations  in  favor  of  in- 
dividuals, rebates,  high  rates,  etc..  among  other  complaints  which 
it  was  thought  might  be  remedied  if  a  proper  commission  were  ap- 
pointed, giving  them  proper  powers.  For  10  years  we  have  been 
testing  this  law  not  only  through  the  Federal  act  but  through 
numerous  statutes  in  the  States,  and  a  railroad  commission  has  been 
appointed  that  has  under  consideration  railroad  rates  and  other  mat- 
ters of  that  kind. 

In  the  last  10  years  there  have  been  very  few  new  lines  of  railroad 
built:  few  improvements  have  been  made;  the  rolling  stock  has  been 
neglected,  and  securities  have  been  impaired,  and  at  the  present  time 
I  understand  it  is  difficult  to  float  bond  issues  to  give  the  companies 
the  necessary  money  that  they  should  have  to  properly  equip  their 
roads,  keep  them  in  proper  repair,  and  give  the  service  which  the 
public  should  have.  What  the  people  want  is  adequate  railroad 
service,  a  quick,  safe,  and  efficient  service,  and  that,  it  seems  to  me, 
is  a  question  Avhioh  is  of  grave  consideration. 

There  are  three  ways  in  which  railroads  can  be  handled:  first  by 
private  corporations,  as  in  the  old  days  when  they  had  full  control 
of  everything  and  decided  what  their  bond  issues  should  be  and 
stocks,  etc..  and  what  the  rates  should  be.  which  has  broken  down, 
and  then  Government  regulation,  which  we  are  passing  through,  and 
finally  the  public  ownership  of  the  roads  themselves.  That  would  be 
the  last,  but  I  think  before  that  comes  that  every  effort  should  be 
made  on  the  part  of  the  Government  to  regulate  the  roads  in  such 
a  way  that  they  can  carry  out  the  purposes  for  which  they  were 
constructed. 

I  have  a  few  ideas  that  I  want  to  suggest.  I  think  better  results 
can  be  obtained  in  this  great  big  question  which  larirelv  affects  the 
people  if  the  whole  matter  was  left  in  charge  of  the  Federal  Govern- 
ment. I  think  many  abuses  will  arise  through  the  control  of  these 
large  corporations  that  are  doing  an  interstate  business  by  the  differ- 
ent State  commissions,  and  that  the  companies  would  feel  safer  and 
the  results  obtained  would  be  better  if  we  left  the  whole  matter  in 
charge  of  one  commission,  or,  rather,  in  charge  of  the  Federal  Gov- 
ernment, There  could  be  regional  commissions  or  district  commis- 
sions, as  in  the  case  of  the  district  courts,  to  which  the  people  could  go 
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and  get  relief.  There  is  a  great  deal  of  conflict  and  will  be  between 
State  control  and  Federal  control;  and  I  can  not  sec  why  there 
should  be  more  than  one  control.  I  believe  this  Law  should  provide 
that  all  bond  issues  should  be  left  in  the  discretion  of  the  Federal 
commission.  It  should  decide  what  bonds  should  be  issued,  and 
upon  what  terms  and  what  rates  of  interest,  and  also  the  question 
of  stocks  should  be  left  to  this  commission.  I  think  this  would 
relieve  the  situation  a  great  deal. 

It  is  very  important  that  the  railroad  companies  should  know- 
just  exactly  where  they  stand  and  what  they  can  expect  in  the  prose- 
cution of  their  business.  They  ought  to  be  able  to  receive  a  fair 
return  for  the  amount  which  they  have  invested,  and  they  should 
be  permitted  to  keep  on  hand  a  sufficient  surplus  to  meet  any  emer- 
gency which  may  arise.  Their  roads  should  always  be  kept  in  good 
repair,  and  the  rolling  stock  should  be  kept  in  good  repair,  and  we 
should  have  sufficient  equipment  in  the  country  to  meet  the  emer- 
gencies of  the  country.  Our  State  has  suffered  for  some  time  and 
will  continue  to  suffer  for  lack  of  cars  during  the  harvest  time, 
because  they  can  not  get  the  money  with  which  to  build  the  cars 
and  keep  them  in  repair.  If  this  matter  is  under  the  control  of  the 
Federal  Government  then  it  will  be  responsible  for  fixing  rates  which 
will  enable  the  roads  in  interstate  and  intrastate  business  to  properly 
repair  their  roads  and  equip  them  and  pay  to  the  people  who  have 
put  their  money  in  the  roads  a  fair  return.  What  the  people  want 
and  the  Government  wants  is  adequate  service,  and  that  is  more 
important  than  rates;  but  fair  rates  will  give  good  service. 

There  is  another  question  which  I  think  should  be  considered,  and 
that  is  the  question  of  the  relationship  existing  between  employers 
and  employees.  Everything  should  be  done  to  prevent  strikes  and 
the  tying  up  of  the  great  arteries  of  trade.  I  am  of  the  opinion 
that  the  commission  should  have  the  right  and  power  to  hear  and 
settle  labor  disputes.  If  the  laborers  are  not  satisfied  with  the  hours 
of  labor  or  conditions,  that  matter  should  be  presented  before  the 
commission,  where  everybody  could  have  fair  hearing,  and  there 
would  be  somebody  to  pass  on  it.  It  will  not  do  to  have  the  condi- 
tion which  existed  at  the  time  when  the  Adamson  bill  was  passed 
occur  again — a  threat  to  strike  that  would  tie  up  the  commerce  of 
the  entire  country.  I  do  not  see  why  this  matter  could  not  be  pre- 
sented to  the  commission.  They  can  hear  all  the  evidence  and  pass 
on  the  rates  of  pay,  hours,  etc.  After  all,  the  money  comes  out  of  the 
consumers. 

I  do  not  know  whether  that  matter  has  been  heard  or  not,  but  T 
think  it  would  be  very  important  to  give  the  Federal  commission 
the  power  and  jurisdiction  to  hear  and  determine  upon  labor  disputes- 
I  think  it  would  be  more  satisfactory  than  boards  of  mediation  and 
arbitration.  I  think  we  should  relieve  ourselves  of  some  48  commis- 
sions throughout  the  country,  and  we  ought  to  put  State  transport* 
tion  companies  of  the  whole  country  under  one  commission,  and  we 
would  have  uniform  action,  and  the  companies  would  know  what  they 
could  expect  and  what  they  should  receive;  and  I  think  something- 
should  be  done  to  encourage  them  so  that  their  securities  would  have' 
value,  and  that,  when  possible,  they  should  be  enabled  to  increase 
their  facilities  and  keep  up  their  rolling  stock  and  keep  on  hand 
funds  to  meet  emergencies  which  may  arise. 
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These  are  the  views  I  have  in  mind  after  studying  this  matter  for 
several  years. 

The  Vice  Chairman.  I  have  no  questions.  The  statement  of  the 
gentleman  is  very  clear  and  well  understood. 

Senator  Cummins.  That  has  opened  up  an  entirely  new  subject.  I 
would  like  to  ask  a  question  or  two,  but  not  in  an  argumentative  way. 
It  seems  to  be  the  general  opinion  among  the  Members  of  Congress 
with  whom  I  am  acquainted  that  the  regulation  of  railway  securities 
should  be  exclusively  in  some  tribunal  created  by  the  Federal  Gov- 
ernment. The  difference  of  opinion,  if  there  is  any — and  I  think 
there  is — relates  to  the  extent  of  supervision;  and  upon  that  point  I 
want  to  ask  you  this:  Assuming  that  we  have  given  to  the  Interstate 
Commerce  Commission  the  exclusive  regulation  of  issues  of  securities, 
do  you  believe  that  the  commission  ought  to  pass  upon  the  policy  of 
extensions  and  betterments  which  may  require  the  issuance  of  bonds 
or  stocks? 

Mr.  Gillette.  I  think  so.  I  think  that  is  one  of  the  very  first 
things  the  commission  should  inquire  into  before  it  gives  its  con- 
sent— before  the  issue  is  permitted. 

Senator  Cummins.  Carefully  distinguish  between  the  honest  ex- 
penditure of  money  and  the  policy  of  expending  money.  You  are  of 
the  opinion  that  all  the  discretion  which  has  hitherto  been  exercised 
by  the  railroad  companies  with  regard  to  extensions  and  betterments 
ought  to  be  withdrawn  and  reposed  in  a  public  body? 

Mr.  Gillette.  I  think,  when  they  are  going  to  float  bonds.  Senator, 
that  the  public  are  expected  to  buy,  and  they  are  doing  it  for  a 
public  benefit  in  the  building  of  public  roads,  that  that  is  something 
that  the  public  should  inquire  into,  as  to  whether  there  is  a  necessity 
for  it.  or  matters  of  that  kind.  I  think  those  matters  are  matters  of 
proper  inquiry. 

Senator  Cummins.  There  is  a  great  difference  between  determining 
the  amount  necessary  to  accomplish  a  certain  purpose  and  determin- 
ing whether  the  purpose  ought  to  be  accomplished  at  all. 

Mr.  Gillette.  That  is  true,  too:  and,  of  course,  there  is  a  great 
deal  to  it. 

Senator  Cummins.  You  are  of  the  opinion  that  whenever  any  rail- 
way company  desires  to  increase  its  securities  in  order  to  extend  or 
better  its  facilities  of  transportation,  that  it  ought  to  go  to  the  Inter- 
state Commerce  Commission  and  have  that  commission  pass  upon  the 
propriety  or  wisdom  of  the  extension  or  betterment? 

Mr.  Gillette.  Well.  I  think  that  would  be  one  of  the  very  first 
questions  that  the  commission  would  inquire  into  before  they  would 
give  their  consent  to  the  issuance  of  bonds.  I  do  not  see  how  they 
can  avoid  that. 

Senator  Cummins.  But  you  know,  Governor,  this  very  question 
has  been  at  issue  as  to  whether  in  regulating  securities  the  functions 
of  the  Government  should  be  confined  to  the  honest  issuance  of 
securities  and  the  honest  expenditure  of  money  for  a  public  purpose 
or  whether  it  should  extend  to  a  veto  upon  the  act  or  proposal  of 
the  railway  company  in  extending  its  facilities. 

Mr.  Gillette.  I  think  the  question  of  extending  the  railroads  and 
what  it  should  be  in  the  way  of  betterment  should  be  left  to  the  rail- 
road itself. 
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Senator  Cummins.  You  have  to  leave  it  altogether  with  the  rail- 
roads or  leave  it  altogether  with  the  commission. 

Mr.  Gillette.  I  think  that  question  they  would  be  better  able  to 
understand  than  the  commission  itself.  1  was  figuring  on  the 
amount  of  money  which  they  would  allow  and  the  bond  issues,  ternis, 
etc..  and  the  expenditure  of  it.  The  company  can  know  better  than 
anyone  else  as  to  what  it  needs  in  improvements  and  betterments. 

Senator  Cummins.  To  put  a  concrete  case  with  which  you  are 
familiar  in  this  western  country,  suppose  when  the  Western  Pacific 
proposed  its  line  from  Salt  Lake  City  to  the  west — I  believe  it  was 
Salt  Lake  City — the  lawTs  that  you  have  in  mind  were  in  existence; 
would  you  have  the  Federal  commission  say  whether  the  Western 
Pacific  should  have  been  built  or  would  you  simply  have  it  say,  "  If 
it  is  built,  you  may  issue  certain  securities  and  the  proceeds  must  be 
devoted  to  the  road  "'  \ 

Mr.  Gillette.  The  last.  I  would  not  have  a  commission  under- 
take to  say  whether  a  railroad  should  undertake  to  develop  a  new 
country  or  not:  but  when  it  comes  to  the  question  of  carrying  out 
the  enterprise  and  the  amount  necessary  to  carry  it  out  and  how  it 
can  be  disposed  of,  that  is  a  matter  for  the  commission. 

Senator  Cummins.  You  would  leave  with  the  railroad  companies 
the  discretion  or  decision  of  the  question  of  policy  as  to  whether  the 
road  should  be  built  or  not  \ 

Mr.  Gillette.  We  have  to  do  that. 

Senator  Cummins.  And  if  it  decides  to  build  the  road,  then  have 
the  commission  see  that  the  money  so  raised  is  properly  expended  ? 

Mr.  Gillette.  Yes,  sir. 

Senator  Cummins.  The  other  point  of  difference,  or  one  other 
point  of  difference,  is  this:  Suppose  that  a  railroad  company  in  some 
organization,  or  a  combination  of  railroad  companies  in  an  organi- 
zation, desired  to  substitute  new  stock  for  the  outstanding  stock  or 
to  refund  outstanding  bonds  by  the  issuance  of  new  bonds;  suppose 
that  the  securities  and  stocks  of  any  such  company  are  worth  20 
cents  on  the  dollar  in  the  market;  do  you  believe  that  the  company 
ought  to  be  given  the  authority  to  issue  in  its  place  new  stock  the 
par  value  of  the  existing  stock? 

Mr.  Gillette.  I  get  your  point,  but  I  have  never  thought  out  that 
question.  That  is  a  very  important  question,  and  I  would  not  wrant 
to  express  an  opinion  on  that  without  giving  it  some  thought. 

Senator  Cummins.  That  is  one  of  the  most  difficult  questions  in 
the  whole  matter. 

Mi-.  Gillette.  I  understand  that.  I  see  the  difficulty  of  that  and 
would  not  want  to  express  an  opinion  on  it  without  having  studied  it. 

Senator  Cummins.  I  believe  that  is  all.  I  wanted  to  get  your  view 
upon  these  important  questions. 

Mr.  Sims.  Governor,  you  are  considering  with  reference  to  the 
regulating  or  controlling  by  law  of  the  action  of  private  employees 
of  the  companies,  from  the  standpoint  of  private  ownership  and  pri- 
vate employment  solely  ? 

Mr.  Gillette.  I  do  not  understand  that.  Judge. 

Mr.  Sims.  I  have  reference  to  what  you  suggested  with  reference 
to  the  control  of  wages. 
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The  Vice  Chairman.  Disputes  between  employees  and  employers. 

Mr.  Sims.  You  are  considering  it  from  the  standpoint  of  the  rail- 
road company— a  privately  owned  and  privately  conducted  railroad  ? 

Mr.  Gillette.  Yes,  sir ;  in  a  public  service. 

Mr.  Sims.  They  are  both  in  the  public  service  in  a  way;  that  is, 
they  are  doing  things  for  the  public. 

Mr.  Gillette.  They  are  quasi-public  servants. 

Mr.  Sims.  Well,  hotels  are  doing  a  public  service. 

Mr.  Gillette.  Yes,  sir. 

Mr.  Sims.  Do  you  hold  that  Congress  has  the  power  to  say  to  a 
private  employer  that  "  When  you  employ  your  labor  at  a  satisfac- 
tory price,  that  then  that  labor  shall  not  demand  a  higher  price 
either  as  individuals  or  collectively."  and  finally,  to  get  it,  they  must 
labor  for  a  certain  period  of  time? 

Mr.  Gillette.  I  did  not  say  that. 

Mr.  Sims.  How  would  that  prevent  strikes  ( 

Mr.  Gillette.  Before  these  questions  eventuate  into  a  strike  those 
questions  shall  first  be  submitted  or  settled  before  this  commission. 
If  the  Government  owned  the  railroad  itself  and  was  doing  Govern- 
ment business,  and  distributing  freight  the  same  as  it  doi-s  the  mail, 
I  have  no  doubt  but  that  Congress  could  pa^s  a  law  of  that  kind.  If 
the  Government  could  do  it,  being  the  owner  of  the  property,  I  do 
not  see  why  the  Government  could  not  do  it  under  the  interstate- 
commerce  law,  for  that  is  regulating  commerce— carrying  on  com- 


merce  

Mr.  Sims.  But  the  Government  can  not  force  a  private  corpora- 
tion to  perform  service  at  a  loss. 

Mr.  Gillette.  No,  sir ;  that  would  be  confiscatory. 

Mr.  Sims.  Can  it  force  an  employee  to  serve  a  private  corporation 
at  a  loss  ? 

Mr.  Gillette.  No,  sir;  but  if  you  could  settle  this  matter  before 
the  commission  it  would  probably  prevent  a  great  many  strikes, 
but  if  they  could  not  enforce  it,  they  could  go  on 

Mr.  Sims.  You  mean  to  say  they  must  serve  as  a  matter  of  law 
during  the  time  the  investigation  is  being  carried  on  \ 

Mr.  Gillette.  I  think  you  could  have  the  right  to  stop  organized 
strikes  against  the  carrying  of  interstate  commerce  and  against  the 
carrying  of  the  mail.  I  think  you  have  a  right  to  do  that.  I  look 
with  a  great  deal  of  diiference  on  individual  strikes  and  a  general 
strike,  where  persons  undertake  through  force  to  stop  the  business  of 
a  carrier. 

The  Vice  Chairman.  We  have  made  that  unlawful  as  far  as  in- 
terstate-commerce trains  are  concerned. 

Mr.  Sims.  Labor  is  the  voluntary  act  of  a  human  being. 

Mr.  Gillette.  And  he  can  quit  whenever  he  wants. 

Mr.  Sims.  You  say  that  for  three  or  four  months  or  a  year,  or 
whatever  time  it  is,  during  the  time  this  matter  is  being  investi- 
gated, you  would  have  a  criminal  statute  to  the  effect  that  a  man 
must  continue  in  the  service  of  this  corporation  until  the  matter  is 
settled  before  he  shall  undertake  to  strike  ? 

Mr.  Gillette.  If  you  give  to  the  Federal  Government  the  power 
to  settle  these  matters,  they  will  appeal  to  the  commission  999  times 
out  of   1,000.     You  talk   about   compulsory   arbitration.     That  is 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.  1863' 

done  in  different  countries  now.  New  Zealand  has  a  compulsory 
abitration  act. 

Mr.  Sims.  Pending  the  time,  during  the  investigation,  you  would 
make  it  criminal  for  the  employees  of  a  carrier,  either  acting  as 
individuals  or  through  concerted  action,  quitting  work,  or  will  you 
by  law  compel  them  to  serve  or  act  with  their  hands  or  heads? 

Mr.  Gillette.  I  do  not  think  you  can  make  an  individual  serve 
unless  he  wants  to,  but  I  think  there  is  a  difference  between  one 
man  quitting  and  concerted  action.  I  do  not  know  whether  you  can 
do  it  or  not. 

Mr.  Sims.  That  is  what  I  want  to  know. 

Mr.  Gillette.  If  it  can  not  be  done — I  am  inclined  to  think  under 
the  interstate-commerce  act  you  can  do  it — if  you  find  a  conspiracy 
or  organized  effort  extending  throughout  the  country  to  stop  inter- 
state commerce  and  stop  carrying  of  the  mails,  it  seems  to  me  that 
there  certainly  is  power  in  Congress  to  prevent  concerted  action,  and 
I  say  that  concerted  action 

The  Vice  Chairman.  I  make  the  point  that  all  experts  on  the  sub- 
ject of  strikes  have  their  habitat  around  Washington  and  we  have 
heard  them  for  weeks  and  months,  and  we  have  tons  of  testimony 
on  the  subject,  and  that  if  we  undertake  to  go  into  this  matter  at  this 
time  it  will  take  us  weeks  and  months. 

Mr.  Gillette.  I  thought  that  subject  was  worthy  of  investigation 
and  worthy  of  thought. 

Mr.  Sims.  If  you  have  not  thought  on  it,  of  course,  you  are  not 
ready  to  answer  it;  but  is  it  not,  in  substance  and  fact,  involuntary 
servitude  to  force  an  individual  to  work  during  a  period  of  time 
that  this  investigation  might  be  on,  whether  he  wanted  to  or  not, 
either  by  collective  or  individual  action  ? 

Mr.  Gillette.  Well,  I  do  not  believe  you  can  make  a  man  act,  indi- 
vidually— make  him  serve. 

Mr.  Sims.  Then  you  ought  not  to  penalize  him  for  quitting. 

Mr.  Gillette.  No;  but  I  think  jou  can  stop  a  concerted  and  or- 
ganized effort.  A  man  can  not  alone  commit  a  conspiracy  to  inter- 
fere with  the  Government. 

Mr.  Sims.  I  am  not  putting  it  on  the  ground  of  interfering  with 
somebody  else's  rights,  but  his  right  to  receive  a  reasonable  com- 
pensation for  his  personal  labor  and  effort.  I  do  not  care  about 
pushing  the  matter,  but  it  comes  up  as  a  part  of  the  subject  we  are 
investigating. 

Mr.  Gillette.  That  is  one  of  the  subjects  to  be  considered. 

Mr.  Sims.  I  do  not  think  it  is  settled.  The  subject  of  compulsory 
arbitration  in  this  country  is  talked  of  occasionally.  One  of  the 
questions  which  I  think  is  important  is  the  question  of  strikes. 

Mr.  Gillette.  Can  the  Government,  under  public  ownership,  com- 
pel a  man  to  work  for  the  Government  unless  he  wants,  in  moving 
freight  ? 

Mr.  Sims.  In  other  words,  doing  simply  civil  business? 

Mr.  Gillette.  Can  the  Government  do  it  ? 

Mr.  Sims.  Yes^  I  should  say  so;  I  think  it  can  as  a  military 
necessity. 

Mr.  Gillette.  I  think  the  Government  can  do  it  under  the  au- 
thority to  regulate  commerce. 
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The  Vice  Chairman.  For  your  further  entertainment  on  that  sub- 
ject, I  would  refer  you  to  some  hearings  we  have  held  on  this  sub- 
ject where,  in  the  hearings,  Judge  Sims  and  Mr.  Gompers  spent 
two  weeks  illuminating  the  country  on  that  subject. 

Mr.  Gillette.  Do  you  think,  Judge,  that  a  man  could  prevent  the 
Government  from  moving  the  mails? 

The  Chairman.  You  distinguish  between  the  right  of  the  indi- 
vidual to  quit  employment  and  his  right  to  associate  with  others  with 
a  view  to  paralyzing  commerce  between  the  States  \ 

Mr.  Gillette.  I  think  the  Government  has  the  power  to  protect 
this  great  Nation,  and  I  believe  if  a  body  of  men  get  together  and 
organize  for  the  purpose  of  paralyzing  this  great  Government  they 
are  amenable  under  the  law  for  trying  to  -top  commerce.  You  can 
arrest  a  man  for  undertaking  to  stop  the  carrying  of  the  mails. 

The  Vice  Chairman.  There  has  been  for  years  a  statute  making  it 
unlawful  for  anybody,  by  violence  or  threats,  to  obstruct  mail  trains, 
and  the  President  has  been  authorized  to  use  the  armed  forces  of  the 
United  States  to  prevent  that.  Eecently  these,  five  men  on  this  com- 
mittee have  been  instrumental  in  extending  that  power  to  commerce 
during  the  war.  If  it  works  out  all  right  it  may  be  a  good  begin- 
ning toward  having  it  apply  all  the  time.  The  President  has  that 
power,  I  think,  without  the  statute. 

Mr.  Gillette.  If  you  can  stop  a  man  from  obstructing  supplies 
from  going  to  a  State  that  needs  them 

The  Vice  Chairman.  I  move  that  this  point  be  reserved  for  future 
consideration. 

Senator  Cummins.  Since  it  has  been  under  consideration  for  the 
last  5  to  10  minutes,  how  can  you  reserve  it  I 

Mr.  Esch.  Did  the  law  which  was  enacted  in  this  State  while  you 
were  governor,  creating  a  commission  with  certain  powers  with  ref- 
erence to  the  railroads,  give  the  commission  the  power  to  issue  what 
is  known  as  a  certificate  of  convenience  and  necessity  for  new  con- 
structions, extensions,  etc.? 

Mr.  Gillette.  I  do  not  recall  that. 

Mr.  Esch.  The  State  has  that  power  now  ? 

Mr.  Gillette.  It  was  greatly  enlarged.  The  constitution  was 
amended,  and  public  utilities  of  all  kinds  were  brought  in,  and  it  was 
improved  in  many  ways. 

Mr.  Esch.  I  understand  your  commission  has  the  right  to  vise 
applications  for  extension  or  new  construction? 

Mr.  Gillette.  Yes,  sir. 

Mr.  Esch.  Wisconsin  has  the  same  law ;  New  York  has  the  same, 
and  Massachusetts  and  quite  a  number  of  States. 

Mr.  Thom.  I  understand  California  has  not  that  authority  with 
reference  to  railroads. 

Mr.  Gillette.  They  have  it  as  to  public  utilities.  They  can  pre- 
vent one  utility  from  invading  a  territory  occupied  by  another. 

Mr.  Esch.  In  answer  to  the  suppositious  case  presented  to  you  by 
Senator  Cummins  you  stated  you  thought  the  initiative  in  reference 
to  construction  should  be  left  with  the  carrier.  From  that  I  infer 
you  would  not  believe  it  would  be  wise  to  give  the  Federal  commis- 
sion that  control? 

Mr.  Gillette.  I  would  not ;  no. 
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Mr.  Esch.  Now,  another  question  with  reference  to  stock  and  bond 
issues:  Do  you  think  if  we  gave  the  Federal  commission  the  power 
to  regulate  stock  and  bond  issues  of  common  carriers  that  the  issu- 
ance of  a  certificate  or  a  permit  to  a  common  carrier  to  float  a  large 
bond  issue  or  make  a  large  issue  of  new  stock  would,  in  a  way.  place 
the  commission  in  the  attitude  of  confirming  prior  issues — not  in  a 
legal  sense,  but  would  it  in  a  moral  sense  be  giving  the  stamp  of 
approval  of  the  Government  as  to  stocks  and  bonds  of  that  character? 

Mr.  Gillette.  I  do  not  know  as  I  can  answer  that.  Those  would 
be  in  existence  already.  What  they  would  be  interested  in  would  be 
new  issues  of  stocks  and  bonds. 

Mr.  Escir.  But  other  people  would  be  affected,  would  they  not,  by 
the  prior  issues  of  stocks? 

Mr.  Gillette.  That  is  something  that  the  Interstate  Commerce 
Commission  should  take  into  consideration. 

Mr.  Esch.  It  is  a  question  that  has  given  the  House  and  Senate 
great  concern. 

STATEMENT  OF  ROBERT  NEWTON  LYNCH. 

Mr.  Lynch.  I  am  vice  president  and  manager  of  the  San  Fran- 
cisco Chamber  of  Commerce.  1  am  executive  officer  of  the  San 
Francisco  Chamber  of  Commerce. 

The  views  of  the  San  Francisco  Chamber  of  Commerce  have  been 
very  adequately  and  lucidly  stated  by  Mr.  Seth  Mann,  our  traffic 
attorney  and  manager.    My  only  purpose  in  coming  before  the  com- 
mittee is  to  present  to  the  committee  the  possibly  wider  views  of  the 
chamber  of  commerce  upon  matters  upon  which  we  have  taken  action. 
The   San   Francisco  Chamber  of  Commerce  represents  some  6,000 
business  houses  of  San  Francisco,  and  we  had,  recently,  occasion  to 
vote  affirmatively  on  the  four  propositions  which  were  submitted  by 
the  United  States  Chamber  of  Commerce,  with  which  the  committee 
is  familiar.     The  particular  point  to  which  I  have  reference,  after 
saying  we  have  yielded  our  minds  fully  to  the  question  of  Federal 
regulation  of  securities  and  the  Federal  regulation  of  railroads  en- 
gaged in  interstate  business,  is  the  assumption  of  the  power  to  regu- 
late all  rates  that  affected  interstate  traffic.     That  question  has  been 
a  matter  of  some  debate  for  many  years,  and  finally  we  have  come 
to  the  full  conviction  that  it  were  better  for  the  carriers  and  for  the 
public  and  for  the  shippers  that  this  power  shall  be  fully  assumed 
by  the  Interstate  Commerce  Commission.     We  have  taken  this  posi- 
tion notwithstanding  the  fact  that  we  have  the  very  highest  respect 
and  regard  for  the  California  State  Commission,  which  has  given  us 
an  unusual  facility  for  the  hearing  of  various  local  complaints,  and 
for  the  character  and  ability  of  which  we  have  the  fullest  confidence. 
We  cordially  recognize  that  other  States  may  not  have  such  good 
commissions,  and  that  we  may  not  always  enjoy  the  present  standard 
of  railroad  regulation  within  the  State. 

We  also  believe  that  the  dualism  or  dual  control  in  the  matters  re- 
ferred to  in  the  referendum  is  very  hateful  and  bewildering,  and 
while  we  have  many  local  interests  which  may  possibly  not  be  affected 
or  facilitated  so  much  under  Government  control,  we  believe  that  our 
larger  interests  are  conserved  by  the  efficiency  and  prosperity  of  the 
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carriers  in  which  we  have  a  mutual  interest  as  shippers,  as  well  as 
the  public. 

The  statements  made  by  Mr.  Mann  upon  the  various  questions 
brought  up,  I  can  assure  tjie  committee  fully  represent  the  sentiment 
of  the  members  of  the  San  Francisco  Chamber  of  Commerce,  and 
if  there  is  any  question  as  to  the  representative  character  of  the  San 
Francisco  Chamber  on  any  matter  as  to  how  we  have  reached  these 
policies,  that  is  available  to  the  committee.  I  must  personally  dis- 
claim any  technical  traffic  knowledge  and  only  speak  in  regard  to 
the  question  of  the  policies  that  we  have  reached  in  connection  with 
these  matters. 

Senator  Cummins.  Just  for  the  sake  of  clarity.  I  desire  to  state  my 
understanding  of  the  present  functions  or  powers  of  the  Interstate 
Commerce  Commission.  Every  State  rate  which  does  affect  inter- 
state rates,  and  which  is  either  discriminatory  or  unjust  or  unreason- 
able is  already  condemned  by  the  interstate  commerce  law.  Do  you 
so  understand  it  ? 

Mr.  Lynch.  Yes.  sir;  except  that  there  are  many  strictly  State 
rates  which  are  bound  to  have  some  influence  on  interstate  commerce 
which  are  not  controlled  by  the  Interstate  Commerce  Commission. 

Senator  Cummins.  Would  you  suggest— and  I  take  it  the  action  of 
your  chamber  of  commerce  has  that  in  mind— that  we  amend  the 
law  so  as  to  give  the  Interstate  Commerce  Commission  the  authority 
not  only  to  condemn  a  State  rate  which  is  in  conflict  with  the  inter- 
state rates,  or  which  does  affect  interstate  rates,  but  to  substitute  a 
new  rate  for  the  future  which  shall  not  or  will  not  affect  improperly 
an  interstate  rate? 

Mr.  Lynch.  Our  action,  as  I  understand  it.  Senator,  would  prac- 
tically take  the  entire  rate-making  power  out  of  the  hands  of  the 
State  commission  and  put  it  into  the  hands  of  the  Intertsate  Com- 
merce Commission  on  all  roads  that  are  in  interstate  commerce  or 
affect  interstate  commerce. 

Senator  Cummins.  That  is  a  very  broad  general  proposition,  and 
I  only  called  your  attention  to  the  point  in  which  I  think  the  power 
of  the  Interstate  Commerce  Commission  is  lacking.  I  think  it  lias 
power  now  to  condemn  any  State  rate  which  is  so  connected  with 
the  interstate  rates  that  it  becomes  interstate  in  character.     That 

is  all. 

STATEMENT  OF  ISADORE  JACOBS. 

Mr.  Jacobs.  I  am  president  of  the  California  Canneries  Co. 

The  situation  as  to  rates,  having  had  considerable  to  do  with  the 
previous  organization  in  this  State,  before  the  Interstate  Commerce 
Commission  was  established,  was  such  as  that  Judge  Adamson  said, 
in  1904,  an  effort  was  made  to  put  steamers  on  the  Pacific  so  as  to 
connect  up  with  the  railroad  on  the  Isthmus  of  Panama,  which  was 
controlled  by  the  Government,  with  the  Atlantic  steamship  com- 
panies. The  reason  was  that  we  could  not  get  adequate  steamship 
service  here,  although  we  had  steamers  on  the  Pacific. 

Before  the  Interstate  Commerce  Commission  was  established  the 
transcontinental  railroads  had  an  agreement  with  the  Pacific  Mail 
Steamship  Co.  whereby  they  received  a  subsidy  of  $75,000  a  month 
or  $900,000  a  year,  which  it  was  afterwards  developed  was  for  the 
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purpose  of  neutralizing  water  competition.  After  the  Interstate 
Commerce  Commission  was  organized  that  was  broken  up,  but  we 
did  not  have  water  competition  although  we  had  steamers. 

President  Roosevelt  appointed,  through  Secretary  of  War  Taft, 
Mr.  Bristow  to  come  out  and  investigate  the  whole  subject  matter. 
He  came  out  and  held  his  investigation  through  the  chamber  of  com- 
merce, and  a  great  deal  of  testimony  was  developed  at  that  time 
showing  the  actual  conditions,  and  that  actual  competition  was  not 
in  effect.  The  purpose  of  the  Interstate  Commerce  Commission  was, 
of  course,  to  stop  the  rebate  system  which  had  been  going  on  before 
and  to  prevent  discriminations  and  to  stabilize  rates. 

A  great  deal  has  been  said  here  during  the  limited  time  I  have  been 
in  attendance  on  the  hearings  about  the  long-and-short-haul  clause. 
As  a  business  man  here  I  have  endeavored  always  to  take  a  broad 
view  of  things,  and  I  want  to  say  that  I  think  the  intermountain 
countries  are  taking  a  very  narrow  view  of  the  situation,  just  as  Ave 
hear  in  Congress  it  is  reported  that  some  Congressman  has  held  up 
the  merchant  marine  because  the  steamers  did  not  reach  their  section. 
We  have  heard  it  reported  that  that  is  the  case. 

Xow.  the  development  of  industries  and  the  development  of  trade 
comes  from  large  communities,  and  large  communities  are  on  the 
sea,  whether  on  the  ocean  or  navigable  inland  waters:  and  that  is  not 
>o  in  this  country  alone,  but  in  Europe,  and  I  have  been  abroad  every 
year  except  last  year.  While  I  do  not  know  much  about  systems  of 
rates,  and  all  that.  T  know  that  in  England  at  points  like  Portsmouth 
and  Liverpool,  wherever  the  water  is,  they  have  zones  where  the  rail- 
road carriers  make  better  rates  than  otherwise.  That  is  done  because 
of  trade  conditions.  Instead  of  the  rates  being  based  on  the  reason- 
ableness of  the  charge,  and  all  that,  they  are  based  on  the  proposition 
of  moving  the  largest  volume  of  traffic,  and  the  traffic  that  will  do 
the  most  good  to  the  largest  number  of  people,  and  you  can  not  do 
away  with  water  competition  whether  it  is  on  the  ocean  or  on  the 
inland  rivers  that  are  subject  to  navigation.  It  is  for  that  reason 
that  we  want  to  develop  in  this  country  to-day  our  inland  waterways, 
because  they  give  better  facilities  to  the  people  in  moving  their  prod- 
ucts to  different  sections,  and  it  is  the  movement  of  those  products 
that  makes  for  prosperity. 

We  have  been  Aery  large  shippers  by  water.  The  war  did  not  force 
the  boats  out  of  the  Panama  Canal.  They  were  forced  out  of  the 
Panama  Canal  before  the  war  started  by  the  slides  that  you  gentle- 
men remember,  and  the  result  was  that  steamers  could  not  run 
through  there,  and  they  got  very  remunerative  traffic  and  went  else- 
where. The  American-Hawaiian  Co.  started  before  the  war  started, 
and  then  the  war  came  on  and  created  an  entirely  different  situa- 
tion  

The  Vice  Chairman.  Did  not  the  slide-  develop  before  the  war 
started? 

Mr.  Jacobs.  Yes.  sir;  and  then  they  turned  right  into  that  busi- 
ness— they  found  more  remunerative  traffic  and  got  into  that.  There 
are  rates  here  between  New  York  and  San  Francisco,  and  there  has 
been  some  competition  by  water.  The  German  steamers  seized  by 
the  United  States  Government  have,  within  the  last  four  months, 
taken  an  enormous  traffic,  every  one  being  loaded  to  the  guards  with 
California  products.     If  it  had  not  been  for  those  steamers  I  do  not 
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know  what  would  have  become  of  the  movement  of  our  products  in 
California,  because  the  entire  railroad  organization  seems  to  have 
broken  down,  probably  because  the  war  had  a  great  deal  to  do  with  it. 
But  aside  from  that,  you  will  remember  that  Mr.  Lane  said,  when 
he  was  on  the  Interstate  Commerce  Commission,  that  it  would  take 
billions  of  dollars  of  new  equipment  to  supply  the  railroads  with 
enough  to  cope  with  the  enormous  increase  of  trade  in  this  country 
that  is  being  developed  now.  We  are  in  the  war.  and  if  the  war  con- 
tinues some  time— it  has  got  to  continue  until  this  country  wins — if 
it  continues  some  time.  I  do  not  know  what  will  happen  unless  the 
Government  steps  in  and  does  something.  I  believe  the  Government 
will  have  to  take  control  of  the  railroads  doing  a  through  business,  at 
least  during  the  period  of  the  war.  It  is  not  alone  a  shortage  of  cars ; 
there  seems  to  be  an  entire  congestion  on  the  railroads  throughout  the 
country.  There  are  to-day  probably  250,000  tons  of  stuff  in  Cali- 
fornia that  can  not  be  moved.  We  put  in  orders  for  cars  and  have  to 
wait  six  or  eight  weeks  to  get  the  orders  filled,  and  we  have  traffic 
tied  up  for  cars,  and  it  takes  weeks  and  weeks  to  cover  just  the  dis- 
tance of  a  hundred  miles  or  so.  From  our  place  to  a  town  a  distance 
of  about  25  or  30  miles  we  have  had  cars  missing  for  three  weeks. 
The  railroads  seem  to  have  broken  down  and  business  is  in  a  terrible 
condition.  Not  only  the  manufacturers  but  the  producers  feel  this. 
They  can  not  get  their  stuff  moved.  Much  of  the  stuff  that  should 
be  moved  in  September  and  October  will  not  get  to  the  markets  until 
as  late  as  March.     The  question  is.  what  is  the  remedy  I 

The  Chairman.  Do  you  think  that  the  question  of  congestion  of 
traffic  has  much  to  do  with  the  high  prices  that  prevail  ? 
Mr.  Jacobs.  I  think  it  has  something  to  do  with  it. 
The  Chairman.  The  tendency  is  to  increase  the  cost  of  living,  is 
it  not? 

Mr.  Jacobs.  Yes.  sir:  and  if  the  Government  had  not  stepped  in 
and  put  in  those  steamers  and  moved  those  products  prices  would 
have  been  still  higher. 

The  Vice  Chairman.  I  know  a  farmer  who  had  a  million  bushels 
of  wheat,  which  was  bringing  a  dollar  a  bushel,  and  he  could  not  get 
them  moved  until  they  went  to  $2.50  a  bushel,  and  he  had  to  sell  them 
for  that  price. 

Mr.  Jacobs.  The  trouble  is  the  enormous  number  of  cars  tied  up  at 
different  points. 

The  Vice  Chairman.  Are  you  aware  of  the  fact  that  by  reason  of 
war  legislation  we  have  arranged  to  mobilize  everything  for  war 
purposes,  and  the  administration  has  authority  to  cooperate  with  the 
railroad  committee  that  is  giving  direction  as  to  things  that  shall  be 
shipped  first,  and  the  question  of  the  distribution  of  cars,  and  that 
the  advice  has  gone  forth  that  the  management  of  the  railroads  for 
war  purposes  is  most  efficient  and  it  is  the  wonder  of  the  world? 
Mr.  Jacobs.  It  has  not  worked  out  here  yet. 

The  Vice  Chairman.  You  must  take  into  account  the  difference 
1  iet ween  war  and  peace  conditions.  We  are  engaged  in  whipping 
Germany  now.  We  expect  to  turn  these  things  back  into  private 
channels  after  peace  has  come. 

Mr.  Jacobs.  Yesterday  the  Quartermaster  General  was  over  to  our 
place  and  promised  to  get  busy  and  see  if  he  could  not  get  the  cars 
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that  are  necessary  to  move  this  stuff.  He  advised  the  railroads  that 
it  was  for  Government  purposes. 

The  Vice  Chairman.  If  you  will  send  a  telegram  to  your  great 
judge  (Judge  Lovett) — he  is  the  highest  authority  in  Washington 
on  these  matters — he  will  give  you  relief  in  two  days. 

Mr.  Jacobs.  I  communicated  with  Mr.  Richardson,  who  is  in  charge 
of  that  work  in  Washington.  I  think  that  situation  will  be  relieved, 
so  far  as  the  Government  is  concerned.  This  Government  business 
has  to  take  precedence  over  everything  else. 

The  Vice  Chairman.  We  will  all  have  to  submit  to  the  war  situa- 
tion and  stop  some  of  our  activities  until  we  have  whipped  Germany. 

Mr.  Jacobs.  The  stuff  has  to  be  moved  from  the  producing  sec- 
tions to  reach  the  masses  of  the  people ;  otherwise  you  will  be  con- 
fronted with  the  situation  that  exists  in  some  sections,  where  they 
have  no  sugar,  for  instance,  and  yet  in  certain  sections  they  have 
sugar  but  can  not  get  cars  to  handle  it.  In  the  city  of  Boston  no  one 
can  get  more  than  2  pounds  of  sugar  at  one  time.  If  the  producers 
and  manufacturers  can  not  move  their  goods  to  the  consuming  sec- 
tions of  the  country  it  is  going  to  have  a  great  deal  to  do  with  reliev- 
ing the  situation  which  the  Government  is  trying  to  handle  on  the 
question  of  the  high  cost  of  living. 

The  Vice  Chairman.  If  we  had  not  declared  war  in  April  you 
would  not  have  had  any  trouble  about  cars,  for  about  that  time  the 
railroads  created  an  organization  to  take  care  of  cars.  The  railroads 
have  agreed  on  that  themselves,  and  so,  when  the  war  ends,  you  will 
find  relief. 

Mr.  Jacobs.  I  think  the  statement  that  Mr.  Lane  has  made  with 
reference  to  the  question  of  equipment  is  a  question  that  has  to  be 
considered  outside  of  war  conditions. 

The  Vice  Chairman.  That  is  what  I  am  telling  you. 

Mr.  Jacobs.  The  question  has  to  be  considered  in  view  of  all  the 
conditions,  whether  the  situation  is  going  to  be  better.  I  do  not 
think  it  is.  I  know  that  thousands  of  cars  are  tied  up  at  every  ter- 
minal point  in  this  State. 

The  Vice  Chairman.  There  is  war  now. 

Mr.  Jacobs.  I  do  not  think  the  Avar,  except  possibly  in  the  matter 
of  the  shortage  in  some  employees  who  have  been  drafted,  has  af- 
fected them  much.  The  question  is,  after  the  war  is  over,  what 
will  happen:  after  the  war  is  over,  with  a  victory,  we  are  going  to 
have  five  years  of  great  prosperity;  it  will  take  over  five  years  to  re- 
plenish the  stocks  of  Europe,  and  the  question  is,  can  the  railroads 
take  care  of  everything  unless  the  Government  takes  hold  of  the 
general  situation  and  looks  ahead  to  see  what  is  going  to  happen  after 
the  war  is  over?    It  is  a  question  that  has  to  be  considered. 

Mr.  Lane  has  made  a  statement  about  the  billions  of  dollars  it  is 
going  to  take  to  equip  the  railroads.  Are  the  railroads  going  to  be 
in  a  position  to  equip  as  they  should?  We  hear  statements  that  they 
can  not  sell  their  bonds  and  stocks,  but  at  the  same  time  no  investor 
will  have  confidence  in  railroad  securities  and  bonds  when  the  presi- 
dents of  the  railroads  themselves  are  giving  out  pessimistic  utter- 
ances as  to  the  future.  Who  will  invest  in  those  securities  when  the 
presidents  are  looking  ahead  and  telling  of  the  terrible  situation 
they  are  confronted  with  and  are  pessimistic  about  their  own  securi- 
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ties?  I  have  not  given  sufficient  study  to  the  situation,  but  I  think 
something  ought  to  be  done  by  the  United  States  Government  toward 
exercising  greater  control  over  the  railroads.  I  am  speaking  of 
normal  times,  and  not  war  times,  because  I  think  the  Government 
will  have  to  take  over  the  control  of  railroads  if  the  war  continues. 
In  normal  times  what  will  happen?  The  Government  will  have  to 
take  over  the  railroads  and  have  absolute  Government  ownership  or 
take  over  their  railroads  under  private  operation  with  Government 
control,  or  take  over  the  roads  and  guarantee  to  the  stockholders  and 
bondholders  their  investments  on  a  reasonable  basis.  There  has  got 
to  be  something  done,  and  there  is  no  question  about  it,  and  I  think 
that  is  a  great  deal  more  serious  now  than  the  consideration  of  the 
long-and-short-haul  clause,  which  I  think  is  a  matter  that  will  adjust 
itself. 

The  Chairman.  In  your  view,  are  the  railroad  corporations  doing 
all  that  they  can  do  now  to  meet  the  requirements  of  traffic  and  to 
prevent  this  congestion  ? 

Mr.  Jacobs.  I  think  they  are.  The  officials  that  I  have  been  to — we 
have  had  terrible  times  this  summer — the  officials  I  have  been  to.  and 
the  subordinates,  manifest  every  desire  to  do  everything  they  can 
to  relieve  the  situation,  but  they  admit  they  can  not.  We  spot  cars 
down  the  yard  here  that  we  have  been  waiting  for  for  weeks.  They 
say,  "We  will  put  them  on  your  switch  to-nii>;lit."  and  they  will  be 
lost  during  the  night  and  "be  missing  for  three  or  four  weeks. 
Whether  it  is  due  to  not  having  sufficient  people  to  handle  the  traffic 
or  not  I  do  not  know. 

•  The  Chairman.  Do  you  think  that  is  due  to  lack  of  sufficient  equip- 
ment or  inefficiency  in  the  administration  of  the  present  equipment  by 
the  railroads '. 

Mr.  Jacobs.  I  think  both. 

The  Chairman.  You  think,  then,  that  the  present  equipment  must 
be  made  more  efficient  in  traffic  than  it  is  being  made? 

Mr.  Jacobs.  I  think  so. 

The  Vice  Chairman.  In  that  connection  I  want  to  state,  if  you 
will  permit  me,  that  a  great  railroad  president,  the  president  of  one 
of  the  greatest  railroad  systems  in  this  country,  told  me  the  greatest 
trouble  he  had  experienced  was  in  securing  common  labor:  that  that 
labor  was  not  available,  and  that  they  needed  5.000  common  laborers 
and  could  not  secure  them. 

Mr.  Jacobs.  Of  course,  that  labor  situation  is  a  very  serious  one, 
and  there  is  no  doubt  about  that. 

The  Chairman.  Do  you  think  that  the  present  condition  is  due 
wholly  to  any  inefficiency  in  the  administration  of  the  railroads  them- 
selves ? 

Mr.  Jacobs.  No,  sir ;  I  do  not. 

The  Chairman.  Then  what  would  you  do  in  order  to  make  the 
railway  systems  of  the  country  efficient  in  this  field,  which  lies  now 
outside  of  the  present  ability  of  the  railroads  to  meet  the  situation  ? 

Mr.  Jacobs.  My  own  individual  opinion  is  that  either,  as  I  said 
before,  the  Government  will  have  to  take  absolute  ownership  of  the 
railroads,  or  arrange  a  great  credit  for  them  in  some  way.  and  lend 
them  a  billion  or  two  billion  dollars  to  properly  equip  their  railroads, 
and  at  the  same  time  increase  their  control  over  the  railroads  and 
the  issues  of  securities:  and  I  think  that  will  have  to  be  done  soon. 
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The  Chairman.  You  think  they  should  have  a  billion  or  t  wo  billion 

dollars  now  in  order  to  meet  their  requirements? 

Mr.  Jacobs.  Yes,  sir. 

The  Chairman.  And  that  is  entirely  outside  of  improving  the  ex- 
isting efficiency  of  the  railroads? 

Mr.  Jacobs.  Yes,  sir;  we  find  car  after  car  rolling  into  our  place 
that  are  sen!  down.  They  are  broken  and  have  to  be  sent  to  the  repair 
shops,  and  ii  lakes  them  a  Long  time  to  do  that.  Probably  the  short- 
age of  labor  has  something  to  do  with  that,  but  the  cars  will  only 
stand  so  much.  I  believe  that  the  equipment  of  the  railroads  has  been 
allowed,  in  recent  years,  to  run  down,  and  there  is  only  one  way  that 
that  can  be  remedied,  and  that  is  to  increase  the  investment  in  order 
to  increase  that  equipment. 

The  Chairman.  You  think  that  justifies  the  exercise  of  authority 
on  the  part  of  the  Government  in  increasing  the  credit  of  the  rail- 
roads in  such  a  way  as  to  command  that  money  immediately? 

Mr.  Jacobs.  Yes,  sir. 

The  Chairman.  You  think  that  the  present  conditions  tend  largely 
to  increase  the  cost  of  living,  and  also  the  cost  of  the  war.  as  T  under- 
stand you? 

Mr.  Jacobs.  Yes,  sir. 

The  Chairman.  So,  as  a  matter  of  economic  administration  of  the 
war  itself,  and  having  that  alone  in  view,  you  would  regard  favorably 
some  action  that  would  give  the  railroad  companies  such  credit  as  to 
enable  them  to  raise  now  a  billion  or  two  billion  dollars? 

Mr.  Jacobs.  Yes,  sir. 

The  Chairman.  You  think  that  that  work  can  not  be  postponed 
until  the  end  of  the  war? 

Mr.  Jacobs.  I  certainly  think  it  should  be  attended  to  as  quickly 
as  possible. 

The  Chairman.  Immediately,  and  as  part  of  the  war  expense '. 

Mr.  Jacobs.  Yes,  sir. 

The  Chairman.  You  would  have  the  double  purpose  of  diminish- 
ing the  cost  of  the  war  and  also  diminishing  the  high  cost  of  living, 
which  is  an  obstruction  to  the  able  prosecution  of  the  war? 

Mr.  Jacobs.  Yes.  sir. 

Mr.  Sims.  I  should  like  to  ask  one  question :  Would  it  not,  at  this 
time,  while  war  prices  of  materials  are  at  hand,  cost  the  railroads  a 
great  deal  more  than  normally  to  double-track  or  increase  their 
equipment  ? 

Mr.  Jacobs.  Would  it  not  cost  a  great  deal  more? 

Mr.  Sims.  Yes. 

Mr.  Jacobs.  If  the  Government  will  take  charge  of  that  and  regu- 
late it.  I  think  the  Government  can  regulate  the  cost  of  steel.  They 
have  done  that  recently.  They  can  regulate  all  of  it.  The  Govern- 
ment can  regulate  all  of  us  during  the  war,  and  I  think  it  is  entirely 
in  the  hands  of  the  Government  to  take  charge  of  that  matter,  and 
taking  everything  into  consideration  I  assume  that  they  would  treat 
the  railroads  fairly  and  doubtless  the  Government  would  consider 
the  responsibility  of  keeping  the  channels  of  trade  open 

Mr.  Sims.  The  Government  may  reduce  the  price  of  steel  below 
the  price  quoted  by  the  private  contractors,  to  the  price  fixed  by  the 
Government.     Now,  with  reference  to  products  used  in  the  build- 
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ing  of  tracks,  etc.,  would  it  not  cost  the  railroads  just  about  double, 
or  more  than  double,  to  increase  their  trackage  and  terminals,  and 
their  cars,  as  long  as  the  war  continues,  as  compared  with  what  it 
will  after  the  war? 

Mr.  Jacobs.  I  do  not  know  what  the  percentage  of  increase  has 
been  since  the  war  started,  but  I  think  for  five  years  after  the  war 
stops,  that  we  will  be  confronted  with  such  a  demand  for  products 
of  all  kinds  that  I  do  not  believe  the  prices  will  get  back  to  the 
prices  before  the  war  because  of  the  increased  cost  of  labor  and 
other  conditions. 

Mr.  Sims.  A  railroad  is  not  a  temporary  proposition.  If  you 
build  railroads  now  at  a  cost  that  it  would  require  to  build  them, 
and  you  increase  the  capitalization  to  the  extent  of  the  money  put 
into  them,  you  would  have  a  permanent  burden  upon  the  commerce 
of  the  country  for  all  time  to  come,  would  you  not? 

Mr.  Jacobs.  I  think  we  should  take  the  present  roads  and  put 
them  on  an  efficient  basis. 

Mr.  Sims.  If  you  build  two  tracks  where  there  is  only  one  now, 
that  is  building  new  railroads.  If  you  build  a  terminal  or  put 
money  into  anything  that  the  railroads  need,  it  is  a  permanent  in- 
vestment of  money;  so.  is  there  not  some  difficulty  in  deciding  just 
what  to  do  \ 

Mr.  Jacobs.  The  whole  thing  is  a  problem  and  a  very  serious  one. 

Mr.  Sims.  The  railroads,  before  we  got  into  the  war.  came  before 
Congress  with  a  suggestion  of  their  own.  based  upon  the  general 
facts  that  railroad  credits  were  not  sufficient  to  command  the! 
capita]  they  needed,  and  economies  must  lie  effected  and  adverse  and 
injurious  regulation  must  be  reduced,  in  order  to  get  capital  in  nor- 
mal times  sufficient  to  develop  their  systems  in  normal  times.  Sup- 
pose they  had  to  put  this  capital  into  double-tracking  at  a  time  when 
one  dollar  only  goes  as  far  as  50  cents  went  before  \  Would  you 
not  be  putting  an  undue  burden  on  the  commerce  of  the  future  that 
is  unreasonable? 

Mr.  Jacobs.  There  is  no  question  that  all  investments  put  burdens 
on  the  commerce  of  the  future,  but  we  get  two  things  that  are  neces- 
sary, that  compensate  for  that — the  service  that  is  necessary  and  the 
ability  to  handle  the  traffic. 

Mr.  Sims.  At  the  present  time,  when  every  government  is  borrow- 
ing money  and  our  Government  is  borrowing  it.  do  you  not  think 
it  would  be  good  business  for  the  Government  to  take  temporary 
possession  of  the  railroads  and  operate  them  temporarily,  and  not 
undertake  to  force  the  railroads  to  almost  double  their  investments 
when  an  investment  will  be  worth  only  50  cents  on  the  dollar,  meas- 
ured by  permanent  conditions? 

Mr.  Jacobs.  I  say  it  is  my  opinion  that  the  Government  must 
absolutely  take  over  the  railroads  and  operate  them  during  the 
period  of  the  war.  and  thereafter  this  other  subject  must  be  handled. 
That  is  something  that  must  be  submitted  to  by  every  man. 

Mr.  Sims.  I  think  you  are  a  very  competent  man  to  express  a 
valuable  opinion  from  a  practical  viewpoint,  and  I  do  not  see  how 
we  can  get  out  of  the  situation  in  any  way  we  take  it  without  impos- 
ing on  the  future  the  burdens  that  are  involved  in  this  present  situa- 
tion.   Unless  somebody  takes  hold  of  this  matter  and  handles  it 

Mr.  Jacobs.  We  have  to  consider  the  interests  of  the  whole  country 
and  do  what  is  best  for  them. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION.  1873 

The  Chairman.  I  regret  to  advise  you  your  time  has  expired. 

Mr.  Jacobs.  I  will  cease. 

Mr.  Esch.  I  notice  President  Thelen,  of  the  California  Railroad 
Commission,  is  here,  and  I  would  Like  to  request  him  to  file  as  a  pari 
of  his  hearings  the  resolutions  adopted  last  month  by  the  State  mil- 
road  commissioners.  Some  of  those  resolutions  have  a  bearing  upon 
the  propositions  we  are  considering,  and  I  should  like  to  have  them 
made  a  part  of  this  hearing. 

Mr.  Thelen.  I  shall  be  glad  to  do  that. 

(Note. — Printed  on  p.  1925.) 

STATEMENT  OF  JAMES  A.  KELLER. 

Mr.  Keller.  My  name  is  James  A.  Keller,  and  I  represent  the 
Pacific  Portland  Cement  Co.  and  Baker  &  Hamilton  (Inc.),  two 
California  corporations.  We  produce  for  the  carriers  in  the  shape 
of  revenue  practically  $1,000,000  a  year:  75  per  cent  of  that  is  pro- 
duced locally  in  the  territory  of  Nevada.  Arizona.  California,  and 
Oregon.  We  are  very  much  interested  in  the  present  fourth  section 
of  the  act  to  regulate  commerce  and  should  like  to  see  it  continued 
in  its  present  form,  and  I  am  going  to  give  a  few"  illustrations  show- 
ing how  the  present  section  is  a  benefit  to  us  and  also  a  benefit  to  a 
lot  of  other  industries  in  the  West  in  addition  to  the  transcontinental 
moAement. 

The  Pacific  Portland  Cement  Co.  is  a  corporation  incorporated  for 
£6,000,000.  We  operate  a  cement  plant  at  Cement,  Cal.,  51  miles 
from  San  Francisco.  We  operate  a  plaster  factory  at  Mound  Hou^e. 
Xev.,  which  is  '251  miles  from  San  Francisco.  We  ship  from  Mound 
House  practically  60,000  tons  of  plaster  annually. 

Our  competition  in  the  movement  of  this  plaster  is  from  mills 
located  in  Oregon.  Washington,  and  in  southeastern  Nevada.  The 
lates  from  Mound  House,  Nev.,  to  San  Francisco,  Cal.,  on  plaster  as 
established  by  the  railroad  companies  is  about  $3  per  ton,  and  this 
late  graduates  or  advances  as  the  distance  decreases  or  increases. 

There  is  a  considerable  movement  of  plaster  beyond  the  port  of 
San  Francisco  to  the  port  of  Portland  or  Tacoma  or  San  Pedro  that 
moves  locally  up  and  down  the  coast.  Competitive  plants  which  are 
located  similar,  but  greater  distances — and  most  all  of  them  have  a 
disadvantage  of  being  located  only  on  one  railroad — have  a  rate  to 
the  ports  of  $2  a  ton.  The  water  rates  to  San  Pedro  and  other 
Pacific  ports  all  along  the  coast  are  practically  the  same.  There- 
fore, for  the  Pacific  Portland  Cement  Co.  to  compete  it  is  necessary 
for  us  to  secure  a  rate  from  the  rail  carriers  that  will  enable  us  to 
meet  competition,  and  the  Southern  Pacific  Co.  published  for  our 
account  a  rate  from  Mound  House.  Nev..  on  the  minimum-weight  car 
of  $i;  a  ton.  This  enables  us  to  partially  meet  competition.  With 
this  rate  we  are  enabled  to  move  from  the  port  of  San  Francisco 
practically  10.000  tons  of  plaster  per  month.  Without  the  rate  it 
would  force  us  out  of  the  business  entirely.  We  employ  at  Mound 
House.  Xev.,  100  men  and  handle  from  $175,000  to  $'2<)0.'000  of  busi- 
ness a  year.  This  rate  to  San  Francisco  is  a  violation  of  the  fourth 
section,  the  present  fourth  section,  and   1  am  sure,  enabling  us  to 
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make  this  10,000  tons,  it  helps  in  a  measure  in  the  growth  and  up- 
building of  the  State  of  Nevada.  We  have  the  matter  up  with  the 
Southern  Pacific  Co.  now  for  a  rate  on  plaster  from  Mound  House, 
New.  to  Portland,  Oreg.  The  rates  have  been  adjusted  on  an  ap- 
parently fair  basis  from  Mound  House  to  the  intermediate  points. 
We  move  some  plaster  south  of  Portland  and  move  plaster  to  north- 
ern California.  The  rate  from  Mound  House  to  Sacramento  is  $9.70 
a  ton  and  graduates  up  to  Portland  to  $5.50  a  ton.  The  rates  to 
intermediate  points  in  Oregon  are  $5  per  ton. 

In  meeting  competition  at  Portland  we  find  there  are  plaster  fac- 
tories located  at  Hanover,  and  also  a  plaster  factory  at  Gypsum, 
Oreg.  The  Hanover  inland  rate  to  Portland  is  practically  $4  a  ton ; 
the  Gypsum  inland  rate  to  Portland.  Oreg.,  is  $2  a  ton,  and  to  inter- 
mediate points  between  Gypsum  and  Portland  the  rate  is  $2.  There 
is  a  consumption  of  plaster  in  the  particular  vicinity  of  Portland, 
within  a  radius  of  50  or  60  miles,  of  practically  50.000  tons  annually. 
I  said  to  the  Southern  Pacific  if  they  put  on  a  rate  of  $3.50  or  $3.75 
or  a  rate  in  that  vicinity,  it  would  enable  us  to  take  a  considerable 
portion  or  some  of  that  business.  There  is  a  coast  movement  out  of 
Oregon  southbound  of  32,000  cars  of  lumber  per  annum,  and  there  is 
about  16,000  loads  that  move  into  this  country,  and  therefore  the 
Southern  Pacific,  to  handle  this  lumber  tonnage  out.  must,  of  neces- 
sity haul  16,000  empty  cars  into  this  territory  as  far  north  as  Port- 
land. By  granting  us  a  rate  that  will  enable  us  to  meet  this  compe- 
tition it  also  provides  a  revenue  of  $200  a  car  and  would  help  utilize 
the  empty-car  equipment  which  moves  by  our  place  into  Oregon. 
This  rate  would  not  be  a  discrimination  whatsoever  against  the  inte- 
rior points  in  Oregon,  and  it  certainly  would  be  of  considerable 
assistance  to  the  State  of  Nevada  if  we  could  secure  a  portion  of  that 
business. 

Our  cement  plant  is  located  at  Cement,  Cal.,  and  the  rates  to  points 
where  there  is  a  large  movement  of  cement  now  moved  under  a  simi- 
lar fourth  section  in  California.  For  example,  the  California  Rail- 
road Commission  have  established,  or  recommended  about  three  years 
ago,  rates  to  the  California  carriers  on  cement  from  the  cement  mills 
located  tributary  to  San  Francisco  Bay  and  in  the  San  Joaquin 
Valley  and  beyond — the  rate,  for  illustration,  from  our  mills  to 
Bakersfielcl  is  $3.60  a  ton,  and  the  rate  from  our  mill  to  Mojave  is 
$5  a  ton.  Our  rate  to  Los  Angeles,  practically  180  miles  from 
Bakersfielcl.  is  $3.10  per  ton.  That  rate  was  published  to  meet  water 
competition  from  our  mill  to  San  Francisco  Bay,  plus  the  water 
transportation  charge  from  San  Francisco  Bay  to  San  Pedro.  By 
the  publication  of  that  rate  all  rail  to  meet  the  water  competition  it 
gives  us  two  methods  of  hauling  that  cement.  It  gives  us  the  water 
rate  and  the  rail,  and  there  has  not  been  to  my  knowledge — and  I 
have  been  connected  with  the  Baker  &  Hamilton  concern  for  10  years 
and  with  the  cement  company  10  years — we  have  never  heard  of  any 
complaint  of  a  single  merchant  located  in  the  San  Joaquin  Valley 
that  there  would  be  a  discrimination  on  account  of  Los  Angeles  en- 
joying a  lower  rate  than  they  did.  We  move  cement  from  Cement, 
Cal..  to  Portland.  Oreg.  The  rates  to  Portland  via  rail  are  $4  a  ton. 
The  rate  to  the  intermediate  points  is  $4.50  a  ton,  and  that  rate 
grades  clown  from  Eugene  to  Sacramento  at  $1  a  ton.     That  enables 
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the  railroads  to  take  the  tonnage  from  the  water  carriers,  and  also 
enables  us  to  have  two  avenues  of  transportation. 

On  the  Northwestern  Pacific  Railroad  a  road  runs  from  San  Fran- 
cisco to  AVillits,  and  four  or  five  years  ago  the  Southern  Pacific  and 
the  Santa  Fe  jointly  extended  a  line  to  Eureka,  with  a  view  to  moving 
lumber  out  of  northwestern  California.  The  traffic  manager  of  this 
railroad  wanted  to  know  if  he  could  not  get  some  cement  ton- 
nage, and  after  considering  the  matter  for  a  long  while  he  fixed  a 
rate  from  our  mill  to  Eureka  of  $3  a  ton  and  rates  from  the  inter- 
mediate points,  grading  down  from  $4.70  to  $1.25.  By  the  granting 
of  that  rate  to  Eureka  it  does  not  affect  the  merchants  or  distributers 
or  jobbers  or  consumers  at  the  intermediate  points.  Thev  always 
had  a  rate  that  would  move  the  traffic — a  fair  rate — and  it  has  en- 
abled this  railroad  company  that  we  are  interested  in,  that  is  devel- 
oping the  interior  country  (and  we  hope  they  will  continue  on 
further)  on  some  empty  cars  that  the  Southern  Pacific  and  Santa 
Fe  have  to  haul  down  into  this  territory,  to  pick  up  approximately 
$150  a  car  revenue,  which  they  would  not  get  otherwise,  and  there 
are  oher  illustrations. 

Our  rates  from  San  Francisco  to  Sacramento  are  lower  than  to  the 
intermediate  points;  in  fact,  our  whole  rate  fabric  in  California  and 
on  the  coast,  both  interstate  and  State,  is  such  that  you  will  find  that 
the  rate  to  the  distant  point  where  rail  competition  and  water  com- 
petition is  to  be  found  is  lower  than  to  the  intermediate  points,  and, 
to  my  knowledge,  from  approximately  20  years'  experience,  I  have 
never  heard  any  complaints  as  to  this  theory  of  rate  making. 

Baker  &  Hamilton  were  incorporated  in  1852.  They  are  a  $2,000,- 
000  concern,  and  they  are  engaged  largely  in  distributing  the  com- 
modities that  are  brought  from  the  southeastern  part  of  the  United 
States  to  San  Francisco  and  are  distributed  back.  We  handle  com- 
modities, such  as  agricultural  implements,  hardware,  and  iron  and 
steel  articles.  We  have  at  the  present  time  in  the  neighborhood  of 
350  employees.  We  have  a  pay  roll  here  of  approximately  half  a 
million  dollars  per  annum.  The  old  man  who  started  this  business — 
for  17  years,  from  1852  to  1869,  every  pound  of  freight  that  was 
brought  from  the  Atlantic  coast  to  points  west  of  the  Atlantic  coast 
was  brought  to  New  York  and  put  on  sailing  vessels  and  brought 
around  to  San  Francisco  and  thence  up  the  river  to  Sacramento; 
and  when  the  Southern  Pacific  Railroad  was  constructed,  from  the 
reports  of  the  old  gentleman  who  incorporated  this  business,  it  was 
not  with  the  idea  of  a  transcontinental  railroad,  but  to  get  that 
tonnage  that  was  moving  west  of  the  Sierra  Nevada  Mountains  and 
moving  out  to  the  mines,  etc.,  with  a  view  to  getting  the  haul  from 
Sacramento  to  these  points;  but  the  railroads,  with  a  view  or  idea 
of  securing  Government  subsidies,  continued  that  railroad  on  to 
Ogden,  Utah,  and  the  old-timers  who  put  their  money  into  the  South- 
ern Pacific  did  it  with  a  view  of  encouraging  the  movement  of  ton- 
nage from  San  Francisco  to  Sacramento. 

We  handled  during  the  year  1915.  westbound,  approximately  20,000 
tons  of  freight.  Of  that  20,000  tons  of  freight  7,000  tons  moved 
via  the  Panama  Canal.  That  tonnage  consisted  of  all  classes  and 
kinds  of  commodities,  such  as  agricultural  implements,  iron  and 
steel  articles,  machinery,  bicycles,  etc..  and  it  moved   very  largely 
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from  Cincinnati.  Detroit,  Cleveland,  and  Pittsburgh,  and  points  east. 
For  over  50  years  the  rates  to  this  country  have  been  based  on  water 
competition.  The  rate  has  been  lower  to  San  Francisco  than  it  has 
been  to  the  intermediate  points,  and  our  money  has  been  invested  and 
our  business  built  up  under  that  theory  or  scheme  of  rate  making; 
and  I  do  not  think  it  is  quite  fair  for  the  Interstate  Commerce  Com- 
mission, with  one  swoop  of  the  pen.  to  wipe  out  this  system  and  put 
business  in  a  very  chaotic  state. 

At  the  present  time  we  should  be  making  our  prices  on  agricultural 
implements  for  spring  delivery.  The  present  rate  from  the  Atlantic 
seaboard  is  $1.25,  and  the  proposed  rate  of  the  carriers  is  $1.60. 
There  is  a  spread  of  35  cents,  or  $7  a  ton.  or  $200  a  car.  We  do  not 
know  how  to  make  our  prices,  because  we  do  not  know  how  the  thing 
is  to  be  decided.  It  is  our  opinion,  without  getting  into  the  legal  end 
of  it,  that  inasmuch  as  the  present  fourth  section  provides  that  where 
a  carrier  makes  a  rate  to  meet  wTater  competition  that  it  should  not 
be  increased  unless  the  water  competition  is  removed;  that  it  is 
unfair  for  the  commission  to  change  the  conditions  at  this  time.  The 
law  does  not  provide  for  it;  and  if  it  is  changed  it  is  not  going  to 
do  Reno.  New,  any  good,  nor  Elko,  Nev..  any  good,  as  the  secretary 
of  the  Commercial  Club  of  Reno  stated. 

The  business  to  Nevada  is  going  to  move  from  San  Francisco,  Sac- 
ramento, Stockton,  or  Chicago,  St.  Louis,  or  other  eastern  points. 
To  make  a  large  jobbing  point  you  have  to  have  a  large  population 
around  you.  The  entire  State  of  Nevada  has  only  a  population  of 
100.000.  The  largest  town  is  Reno,  and  it  has  a  population  of 
15.000  people,  and  there  is  not  enough  consumption  in  the  city  of 
Reno  to  make  a  jobbing  center.  Temporarily,  through  this  readjust- 
ment of  rates  proposed  by  the  Interstate  Commerce  Commission  and 
advocated  by  the  railroad  commission  of  Nevada  and  other  inter- 
mountain  points,  you  will  just  take  the  business  away  from  us  and 
give  it  to  the  other  end  of  the  country.  Now.  we  are  not  going  to 
lose  the  business,  but  we  are  going  to  hold  onto  all  we  can  possibly, 
but  so  far  as  the  concern  I  am  connected  with  is  concerned,  it  is 
going  to  cost  us  business  if  this  decision  sticks,  to  the  extent  of  ap- 
proximately $250,000  a  year. 

There  is  probably  consumed  in  Nevada  now,  of  all  classes  of  job- 
bing articles.  $10,000,000  a  year.  For  that  short  period  you  are  go- 
ing to  move  this  tonnage  from  San  Francisco  and  Sacramento  to 
Chicago  and  St.  Louis  and  other  points  east. 

As  I  stated,  I  do  not  want  to  go  into  the  legal  situation.  Mr. 
Mann  and  Mr.  Gregson  and  Mr.  Bradley  explained  the  matter  very 
fully,  and  I  think,  under  the  present  fourth  section  the  Interstate 
Commerce  Commission  has  not  got  any  authority  to  suggest  to  these 
carriers  that  they  either  raise  or  reduce  their  rates.  The  law  says 
that  no  change  in  the  rates  shall  be  made  unless  the  water  competi- 
tion is  removed.  Our  friends  from  the  interior  come  and  say, 
"  There  is  no  water  competition  now.  You  had  better  raise  the 
rates."  We  had  the  same  situation  in  reference  to  the  export  situa- 
tion and  you  never  heard  San  Francisco  or  New  York  or  Boston 
people  make  a  complaint.  The  rates  on  export  traffic  to  foreign 
countries  are  lower  than  to  San  Francisco.     We  do  not  object. 

vVhen  the  war  is  over,  regardless  of  what  you  do  with  our  locaJ 
rates,  you   will  have  to  encourage   the  development  of  commerce. 
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This  country  has  loaned  France  and  England  and  Italy  several 
hundreds  of  millions  of  dollars.  They  are  not  going  to  pay  that 
hack  in  money,  but  in  goods,  and  we  are  going  to  find  ourselves  eon 
fronted  with  the  situation  of  these  people  in  Buffalo  and  Cleveland 
and  other  places  moving  their  stuff  through  to  the  Pacific  coast  in 
competition  with  other  commodities  that  come  from  Europe  through 
the  Panama  ('anal. 

Mr.  Bradley.  May  I  ask  if  you  will  kindly  ask  the  witness  this 
question,  whether  or  not  the  $'250,000  which  he  states  will  he  added  to 
the  cost  of  their  goods — Baker  &  Hamilton — whether  or  not  that 
*'2.">0.000  or  any  part  of  it  will  he  saved  to  the  consumer  of  those 
goods  in  Nevada  ? 

The  Chairman.   Yon  may  answer  that. 

Mr.  Keller.  No,  sir;  not  one  penny  of  that. 

Mr.  Esch.  You  stated  that  the  export  rates  from  Cincinnati  and 
Chicago  and  Cleveland  to  the  Orient,  passing  through  the  intermoun- 
tain  country  and  out  of  your  Pacific  coast  terminals,  are  equal  to  or 
less  than  the  rates  from  these  points  of  production  to  the  Pacific 
coast  terminals. 

Mr.  Keller.  Yes,  sir;  less. 

Mr.  Esch.  And  you  do  not  make  any  complaint? 

Mr.  Keller.  No.  sir. 

Mr.  Esctl  Is  it  true  that  the  import  rates  from  Europe,  or  pos- 
siblv  the  Orient,  to  the  United  States  and  into  your  ports  are  less 
than  the  rail  rates  from  the  Pacific  or  Atlantic  terminals  to  the  in- 
terior points? 

Mr.  Keller.  I  think  in  some  cases;  yes,  sir. 

Mr.  Esch.  Do  you  know  of  any  complaint  as  to  that? 

Mr.  Keller.  I  have  never  heard  of  any  here  locally. 

Mr.  Esch.  Suppose  a  Japanese  manufacturer  of  articles  similar  to 
your  own  could  get  rates  across  the  Pacific  through  San  Francisco 
to  Reno  at  a  rate  less  than  the  rate  on  that  product  from  San  Fran- 
cisco to  Reno,  would  you  object? 

Mr.  Keller.  Of  course,  you  understand  that  the  commodities 
which  Baker  &  Hamilton  handle  are  all  commodities  that  are  manu- 
factured in  the  Middle  West  or  far  East,  and  they  are  hauled  out  to 
San  Francisco — and  ours  is  typical  of  other  concerns — and  they  are 
shipped  haclc. 

Mr.  Esch.  There  is  quite  a  lot  of  objection  on  the  part  of  the 
manufacturers  in  the  central  part  of  the  United  States  against  that 
practice,  because  it  makes  a  very  severe  competition  to  them,  and 
they  further  complain  that  the  labor  and  the  prices  paid  to  the 
foreign  labor  are  such  that  it  results  in  robbing  the  American  labor. 
You  would  not  advocate  that  policy,  would  you? 

Mi-.  Keller.  I  will  try  to  answer  your  question  in  this  way:  I 
think  you  will  find  that  your  manufacturers  in  the  Central  States, 
or  in  the  Middle  West,  will  use  that  very  argument  to  the  carriers 
for  them  to  put  in  a  rate  into  San  Francisco  so  they  can  meet  the 
competition  of  Europe  on  the  cheap  commodities  that  might  come  in 
from  Europe. 

Mr.  Esch.  That  is  particularly  true  in  reference  to  crockery,  and 
our  Ohio  manufacturers  have  bitterly  complained  because  the  foreign 
manufacturer's  can  <ret  into  their  markets  because  of  the  low   rate 
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which  covers  also  the  rail  haul  from  the  Atlantic  ports  to  the  interior 
points. 

Mr.  Keller.  Crockery  was  mentioned  by  some  one  the  other  day 
as  being  not  subject  to  water  competition.  That  is  one  of  the  items 
that  always  moves  by  water.  Crockery  has  to  pay  a  charge  from 
the  Atlantic  or  other  ports  and  another  charge  from  the  Atlantic 
ports  to  the  Ohio  points,  or  wherever  it  is.  I  think  if  crockery  was 
manufactured  at  Milwaukee,  for  example,  that  if  the  matter  was 
presented  to  the  lines  properly  that  they  would  publish  a  rate  for  to 
meet  that  competition  in  some  way  or  other. 

Mr.  Esch.  I  understood  that  question  was  presented  to  the  Inter- 
state Commerce  Commission,  and  they  denied  that  they  lnfd  juris- 
diction under  the  act. 

Mr.  Keller.  What  I  mean  is,  you  have  a  rate — I  believe  the  normal 
rate  before  the  war  was  $5,  $6,  or  $7  a  ton — now,  you  have  a  rate  from 
Xew  York  of  $6  and  another  rate  of  $6  by  water,  and  that  is  $12  a  ton. 

The  Vice  Chairman.  The  commission  does  have  jurisdiction  of 
the  land  part  of  the  rate  now. 

Mr.  Keller.  I  think  if  this  matter  were  presented  to  the  carriers 
properly  the  railroads  would  put  in  a  rate  to  meet  that  water  com- 
petition. 

The  Vice  Chairman.  I  move  that  when  the  committee  has  con- 
cluded its  executive  business,  of  which  you  have  given  notice,  Mr. 
Chairman,  that  the  committee  adjourn  to  meet  in  Washington  sub- 
ject to  the  call  of  the  chairman. 

The  Chairman.  I  suggest  you  leave  that  for  the  executive  session. 

Before  closing  the  hearing  I  wish,  on  behalf  of  the  committee,  to 
express  its  obligations  to  3rou  gentlemen  who  have  appeared  before 
us  for  the  very  interesting  and  valuable  information  you  have  given. 

Mr.  Mann.  I  understand  that  I  voice  the  sentiment  of  all  concerned 
in  stating  that  we  have  a  feeling  of  great  gratification  that  the  com- 
mittee has  seen  fit  to  hold  a  hearing  in  San  Francisco  and  desires  to 
express  our  thanks  in  that  regard  and  also  our  great  gratification  for 
the  courtesy  that  the  committee  has  shown. 

The  Chairman.  The  committee  will  now  go  into  executive  session. 

(Whereupon  the  committee  went  into  executive  session,  at  the  con- 
clusion of  which  an  adjournment  was  taken  to  meet  in  Washington 
subject  to  the  call  of  the  chairman.) 


November  10,  1017. 

STATEMENT  OF  W.  C.  ADAMSON,  VICE  CHAIRMAN  AND  MEMBER 
OF  THE  JOINT  SUBCOMMITTEE. 

Mr.  Adamson.  Mr.  Chairman  and  associate  members  of  the  joint 
subcommittee,  inasmuch  as  I  am  to  sever  my  connection  with  the 
committee  and  not  be  present  to  join  in  a  report,  I  shall  embrace  the 
opportunity  afforded  by  the  committee  to  express  a  few  of  my  im- 
pressions. 

It  is  obvious  to  me  from  the  investigations  held  in  San  Francisco 
and  general  conditions  that  during  the  war  it  is  not  practicable  to 
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give  satisfactory  consideration  to  the  subjects  before  the  committee, 
much  less  to  make  a  final  report.  The  public  attention  is  so  en- 
grossed in  subjects  connected  with  the  war  as  to  be  reflected  in  the 
testimony  of  every  witness.  Naturally,  witnesses  are  considering 
war  conditions,  and  when  we  try  to  consider  permanent  peace  prac- 
tices and  regulations  the  tendency  is  to  try  to  apply  to  them  the  same 
treatment  that  is  appropriate  to  war  conditions,  which  is  a  mistake. 
The  truth  is,  all  consideration  should  be  given  now  to  war  con- 
ditions until  we  win  the  war,  which  we  must  and  shall  win  sooner  01 
later  at  all  hazards  regardless  of  cost.  Until  that  is  done  all  other 
considerations  must  be  subordinated  and  all  plans  and  arrangements 
for  peace  conditions,  such  as  conducting  business  in  time  of  peace  and 
the  securing  of  prosperity  through  private  and  public  enterprise, 
must  be  postponed  until  that  period  arrives.  The  mischief  of  con- 
founding plans  for  operation  in  time  of  peace  with  war  conditions  is 
that  diametrically  opposite  conditions  require  entirely  different  treat- 
ment. In  time  of  war  we  need  centralization  and  consolidation, 
national  mobilization  of  all  instrumentalities  and  all  lines  of  busi- 
ness, and  individual  enterprise  must  submit  to  such  conditions  of 
regulation  and  control  as  will  support  war  purposes,  whereas  in  time 
of  peace  we  need  general  diversification  and  dissemination  of  enter- 
prise and  energy  so  as  to  enliven  every  portion  of  the  country,  stim- 
ulate every  avenue  of  business  and  production  and  distribution 
through  individual  and  local  enterprise  under  local  control,  which 
make  the  ideal  conditions  of  peace. 

We  have  already  provided  for  the  mobilization  of  our  industries 
and  resources  during  the  war  with  a  dispatch  and  efficiency  unrivaled 
by  any  democracy,  if  not  unrivaled  in  history,  and  this  in  spite  of 
the  fact  that  pessimists  have  prophesied  this  was  impossible.  We 
must  not  allow  special  and  designing  interests  to  take  advantage  of 
feverish  and  abnormal  conditions  during  war  to  perpetuate  these 
conditions  to  fetter  and  cripple  honest  private  enterprise,  investment, 
and  prosperity  when  peace  comes.  During  the  war  discussion  of 
matters  in  time  of  peace  hereafter  to  come  can  be  at  best  but  aca- 
demic— in  fact,  if  indulged  in  should  be  only  academic,  else  it  might 
produce  either  one  or  two  evils — first,  diversion  of  attention  neces- 
sary to  war  maneuvers;  second,  perpetuation  of  war  methods  and 
application  of  them  to  peace  times. 

The  propositions  of  the  railroads  were  made  before  our  par- 
ticipation in  the  war,  and  Ave  entered  upon  their  consideration.  I 
hope  my  views  on  their  propositions  may  be  of  some  value  in  the 
final  conclusions  of  the  committee. 

The  basis  of  the  railroad  propositions  is  the  lack  of  sufficient  reve- 
nue and  repressive,  punitive,  and  unfriendly  legislation.  It  is  obvious 
that  the  railroads  need  revenue,  but  it  is  equally  obvious  that  their 
representations  have  grossly  exaggerated  the  situation  and  placed 
it  before  the  committee  in  an  imperfect  light,  not  discriminating  be- 
tween strong  and  weak  railroads  and  not  disclosing  to  the  committee 
the  different  figures  and  conditions  of  different  roads  nor  assigning 
the  true  causes  of  such  financial  straits  as  exist. 

Our  railroad  system  is  the  pride  of  the  country,  the  best  and 
greatest    in    all   the   world,   even   after   making   allowance   for  the 
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lamentations  of  all  the  pessimists.  It  must  be  preserved,  but  admis- 
sion of  the  fact  that  it  must  be  preserved  does  not  logically  lead  to 
the  conclusions  insisted  upon.  I  think  every  railroad  in  the  country 
shuld  be  made  safe  to  the  public,  safe  for  life  and  limb  of  traveler-. 
and  safe  for  prompt  and  expeditious  carriage  and  delivery  of  all 
property,  and  iR  should  be  safe  to  the  investors  in  the  sense  that 
they  are  allowed  to  enjoy  profitable  return  on  their  money  invested, 
and  safe  to  the  operators  who  depend  upon  their  personal  labor  and 
attention  for  the  daily  bread  of  themselves  and  their  families. 

The  excuse  for  appealing  to  Congress  for  redress  is  that  the  Gov- 
ernment has  hampered  the  attainment  of  these  ends  by  repressive 
and  restrictive  regulation. 

The  carriers,  in  order  to  insure  an  ideal  system  conforming  to  the 
conditions  which  I  have  already  stated,  should  be  enabled  to  furnish 
in  some  places  three  and  four  tracks  and  more,  and  in  all  places 
double  tracks,  sufficient  terminal  facilities,  and  motive  power 
promptly  to  transport  all  passengers  and  freight.  It  is  believed  that 
fair  treatment  of  the  public,  such  as  they  are  entitled  to,  would 
insure  to  the  railroads  revenues  enough  to  meet  all  these  demands. 

Is  it  true  that  the  railroads  have  been  deprived  of  realizing  these 
necessary  revenues  through  unjust  and  punitive  regulation?  I  deny 
it.  When  attention  has  been  called  to  particular  measures  for  regula- 
tion, it  has  been  admitted  by  the  advocates  of  this  revolution  that 
such  has  not  been  the  result  of  a  single  Federal  statute.  The  basic 
principle  of  our  system  of  regulation  is  that  rates  and  practices  must 
be  "reasonable  and  just."  No  honest  man  can  object  to  that.  Rail- 
roads should  not  make  money  by  rates  and  practices  that  are  not 
"reasonable  and  just." 

They  can  not  complain  of  a  general  system  of  regulation,  because, 
although  fighting  such  regulation  at  every  step,  the  carriers  them- 
selves noAv  generally  admit  the  wisdom  of  the  legislation.  It  can  not 
be  claimed  that  the  prevention  of  rebates  and  special  privileges  was 
injurious  or  repressive,  because  many  of  the  carriers  themselves  ad- 
vocated that  legislation.  They  can  not  deny  that  the  law  prohibit- 
ing the  issuing  of  free  passes  resulted  to  their  benefit.  In  fact,  they 
told  the  House  Committee  on  Interstate  and  Foreign  Commerce  that 
if  relieved  of  that  burden  they  would  carry  passengers  at  a  much 
lower  rate.  Free  transportation  should  be  forbidden.  The  trans- 
portation of  employees  should  not  be  called  free  transportation.  It 
should  be  provided  for  as  a  part  of  compensation. 

They  can  not  complain  at  the  safety-appliance  laws,  for  the  car- 
riers have  generally  participated  in  that  legislation  and  have  sanc- 
tioned the  general  principles,  claiming  usually  that  they  ha,T^  vol- 
untarily been  doing  all  that  legislation  or  necessity  required. 

Without  further  enumeration  it  is  safe  to  say,  as  I  have  already 
done,  that  no  particular  act  can  be  justly  criticized  by  the  carrier? 
as  punitive  and  unduly  restrictive. 

Then  they  reduce  the  statement  to  the  general  complaint  that  they 
can  not  make  profits  because  we  control  their  practices,,  their  rates, 
and  their  revenues,  and  that  it  is  all  done  by  politicians  and  not 
by  business  men.  That  statement  is  refuted  by  the  fact  that  the 
Committee  on  Commerce  in  the  two  Houses  have  been  composed  for 
generations  of  the  very  best  business  men  in  the  country,  not  only 
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able  lawyers,  but  men  who  have  had  experience  in  all  sorts  of  liti- 
gation concerning  transportation  and  other  business,  and  they  have 
had  the  advice  and  assistance  in  every  instance  of  all  the  available 
skill  and  experience  of  the  railroad  experts  both  in  administrative 
and  operating  departments  of  carriers  in  the  United  States.  When 
driven,  however,  from  cricticism  of  Federal  regulation  they  say  the 
trouble  is  with  State  regulation  and  they  want  to  be  freed  from  48 
different  masters.  Well,  if  we  take  your  position  and  viewpoint  with 
the  millionaire  investor,  with  no  interest  in  the  carriers  or  in  the 
public  except  to  derive  dividends  from  stock  or  bonds,  or  take 
our  place  with  the  high-salaried  directors  and  officers  of  the  com- 
panies who  wish  to  avoid  all  regulation  possible,  and  all  friction, 
and  labor  possible,  in  transacting  their  business,  we  may  be  able 
to  reconcile  our  minds  to  revolutionizing  our  system  of  government, 
denying  and  dethroning  the  authority  of  the  48  States,  depriv- 
ing local  communities  of  conveniences  and  assurance  of  proper 
consideration  and  service  in  order  for  one  central  authority  at 
Washington  to  make  easy  corporate  operation  and  render  certain 
large  dividends  by  the  proposed  step.  That  view  of  the  case,  how- 
ever, assumes  and  sanctions  a  historical  and  political  revolution  of 
our  system. 

The  sovereign  States  were  here  first.  They  made  the  Govern- 
ment. With  them  rests  the  propagation  of  natural  persons  and  the 
creation  of  artificial  persons  or  corporations.  Before  railroads  were 
ever  dreamed  of  the  makers  of  the  Constitution  realized  that  some 
States  were  discriminating  against  other  States  and  that  it  was 
desirable  that  interstate  commerce  should  freely  operate  through- 
out all  the  States.  In  order  to  overcome  the  discrimination  of 
one  State  against  another  State  the  commerce  clause  of  the  Constitu- 
tion was  enacted,  giving  the  Federal  Government  the  power  to  regu- 
late interstate  commerce. 

It  was  not  adopted  for  the  purpose  of  destroying  the  power  of 
the  States  to  regulate  transactions  wholly  within  their  borders,  but 
for  the  purpose  of  enabling  each  State,  while  surrendering  the 
power  of  discrimination  against  other  States,  to  do  business  in  all 
other  States  on  equal  terms.  No  purpose  of  the  Constitution  has 
been  so  widely  perverted  as  has  this  particular  proposition,  intended 
solely  for  the  purposes  stated. 

When  we  examined  the  great  and  able  lawyer  who  represents 
the  committee  of  15,  representing  a  portion  of  the  railroads  in  the 
United  States,  he  in  his  honesty  and  candor  admits  that  that  power 
of  the  Constitution  does  not  authorize  Congress  to  go  into  the 
internal  affairs  of  any  State  in  railroad  matters  or  otherwise.  But 
he  proposes,  at  the  behest  of  the  committee  which  he  represents, 
a  system  of  Federal  incorporation  and  then  he  admits  as  a  lawyer 
that  a  Federal  corporation  will  have  no  more  rights  under  the  com- 
merce clause  of  the  Constitution  than  a  State  corporation.  Con- 
gress, under  that  clause  of  the  Constitution,  has  plenary  power  over 
all  instrumentalities  alike,  no  matter  where  a  man  is  born  nor  where 
a  corporation  is  chartered  nor  where  a  partnership  has  its  head- 
quarters, for  physical  and  sovereign  control  over  all  such  instru- 
mentalities applies  alike  to  all.  without  exception  or  qualification. 
The  qualification  applies  not  to  the  form  or  person  of  the  instru- 
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mentality  or  its  origin,  but  only  to  a  line  of  demarcation,  to  wit, 
is  the  operation  within  a  State 'exclusively  or  does  it  appertain  to 
more  than  one  State. 

The  truth  is  that  the  idea,  not  of  the  distinguished  lawyer  who 
represents  the  railroad  committee— he  would  not  entertain  such  a 
thought— but  it  is  prevalent  throughout  the  country  that  there  is  a 
glamor  and  potentiality  apparently  investing  anything  with  a  Fed- 
eral name  that  carries  irresistible  force  everywhere  that,  bearing  such 
credentials,  an  agent  claiming  Federal  authority,  will  infringe  and 
fudge  and  the  people  will  vield.  Something  akin  to  moral  intimi- 
dation will  break  down  local  opposition  and  barriers  and  that  a  Fed- 
eral incorporation  would  enable  things  to  be  done  with  less  friction 
and  resistance.  That  idea  is  fortified  by  a  long  historical  list  show- 
ing different  assertions  about  the  intendment  of  the  clause  and  the 
manner  of  its  construction— a  long  list  dangerous  to  our  liberties  in 
connection  with  the  Federal  Government. 

When  that  compromise  was  agreed  upon  Jefferson  and  his  disciples 
apprehended  and  Hamilton  and  his  disciples  joyfully  anticipated 
that  Federal  construction  would  lead  to  the  extension  of  the  powers 
conferred  by  Federal  Constitution,  and  that  accordingly  by  con- 
struction, the  centralizing  idea  which  seemed  to  fail  of  expression  in 
the  Constitution  would  reap  full  fruition  by  construction.  For 
strict  construction  a  large  number  of  wise  patriots  in  the  country 
have  always  contended.  Unless  we  stand  with  that  body  of  wise 
patriots  we  will  hasten  the  destruction  of  the  Eepublic  which  will 
inevitably  come  sooner  or  later  through  liberal  construction,  which 
permits  Federal  legislation  and  inforces  it  by  more  liberal  con- 
struction. 

Entertaining  such  views  I  regard  Federal  incorporation  not  only 
as  dangerous  but  as  entirely  unnecessary.  The  proposition  "  to  rid 
the  carriers  of  48  masters  "  is  a  misleading  statement.  The  persons 
who  bought  up  these  railroads  have  done  so  of  their  own  volition, 
which  they  had  a  right  to  do,  and  operate  them  cum  onore,  induced 
thereto  solely  by  financial  considerations.  The  proposition  to  change 
our  form  of  Government  to  add  to  their  convenience  or  gains  is 
entirely  untenable.  The  charters  granted  by  the  States  were  in- 
tended for  local  purposes  and  were  consented  to  by  the  people  from 
considerations  of  local  conditions,  convenience,  and  profit.  Rights 
of  way,  local  concessions,  local  control  of  schedules  and  connections, 
the  prosperity  of  towns  and  communities  based  on  such  considerations 
were  all  moving  factors  in  original  construction. 

The  fact  that  final  ownership  of  these  railroads  has  passed  to 
bondholders,  stockholders,  and  other  chance  investors  does  not  justify 
disregard  or  destruction  of  these  conditions.  To  say  that  our  trans- 
portation is  a  national  question  is  a  misleading  catchword.  It 
sounds  big  and  is  useful  in  time  of  war  as  has  already  been  shown. 
In  time  of  peace  it  is  a  matter  for  local  consideration.  The  country 
is  made  up  of  local  population  and  local  and  individual  interests. 
Its  greatness  depends  on  local  enterprise  and  local  prosperity.  It  is 
sometimes  convenient  for  a  tourist  or  commercial  man  to  hurry  from 
Boston  to  California,  but  it  is  irritating  to  the  local  communities, 
on  which  the  carrier  is  dependent  for  its  prosperity,  to  see  these 
palace  trains  dash  by  without  noticing  the  localities  on  which  they 
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depend  for  revenue  and  verdicts  in  the  courts  while  relegating  the 
local  population  to  second-class  trains,  which  run  before  day  and 
after  dark,  and  which  often  make  Long  waits  at  connecting  points 
for  those  selfsame  through  trains.  It  would  be  profitable  to  the  car- 
riers to  stop  and  study  considerations  of  sound  policy  right  there. 
Furthermore,  it  is  not  true  that  any  of  these  carriers  have  as  yet 
succeeded  in  dominating  48  Stales  by  ownership  of  all  the  railroads. 
It  will  be  a  sad  day  when  they  do.  but  if  they  should  it  would  not 
justify  them  in  Changing  all  laws  to  suit  their  convenience  in  all 
States. 

Every  business  man  has  a  right  to  do  business  in  every  State,  but 
when  he  goes  away  from  his  own  State  he  must  behave  himself  as 
a  gentleman  and  conform  to  the  local  police  regulations  for  morality 
and  good  conduct  in  all  those  States.  The  owners  of  railroad  stocks 
and  bonds  and  the  officials  of  the  carriers  are  mere  humans,  citizens 
of  the  United  States  and  of  the  various  States,  and  have  no  superior 
right  to  claim  any  greater  immunity  from  local  submission  than  have 
other  citizens. 

The  restrictive  provisions  contained  in  Federal  and  State  laws  are 
all  leveled  at  bad  men,  not  good  ones.  They  do  not  inflict  injustice 
and  are  not  offensive  to  any  honest  railroad  man  any  more  than  laws 
against  immorality  and  crime  are  offensive  or  repressive  to  preachers 
and  other  good  men  in  the  country.  Such  laws  are  made  for  the  pro- 
tection of  good  men  by  curtailing  the  evil  conduct  of  bad  men. 

All  benefits  of  the  commerce  clause  of  the  Constitution  can  be 
easily  secured  under  the  present  plan  of  regulation.  If  we  destroy 
the  present  Commerce  Commission  and  establish  regional  commis- 
sions, the  regional  commissioners  would  be  appointed  at  Washington. 
They  would  not  be  representative  of  the  localities.  They  would  not 
necessarily  be  representative  of  the  public  view  in  any  locality,  and 
under  any  suggested  plan  of  review  or  appeal  ultimately  all  author- 
ity would  be  exercised  by  some  sort  of  commission  at  Washington. 
The  new  plan,  like  the  present  plan,  must  be  executed  by  mortal  men 
and  their  efficiency  depends  on  their  personal  merits  and  efforts. 
The  Federal  Government  can  secure  just  as  good  men  under  the  pres- 
ent system  as  under  the  proposed  new  plan.  The  trouble  with  re- 
formers now  and  always  has  been,  if  you  can  call  this  a  reformation. 
is  that  instead  of  trying  to  correct  abuses  by  amending  existing  sys- 
tems and  executing  existing  laws  they  always  want  to  do  away  with 
what  exists  alreachy  and  undertake  new  legislation  and  new  systems. 
If  the  reformers  would  first  try  to  enforce  present  laws  awhile,  at 
least  far  enough  to  give  them  a  fair  trial  and  suggest  necessary 
amendments,  it  would  be  found  much  wiser  and  better. 

We  have  lately  amended  the  present  law  by  adding  two  commis- 
sioners and  authorizing  subdivisions  of  the  commission,  each  with 
power  of  the  commission,  with  the  action  of  each  subdivision  subject 
to  revision  by  the  entire  commission.  The  membership  should  be  in- 
creased to  15.  and  they  should  be  selected  from  every  part  of  the 
country.  There  would  be  no  difficulty  in  providing  for  and  carry- 
ing out  the  present  scheme,  and  it  would  be  better  if  the  commis- 
sioners should  hold  investigations  in  all  parts  of  the  country  and 
discontinue  the  present  system  of  making  these  investigations 
through  agents  and  examiners.     If  $10,000,  the  present  salary,  will 
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not  secure  the  ablest  men  in  the  country,  it  is  easy  to  increase  that 
salarv.  It  is  the  most  important  body  in  the  country  and  should  be 
composed  of  the  ablest  and  best  men,  and  that  could  and  would  be 
accomplished  as  easily  as  with  any  other  possible  board. 

Every  benefit  possible  under  the  commerce  clause  of  the  Constitu- 
tion can  be  realized  under  the  present  system.  The  line  between 
interstate  commerce  and  internal  police  authority  is  not  definitely 
defined.  It  is  a  matter  for  ascertainment  in  each  particular  case. 
It  is  certain  the  Federal  Government  is  the  final  arbiter  as  to  where 
that  line  can  eventually  rest.  If  the  present  commission  has  not  suf- 
ficient authority  to  condemn  every  State  act  which  interferes  in  any 
way  with  interstate  commerce,  Congress  can  easily  make  that  power 
clear.  When  Congress  enacts  such  a  statute  and  the  Supreme  Court 
construes  it  then  it  is  final. 

I  apprehend  that  ultimately  the  action  of  the  Federal  Government 
will  leave  very  little  control  over  transportation  in  the  States  them- 
selves. Every  transportation  company,  railroad  or  .otherwise,  which 
is  necessary  to  the  service  of  the  people  can  be  made  a  participant  in 
interstate  commerce,  whether  it  desires  so  or  not,  for  it  can  be  con- 
nected with  interstate  carriers.  Then  every  act  of  a  State  touching 
that  carrier  which  interferes  in  any  way  with  the  free  operation  of 
interstate  commerce  will  be  illegal  and  void  when  the  Federal  Gov- 
ernment occupies  the  field.  It  is  certain  it  may  do  so  ami  it  seems 
inevitable  it  will  do  so.  If  so,  let  it  come  in  an  easy,  progressive, 
constitutional,  and  natural  way  and  not  be  precipitated  by  sudden 
and  violent  action. 

So  far  as  the  financial  operations  of  interstate  carriers  are  con- 
cerned, there  is  no  doubt  of  the  power  of  Congress  to  enact  appro- 
priate legislation  at  least  far  enough  to  protect  the  carriers  against 
themselves  and  one  another  against  frenzied  finance  and  misappro- 
priation of  funds,  compelling  wise  application  of  funds  so  that  the 
physical  condition  of  the  carriers  will  be  improved  instead  of  im- 
paired by  irresponsible  operation  and  administration  at  the  expense 
of  the  properties  themselves  and  the  safety  of  the  public. 

The  House  has  once  passed  the  Rayburn  bill  and  the  House  com- 
mittee has  reported  it  a  second  time.  If  that  bill  should  be  enacted 
into  law.  in  my  judgment,  it  Avould  meet  all  the  necessities  of  the 
case,  provided  the  carriers  will  adjust  their  rates  and  practices  to 
insure  fair  treatment  of  the  different  communities  in  the  United 
States  and  the  development  of  those  parts  of  the  country  which  need 
development,  thereby  creating  new  and  larger  and  more  profitable 
fields  for  revenue  instead  of  scrambling  for  revenue  and  traffic 
already  created  and  depleting  the  revenues  of  other  carriers  by  such 
a  scramble. 

So  far  as  the  proposition  for  Government  ownership  is  concerned, 
it  is  absolutely  useless  in  the  first  place,  because  whatever  regulatory 
power  the  Government  would  have  as  a  sovereign  it  may  have  and 
exercise  over  the  operation  of  everything  within  its  boundary  regard- 
less of  ownership.  It  would  have  no  more  power  over  the  regulation 
of  interstate  carriers  as  the  owner  of  the  carriers  than  it  does  have  as 
the  sovereign.  It  would  have  no  more  sovereignty  over  its  own  prop- 
erties than  it  has  over  the  holdings  of  other  owners,  and  it  would  not 
exercise  its  power  of  sovereignty  over  its  own  properties  to  the  detri- 
ment of  the  properties  of  private  citizens.    If  the  Government  should 
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encumber  itself  with  the  operation  of  all  the  railroads  it  would 
involve  itself  in  political  confusion  and  corruption  unspeakable, 
which  alone  would  offset  any  possible  advantage  suggested  by  the 
disordered  mind  of*  the  wildest  theorist. 

I  wish  to  call  the  attention  of  the  committee  to  what  I  consider  the 
most  important  subject  next  to  destroying  the  Kaiser  in  time  of  war 
and  of  peace,  and  that  is  the  liberalizing  of  the  general  dam  act  so 
as  to  induce  private  capital  to  improve  the  navigable  streams.  The 
possibilities  of  development  in  this  country  are  so  great  that  even 
if  only  partially  realized  the  existing  transportation  facilities  will  be 
totally  inadequate  to  distribute  the  products  of  our  farms,  mines,  and 
factories.  The  navigable  waters  of  the  country  should  be  made  to 
carry  most  of  the  heavy  freight.  It  is  not  probable  that  the  Govern- 
ment will  make  all  these  improvements  in  a  hundred  years.  They  are 
very  expensive  and  the  number  is  large. 

Almost  every  navigable  stream  in  the  country,  however,  is  inter- 
rupted or  broken  by  shoals  which  attract  capital  to  develop  water 
power  for  the  generation  of  hydroelectricity.  Almost  every  such 
stream  can  be  made  to  pay  at  least  the  expenses  of  its  own  improve- 
ment for  navigability.  In  addition  to  that,  they  would  be  dotted 
with  all  sorts  of  factories.  The  electricity  generated  would  electrify 
most  of  the  railroads  in  the  country  and  save  coal.  It  would  manu- 
facture almost  all  commodities.  It  would  not  only  produce  from  the 
air  nitrates  for  war  purposes  and  for  agriculture,  but  it  would  be 
used  to  manufacture  steel  in  the  most  approved  methods  and  soda 
and  aluminum,  and  cotton  goods  and  woolen  goods  and  almost  every 
conceivable  thing  needed  for  foreign  and  domestic  trade,  all  of 
which  furnish  inducements  to  private  capital  to  improve  the  shoals. 
Up  to  this  time  little  streams  which  are  nonnavigable  have  been 
relied  upon,  and  the  proposition  has  been  clouded  and  confused  with 
i  he  question  of  dealing  with  power  sites  on  the  public  domain,  of 
which  the  United  States  is  the  owner  as  well  as  the  sovereign.  These 
public-land  sites  and  the  nonnavigable  streams  are  capable  of  com- 
1  a ia lively  small  development  and  benefit,  and  those  who  promote 
water-power  development  should  be  induced,  if  not  compelled,  to 
develop  the  navigable  rather  than  the  nonnavigable  streams,  and  the 
inducements  are  so  much  greater  because  of  the  much  larger  power 
obtainable.  If  permitted  by  law.  they  would  be  developed  instead  of 
the  minor  streams. 

We  enacted  a  general  dam  law  in  1006,  of  which  capital  was  rap- 
idly availing  itself.  Many  consents  of  Congress  were  granted  and 
a  great  many  companies  were  formed.  With  several  projects  con- 
structed under  that  law  further  development  was  suspended  because 
certain  persons  in  the  country  started  a  propaganda  to  the  effect 
that  we  were  giving  away  something  to  private  monopoly.  Our  com- 
mittee conferred  with  the  authors  of  that  propaganda  and  tried  to 
agree  with  them  on  terms.  For  instance,  they  demanded  that  the 
( Jovernment  should  retain  the  power  to  regulate  production,  prac- 
tices, and  charges.  We  arranged  to  provide  that.  They  insisted 
that  the  Government  should  retain  the  right  to  impose  all  conditions 
requisite  to  the  public  good.  We  agreed  to  provide  that.  It  was 
insisted  that  the  Government  should  reserve  the  right  to  charge  an 
annual  amount  based  on  the  benefits  to  the  promoter  or  grantee  with 
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due  reference  to  the  benefits  to  navigation,  and  we  agreed  to  that. 
Finally  objection  was  reduced  to  the  concrete  form  of  demanding 
that  the  grantee  should  submit  to  a  stipulation  that  he  should  not 
only  construct  such  locks,  dams,  and  other  structures  as  required  at 
the' time  of  approval  of  his  plans  and  specifications,  but  should  there- 
after put  in  such  other  structures  at  his  own  expense  as  might  be 
required  by  the  Government  at  any  time  during  the  life  of  his  grant, 
and  the  further  demand  that  annual  charges  might  after  20  years  be 
changed  by  the  Government  without  the  consent  of  the  grantee,  and 
might  be  changed  each  10  years  thereafter  without  the  consent  of  the 
grantee.  Of  course  such  stipulations  would  induce  no  capital  to 
build  dams.  Other  potent  obstruction  comes  from  existing  electric 
companies,  who  assume  an  attitude  similar  to  that  assumed  by  the 
leading  railroads,  to  wit,  that  development  is  practically  finished. 

The  railroads  say  no  other  railroads  should  be  built  unless  the  pres- 
ent railroads  need'  them  and  do  the  building.  The  present  electric 
companies  object  to  the  further  development  of  other  electric  enter- 
prises through  fear  that  competition  would  reduce  the  price  of  elec- 
tric  current,  although  such  reduction  would  be  of  great  benefit  to  the 
public  in  the  building  up  of  the  country  and  break  their  strangle 
hold  on  prices  and  popular  prosperity.  They  are  willing  for  exten- 
sions to  be  made  provided  they  can  control  extensions  and  prices. 
This  suspension  of  construction  has  enabled  them  to  acquire  property 
rights  at  most  of  the  sites,  for  the  original  owners  were  unable  to 
hold  unprofitable  property  and  sold  it  to  the  water-power  trusts,  the 
only  purchasers  in  the  restricted  market.  It  is  necessary  to  liberalize 
our  legislation  to  provide  for  condemnation  proceedings  so  that  other 
investors  may  secure  these  sites  for  improvement  if  the  companies 
holding  (hem  persistently  refuse  or  fail  to  develop  them.  I  com- 
mend the  entire  subject  "to  the  committee  for  the  consideration  its 
transcendent  importance  deserves. 

1  shall  attach  to  my  statement  nine  exhibits  showing  some  efforts 
of  the  House  Committee  on  Interstate  and  Foreign  Commerce  to 
amend  the  general  dam  law  and  also  to  control  railroad  securities. 

(The  exhibits  are  as  follows:) 

Exhibit  1. 
Increasing  Commerce  Commission. 

SPEECH   OF   JUDGE    ADAMSON. 

Mr.  Adamson.  Mr.  Speaker,  the  purpose  of  this  bill  is  to  add  two  members 
to  the  Interstate  Commerce  Commission,  making  the  number  nine  instead  of 
seven.  Ordinarily  I  am  not  in  favor  of  enlarging  the  size  of  commissions  nor" 
increasing  the  number  of  officers  nor  their  salaries.  When  the  number  was 
increased  to  seven  I  opposed  it,  believing  that  live  competent  men  would  form 
an  efficient  and  satisfactory  commission,  but  increasing  the  powers  of  the  Inter- 
state Commerce  Commission  has  very  materially  increased  their  work.  They 
are  compelled  to  make  numerous  investigations  of  very  important  and  laborious 
character.  Their  hearings  are  numerous,  requiring  much  time  and  considerable 
study.  Of  course  enlarging  the  number  would  not  operate  to  relieve  the  situa- 
tion if  the  commission  were  required  to  sit  together  in  all  hearings  and  investi- 
gations, but  that  is  not  necessary.  On  the  contrary,  the  members  divide  up  into 
sections,  and  often  have  different  hearings  going  on  at  the  same  time  in  dif- 
ferent parts  of  the  United  States.  The  enlargement  proposed  in  this  bill  will 
enable  the  commission  to  separate  itself  into  three  subdivisions  of  three  mem- 
bers each,  so  as  to  conduct  three  hearings  and  investigations  at  the  same  time. 
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The  large  majority  of  the  matters  coming  before  them  will  nol  demand  the 
united  attention  of  the  entire  commission,  bul  only  matters  involving  differ- 
ences of  opinion  need  be  referred  to  the  full  commission,  so  the  different  sub- 
divisions of  three  members,  each  disposing  finally  of  the  consideration  of  num- 
bers of  matters,  will  leave  a  much  smaller  number  Involving  such  difficulties  and 
disputes  as  to  require  consideration  by  the  entire  commission.  Much  more 
work  can  thus  be  done,  and  it  is  absolutely  necessary  that  much  more  should  he 
done  in  order  that  the  henetits  hoped  for  may  be  realized  from  our  rate 
legislation. 

Wo  hear  and  read  a  great  deal  of  hue  about  the  defects  iii  that  regulation, 
of  course  the  particular  corporations  whose  conspicuous  misdeeds  contributed 
most  to  make  rate  regulation  necessary  objected  most  strenuously  to  that  or  any 
other  regulation,  and  they  did  not  set  out  to  he  satisfied  with  that  or  any  other 
regulation.  They  deny  their  public  capacity,  they  deny  that  they  have  any 
reciprocal  obligations  to  the  public  in  turn  for  the  franchises  and  monopolistic 
privileges  which  they  enjoy.  In  effect,  they  claim  that  the  transportation  of 
freight  or  passengers  is  an  insensate  commodity,  to  he  disposed  of  en  (he  market 
like  other  merchandise,  combating  flatly  the  well-established  and  fundamental 
doctrine  that  their  relationship  to  the  public  is  practically  the  same  as  that  of 
any  other  officer  charged  with  the  responsibility  of  performing  service  for  the 
public.  I  do  not  think  that  all  corporations  profess  these  opinions,  nor  do  T 
believe  that  all  corporations  render  such  legislation  necessary.  As  corporations 
are  owned  and  conducted  by  mortal  men,  they  are  good  or  bad  according  to  the 
character  of  the  men  who  control  them.  Of  course  different  men  expected  to 
accomplish  different  things  by  the  attempted  rate  regulation.  Different  re- 
formers desired  different  reforms  to  remedy  different  evils.  I  did  not  pose  as  a 
professional  rate  reformer  myself,  but  sought  correction  of  specific  evils.  I 
have  always  believed  that  all  the  people  of  this  country  were  alike  fellow- 
citizens,  with  the  right  to  live  and  move  and  have  their  being,  and  own  any 
kind  of  legitimate  property  that  they  were  able  to  own,  carry  on  any  kind  of 
lawful  business,  and  not  only  be  protected  in  their  holdings  and  operations  hut 
also  enjoy  the  right  to  participate  in  the  Government,  and  vote  and  petition,  and 
speak  and  write,  and  exercise  their  influence  in  all  legitimate  ways  in  the  con- 
sideration of  all  legislation  affecting  their  own  property  or  the  property  of  their 
fellow-citizens  without  regard  to  kind  or  character,  whether  real,  personal, 
mixed,  rolling,  stationary,  on  paper,  or  on  the  ground.  There  were  some  prac- 
tical questions  of  vital  importance  to  a  great  many  local  communities.  For  some 
reasons,  possibly  one  of  them  being  the  consolidation  and  remoteness  of  owner- 
ship, which  rendered  it  impossible  for  the  owners  and  bondholders  to  see  far 
enough  to  discover  local  trouble,  local  injustice,  and  inconvenience  were  in- 
flicted on  many  communities. 

Good  towns,  with  large  commerce  and  intelligent  population,  having  much 
business  abroad  and  often  visited  by  many  people  from  abroad,  were  unjustly 
discriminated  against.  Some  of  them,  by  consolidation,  were  bottled  up,  de- 
prived of  necessary  passenger  and  mail  facilities  and  charged  a  higher  freight 
rate  than  was  charged  to  haul  the  same  goods  in  the  same  direction  through 
those  towns  and  on  to  more  distant  points.  Those  were  the  main  difficulties  that 
fell  under  my  observation  and  moved  me  to  support  an  amendment  authorizing 
the  Interstate  Commerce  Commission  to  correct  those  evils.  The  evil  as  to 
passenger  and  mail  connections  was  partially  due  to  the  effort  to  make  fast 
schedules  for  through  trains.  Of  course  that  is  important  to  people  who  want 
to  hurry  across  the  country  for  long  distances  with  as  much  haste  and  at  little 
discomfort  as  possible,  but  they  are  not  the  people  who  control  the  legislative 
and  legal  and  judicial  and  commercial  weather  for  the  railroads.  The  Boston 
drummer  or  the  California  or  Florida  tourist  have  very  little  influence  with 
that  local  sentiment  which  must  exist  in  whatever  humor  in  a  thousand  locali- 
ties between  Boston  and  San  Francisco.  To  that  local  sentiment  the  carriers 
are  beholden  in  many  ways.  If  their  managers  were  wise  enough  to  take  notice 
of  it  and  show  a  little  intelligent  consideration  for  the  wishes  and  conveniences 
of  the  people  living  around  those  local  stations  a  mere  trifle  in  expense  or 
apparent  loss  of  revenue  would  produce  a  degree  of  popularity  and  prosperity 
all  along  the  line  that  would  be  pleasing  and  profitable  to  the  carrier,  decrease 
the  number  and  the  character  of  complaints,  minimize  the  amount  of  regulation 
demanded,  greatly  reduce  the  amount  of  litigation,  and  reverse  the  character  of 
the  verdicts.  It  is  a  matter  of  constant  wonder  to  me  that  some  of  the  carriers 
are  so  stupid  or  obstinate  as  to  fail  to  see  the  facts  here  referred  to. 
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There  is  one  great  mistake,  in  my  judgment,  the  railroads  make  that  adds  to 
the  difficulty  and  discontent  about  freight  rates.  When  they  pretend  to  operate 
on  a  miieage  basis  they  do  not  make  the  inital  charge  large  enough  to  permit  of 
proper  gradations  in  the  charges  to  successive  stations  on  iong  routes.  They  fail 
to  take  into  consideration  and  charge  enough  for  the  initial  care  and  handling 
and  the  terminal  care  and  unloading.  Those  items  are  substantially  the  same 
for  all  distances  and  make  up  really  the  most  troublesome  part  of  the  carrier's 
duty  in  handling  freight.  If  a  proper  charge  were  made  to  begin  with — for 
instance,  to  the  first  station  on  the  line — then  an  infinitesimal  addition  in  the 
rate  to  all  successive  stations  would  aid  very  materially  in  solving  the  problem 
of  fair  rates  to  all  stations  and  minimize  the  danger  of  complaints  against  that 
evil,  always  obnoxious — discrimination  in  rates  between  two  neighboring  sta- 
tions. Nothing,  in  my  mind,  can  make  a  .jobber  lose  his  temper  quicker  or  more 
.justifiably  than  for  a  train  of  cars  coming  from  the  same  point  to  leave  for 
him  a  carload  of  goods  and  then  run  on  to  a  station  40  miles  farther  in  the  same 
direction  and  leave  another  car  at  a  rate  of  freight  so  much  less  that  the  latter 
consignee  is  able  to  ship  back  on  a  local  train  and  undersell  the  first-named 
jobber  in  his  own  town.  There  is  only  one  other  thing  that  approximates  it  in 
wrath-producing  efficiency,  and  that  is  for  a  number  of  good  towns,  who  care 
more  for  communication  with  their  county  seats,  their  Slate  capitals,  or  their 
immediate  markets  than  they  do  for  mail  from  Boston  or  passenger  connections 
across  the  continent  to  have  to  wait  half  the  day  or  half  the  night  often  with- 
out certain  knowledge  of  the  exact  time  to  be  lost,  for  a  train  either  to  take 
them  home  or  to  bring  them  their  mail,  or  pay  them,  laid  out  on  a  side  track. 

A  little  intelligent  good  sense  would  have  relieved  all  of  these  troubles  and 
helped  the  carriers  in  every  respect  in  proportion  as  they  benefited  and  pleased 
their  local  patrons.  "  There  is  that  that  scattereth  abroad  and  yet  maketh  rich  ; 
there  is  that  withholdeth  more  than  is  meet,  yet  tendeth  to  poverty."  There 
were  other  reformers  who  saw  a  great  many  other  evils  and  sought  to  correct 
them.  Well,  I  have  no  disposition  to  oppose  any  of  those  reforms,  hut  I  did  not 
think  it  proper  to  devote  time  and  attention  to  them  at  the  expense  of  those 
that  I  considered  more  important.  For  instance,  there  is  a  great  outcry  about 
watered  stocks  and  bonds  and  overcapitalization.  The  law  undoubtedly  ought 
to  provide  ample  means  for  punishing  surely,, swiftly,  and  severely  all  file  male- 
factors who  swindle  their  fellow-men  in  that  or  any  other  way. 

It  is  undoubtedly  an  outrage  utterly  inexcusable  to  burden  legitimate  traffic 
with  exactions  to  pay  unearned  returns  on  entirely  fictitious  capital.  Of  course 
the  doctrine  of  selfishness,  coupled  with  power,  alone  supports  the  outrage,  as 
in  the  case  of  some  other  vicious  practices  conspicuous  of  late  years  in  this 
Government  where  certain  people  are  permitted  by  law  to  destroy  for  their  own 
benefit  the  business  and  opportunity  of  their  fellow-citizens.  A  striking  instance 
is  the  case  of  robber  protective  tariff  which  prostitutes  the  taxing  function  of 
the  Government  so  as,  without  putting  one  dollar  into  the  Treasury  of  the 
country,  to  compel  honest  industry  to  pay  enormous  tribute  to  Government 
favorites  or  go  out  of  business,  or  pay  enormously  higher  for  the  necessaries  of 
life  than  in  the  natural  course  of  honest  trade  they  would  have  to  pay  but  for 
the  dishonest  and  unnatural  scheme  foisted  upon  them  to  force  them  to  pay 
unjust  prices  to  such  special  beneficiaries. 

There  are  other  reformers  who  devote  attention  to  seeking  physical  valuation 
of  railroad  properties.  That  is  all  right  for  some  purposes.  When  you  know 
how  much  a  road  is  worth  you  are  in  possession  of  one  important  circumstance 
to  enable  those  charged  with  that  duty  to  pass  on  the  proper  rate  and  facilities 
that  should  be  required  on  that  road ;  but  that  fact  in  itself  does  not  alone 
furnish  an  infallible  basis,  because  one  road  running  directly  between  two  points 
which  are  connected  by  another  road  over  a  more  circuitous  route  may  not  have 
cost  near  so  much  as  the  longer  road,  and  yet.  by  its  facility  to  transact  busi- 
ness more  rapidly  and  cheaply,  it  may  be  more  valuable  than  the  other,  if 
judged  by  its  net  income,  which  would  appear  to  me  to  he  a  more  proper  crite- 
rion. It  is  also  valuable  to  have  such  valuation  for  the  purposes  of  just  and  a 
fair  taxation.  It  is  darkly  insinuated  that  some  railroad  men  are  as  bad  as 
other  folks  about  dodging  their  taxes.  That  is  another  place  where  the  same 
kind  of  human  nature  crops  out,  and  a  man  who  cultivates  a  studied  reserve 
about  extravagantly  pricing  his  property  is  as  liable  to  withhold  from  the 
Government  taxes  due  on  railroad  property  as  are  other  people  in  case  of  land, 
jewelry,  or  any  other  property. 
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There  is  another  noticeable  matter.  When  the  Hepburn  rate  bill  was  under 
consideration,  for  several  years  violently  opposed  by  various  railroad  authori- 
ties, it  was  denied  that  the  Federal  Government  had  anything  to  do  with  them, 
■•Hid  they  were  the  most  patriotic  democratic,  local  self-government,  liberty- 
loving,  states-rights  advocates  1  ever  heard  talk.  We  understood  thai  If  they 
were  rid  of  free  passes  a  2-cenl  passenger  rate  would  afford  satisfactory  returns; 
that  counting  oul  the  deadheads  they  hardly  realized  -  'cuts  a  mile  on  their 
passengers;  thai  even  as  it  was.  hauling  deadheads,  many  passenger  trains  ran 
through  the  country  with  only  a  small  per  cent  of  the  seats  occupied.  When  we 
adopted  the  Hepburn  hill  we  did  not  merely  authorize  the  railroads  to  abolish 
tree  passes  but  actually  did  it  for  them,  and  the  Stales  began  to  provide  for  the 
reduction  of  passenger  rates. 

Then  these  self-same  railroad  magnates  became  the  most  violent  federalists 
and  resisted  in  the  Federal  courts  the  action  of  the  very  State  sovereignties 
which  they  had  formerly  lauded,  and  when  it  was  proposed  in  Congress  to  pro- 
vide for  uniformity  as  to  lower  rates  those  same  magnates  appeared  with  the 
most  lugubrious  countenances  to  make  prolonged  and  wailing  protestations  as 
to  the  utter  ruin  facing  carriers  if  compelled  to  adopt  a  lower  rate.  Yet,  strange 
to  say.  the  strong  roads  running  through  populous  communities  did  not  stress 
their  own  inability,  hut  argued  the  inability  of  other  weaker  roads  in  more  re- 
mote and  sparsely  settled  regions  to  stand  the  reduction  in  rates.  Vet  one  fact 
stood  out  prominent  through  it  all — that  those  roads  which  permitted  lower  rates 
carried  their  trains  loaded  with  passengers  and  realized  handsome  returns 
from  their  business,  and  that  the  roads  which  did  put  the  reductions  in  force. 
even  over  their  protest  in  regions  where  they  claimed  that  they  could  not  stand 
it  found  their  passenger  receipts  were  increased.  It  is  not  insisted,  however. 
thai  Congressmen  can  be  dogmatic  or  arbitrary  about  fixing  rates.  Yet  there 
is  one  thing  we  ought  to  insist  on:  Transportation,  being  a  public  service,  uni- 
formly rendered  alike  to  all.  ought  to  be  rendered  at  the  same  price  to  all 
(omers.  high,  low.  rich,  or  pool1,  where  the  same  facilities  are  furnished,  whether 
the  ride  is  for  a  hundred  miles  or  a  thousand,  and  1  for  one  will  never  consent 
to  any  other  arrangement.  Some  of  the  railroads  have  acted  very  foolishly  in 
making  ill-tempered  efforts  at  reprisals  on  the  people  for  the  agitation  of  the 
rate  legislation.  Where  they  have  issued  mileage  hooks,  even  at  a  rate  dis- 
criminatory in  price  as  against  the  local  travel  by  ticket  or  cash  fare,  some  of 
them  have  put  unnecessary  conditions  and  inconveniences  upon  the  scheme. 

They  have  ceased  to  allow  a  man  in  a  hurry  to  get  on  a  car  and  have  his 
mileage  hook  pay  his  fare  to  the  conductor.  He  must  go  into  the  depot  and 
exchange  his  mileage  coupons  for  a  ticket,  and  look  after  his  baggage  check. 
with  as  much  detail  and  particularity  and  trouble  as  if  he  paid  cash  each  time 
for  bis  ticket.  Those  are  the  very  things  that  travelers  desire  to  avoid,  and  for 
that  reason  would  buy  mileage  books  at  the  same  price  or  even  higher  than 
charged  for  local  travel.  I  have  never  understood  any  reason  for  this  except 
the  pretense  that  dishonest  passengers  may  judggle  with  conductors  to  knock 
down  fares  more  easily  than  they  can  with  ticket  agents.  I  do  not  know  whether 
ticket  agents  are  more  honest  than  conductors  or  not.  I  doubt  it.  If  they  are. 
they  are  good  men,  for  in  the  last  forty  years  I  have  seen  and  ridden  with  hun- 
dreds of  conductors,  and  I  do  not  believe  that  in  any  walk  of  life  or  avenue  of 
business  I  have  ever  known  a  higher  class  of  men — uniformly  polite,  honorable, 
and  vigilant. 

Another  defect  that  is  not  only  without  excuse,  but  subjects  the  carriers  t<> 
criticism  and  ill  will  sometimes  out  of  proportion  to  any  consideration  on  which 
they  may  hase  it;  that  is,  their  refusal,  in  some  instances,  to  sell  through  tickets 
and  check  baggage  beyond  connecting  points.  I  have  never  seen  nor  heard  a 
reason  for  it  that  the  carrier  could  not  have  obviated  by  proper  diligence  in 
making  joint  rates  and  tiling  the  same.  It  has  been  resented  by  the  people  as 
an  effort  by  the  railroads  to  hit  hack  for  adverse  agitation,  and  the  popular 
resentment,  as  in  some  other  cases,  may  have  exceeded  the  provocation. 

These  observations  are  meant  in  good  will,  in  the  hope  that  some  of  the  erring 
corporation  men  may  see  proper  to  join  others  who  are  already  doing  right  in 
trying  to  please  and  accommodate  the  people,  thereby  reducing  the  necessities 
for  litigation  or  legislation  and  making  the  mutual  transactions  of  the  railroads 
and  the  people  at  once  more  profitable  and  more  satisfactory  to  all  concerned. 
There  is  no  use  for  railroad  authorities  to  try  to  fool  anybody  or  themselves  by 
remarking  that  points  are  not  on  their  lines,  and  therefore  they  have  no  jurisdic- 
tion to  make  arrangements  about  them,  nor  by  claiming  that  they  are  restricted 
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are  engaged.  While  they  have  no  power  to  make  unrighteous  pools  and  combi- 
nations to  destroy  commercial  points  or  rival  lines,  yet  they  can  mutually  con- 
tier  the  convenience  and  interest  of  the  people,  promote  their  own  convenient 


and  prompt  connections,  and  arrange  for  joint  routes  of  travel  and  freight  to 
all  points,  in  all  directions,  anywhere.  A  proper  manifestation  of  a  desire  in 
thai  direction  expressed  in  honest  effort  will  so  far  to  improve  their  standing 
before  the  commission,  before  the  courts,  with  Congress  and  the  State  legisla- 
tures, and  above  all.  with  the  people,  who  are  at  last,  in  their  local  communities, 
(he  final  arbiters  of  the  prosperity  or  adversity  of  the  railroads,  which  are  in 
position  to  turn  to  serve  or  to  ruin  their  patrons. 

Whatever  their  grievances  may  be,  it  behooves  the  people  to  take  notice  that 
legislation,  however  wise,  specific,  and  comprehensive,  will  not  alone  suthce  to 
redress  their  wrong.  The  strong  point  about  railroads  is.  they  prepare  to  back 
up  their  policies  by  the  most  able  counsel  the  country  affords.  In  every  judicial 
circuit  the  very  ablest  lawyers  are  engaged  by  the  railroads  and  educated  m 
their  service  for  their  benefit.  All  the  people  together  are  richer  than  all  the 
railroads.  The  people  support  all  the  railroads;  the  law  is.  and  should  be, 
impartially  administered  between  the  people  regardless  of  the  character  of  their 
property  or  vocations,  but  no  law  will  enforce  itself.  It  must  be  invoked  before 
the  courts  can  administer  it.  If  other  people  will  stand  the  trouble  and  ex- 
pense, as  railroad  managers  do.  to  employ  and  pay  good  lawyers,  it  will  be  found 
that  most  of  the  trouble  can  be  adjusted  or  avoided  with  very  little  additional 
legislation.  The  principles  of  right  and  justice  are  eternal.  The  law  should 
be.  and  generally  is.  based  upon  those  principles.  People  litigate  about  every- 
thing el>e  under  the  sun.  but  think  only  of  legislation  when  it  comes  to  dealing 
with  the  railroads.  The  truth  is.  I  have  known  few  instances  of  injustice  that 
could  not  have  been  redressed  in  the  courthouse  if  the  same  legal  talent  had  been 
engaged  against  the  railroads  that  was  employed  in  their  favor.  So  while  I 
admonish  the  railroads  to  avoid  the  necessity  of  legislation  or  litigation  by  such 
fair  treatment  as  will  conciliate  the  favor  of  the  public  I  at  the  some  time  ex- 
hort all  the  other  people  to  devote  a  little  of  their  money  and  energy  to  compelling 
the  railroads  to  do  right  by  employing  some  of  the  good  lawyers  themselves, 
and  invoking  the  justice  and  the  power  of  the  courts  and  commissions,  both 
State  and  Federal.  Valuable  amendments  have  recently  provided  for  expedit- 
ing proceedings  in  courts  and  before  the  commission  in  rate  cases,  of  which 
injured  communities  should  avail  themselves  by  retaining  lawyers  and  insti- 
tuting proceedings. 

Exhibit  2. 

[H.  R.  15805,  Sixty-third  Congress,  second  session.] 

A  BILL  To  amend  an  act  entitled  "  An  act  to  regulate  the  construction  of  dams  across 
navigable  waters,"  approved  June  twenty-third,  nineteen  hundred  and  ten. 

Be  it  enacted  by  the  Senate  and  House  of  Represent  a  tires  of  the  United  States 
of  America  in  Congress  assembled,  That  the  act  entitled  "  An  act  to  regulate  the 
construction  of  dams  across  navigable  waters,"  approved  June  twenty-third. 
nineteen  hundred  and  ten.  be.  and  the  same  is  hereby,  amended  to  read  as 
follows : 

••  Sectiox  1.  That  when  consent  has  been  or  may  hereafter  be  granted  by  Con- 
gress, either  directly  or  indirectly  through  any  duly  authorized  official  or  offi- 
cials of  the  United  States,  to  any  persons  to  construct  and  maintain  a  dam  for 
water  power  or  other  purpose  across  or  in  any  of  the  navigable  waters  of  the 
United  States,  such  dam  shall  not  be  built  or  commenced  until  the  plans  and 
specifications  for  such  dam  and  all  accessory  works,  together  with  such  draw- 
ings of  the  proposed  construction  and  such  map  of  the  proposed  location  as  may 
be  required  for  a  full  understanding  of  the  subject  have  been  submitted  to  the 
Secretary  of  War  and  the  Chief  of  Engineers  for  their  approval,  nor  until  they 
shall  have  approved  such  plans  and  specifications  and  the  location  of  such  dam 
and  accessory  works;  and  after  such  approval  it  shall  not  be  lawful  to  deviate 
from  such  plans  or  specifications  either  before  or  after  completion  of  the 
structure  unless  the  modification  of  such  plans  or  specifications  has  previously 
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been  submitted  to  and  received  the  approval  of  the  Chief  of  Engineers  and  of 
the  Secretary  of  War. 

"Sec.  "J.  That  as  a  pari  of  such  approval  such  conditions  and  stipulations 
may  be  imposed  as  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem 
necessary  to  protect  the  present  and  future  interests  of  the  United  States, 
which  may  include  the  condition  that  the  persons  constructing  or  maintaining 
such  dam  shall  construct, maintain, and  operate  in  connection  therewith,  without 
expense    to    the    United    States,    a    lock    or    locks,    lioonis.    sluices,    or    an\     other 

structure  or  structures  which  the  Secretary  of  War  ami  the  Chief  of  Engineers 
or  Congress  then  may  deem  necessary  in  the  interests  of  navigation,  in  ;.  :cord- 
ance  with  plans  made  a  pari  of  such  approval;  and  also  that  in  case  such  fa 
cilities  of  navigation  shall  not  he  made  a  part  of  such  original  approval  and 
construction,  whenever  Congress  shall  deem  such  facilities  necessary,  the  per- 
sons owning  such  dam  shall  convey  to  the  United  States,  free  of  cost,  title  to 
such  land  as  may  he  required  for  such  constructions  and  approaches,  and  shall 
grant  to  the  United  States  free  water  power  or  power  generated  from  water 
power  for  building  and  operating  such  constructions,  and  in  such  original  ap- 
proval, at  the  discretion  of  the  Secretary  of  War  and  Chief  of  Engineers,  may 
he  required  to  maintain  and  operate  such  lock  without  expense  to  the  United 
States. 

"  Sec.  3.  That  as  a  part  of  said  approval  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  require  that  the  plans,  specifications,  and  location  for  any 
dam  shall  he  such  as  shall  lte  best  adapted  to  a  comprehensive  plan  for  the  im- 
provement of  the  waterway  in  question  for  the  uses  of  navigation  and  for  the 
full  development  of  its  water  power  and  for  other  beneficial  public  purposes, 
and  best  adapted  to  conserve  and  utilize,  in  the  interests  of  navigation  and 
water-power  development,  the  water  resources  of  the  region. 

"  Sec.  4.  That  as  a  part  of  the  conditions  and  stipulations  such  approval  shall 
provide — 

"la  i  For  reimbursement  to  the  United  States  of  all  expenses  incurred  by  the 
United  States  with  reference  to  the  project,  including  the  cost  of  any  investi- 
gation necessary  for  the  approval  of  the  plans  as  heretofore  provided,  and  for 
such  supervision  id'  construction  as  may  be  necessary  in  the  interest  of  the 
United  States. 

"(b)  For  the  payment  to  the  United  States  of  reasonable  charges  for  the 
benefits  which  may  accrue  to  such  project  through  the  construction,  operation, 
and  maintenance  by  the  United  States  of  headwater  improvements,  including 
storage  reservoirs,  on  any  such  stream,  such  charges  to  be  fixed  from  time  to 
time  by  the  Secretary  of  War  and  Chief  of  Engineers  and  to  be  based  upon  a 
reasonable  compensation  equitably  apportioned  among  the  grantee  and  others 
Similarly  situated  upon  the  same  stream  receiving  benefits  by  reason  of  in- 
crease of  flow  past  their  water-power  structures  artificially  caused  by  such 
headwater  improvements,  the  total  charges  to  all  such  beneficiaries  from  any 
such  headwater  improvement  not  to  exceed  in  any  one  year  an  amount  equal  to 
five  per  centum  of  the  total  investment  cost,  in  addition  to  the  necessary  annual 
expense  of  the  operation  of  such  headwater  improvement. 

"(c)  That  in  the  construction,  maintenance,  and  operation  of  such  danr  and 
accessory  works  there  may  he  occupied  and  used  such  lands  of  the  United 
States  as  may  he  necessary  therefor,  and  in  consideration  thereof  the  owner 
of  such  dam  shall  pay  to  the  United  States  such  charges,  not  to  exceed  an  an- 
nual payment  id'  five  per  centum  of  the  fair  value  of  such  lands,  as  may  he  fixed 
by  the  Secretary  of  War  and  Chief  of  Engineers,  and  in  fixing  such  charges 
consideration  shall  he  taken  of  the  benefits  accruing  thereby  to  the  interests 
of  navigation  as  well  as  to  the  husiness  of  such  grantee. 

"(d)  For  the  payment  or  securing  the  payment  to  the  United  States  of  such 
sums  and  in  such  manner  as  the  Secretary  of  War  and  the  Chief  of  Engineers 
may  deem  reasonable  and  just  substantially  to  restore  conditions  upon  such 
streams  as  to  navigability  as  existing  at  the  time  of  such  approval,  whenever 
the  Secretary  of  War  and  the  Chief  of  Engineers  shall  determine  that  naviga- 
tion would  be  injured  by  reason  of  the  construction,  maintenance,  and  opera- 
tion of  such  dam  and  its  accessory  works. 

'•  Sec.  5.  That  the  operation  of  navigation  facilities  which  shall  be  con- 
structed as  a  part  of  or  in  connection  with  any  such  dam.  whether  at  the  ex- 
pense of  such  grantee  or  of  the  United  States,  shall  at  all  times  he  subject  to 
such  reasonable  rules  and  regulations  in  the  interest  of  navigation,  including 
the  control  of  the  level  of  the  pool  caused  by  any  such  dam,  as  shall  be  made 
by  the  Secretary  of  War  and  Chief  of  Engineers,  and  in  the  use  and  operation 
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of  such  navigation  facilities  the  interests  of  navigation  shall  be  paramount  to 
the  uses  of  such  dam  by  such  grantee  for  power  purposes.  Such  rules  and 
regulations  may  include  the  maintenance  and  operation  by  such  grantee,  at 
its  own  expense,  of  such  lights  and  other  signals  as  may  be  directed  by  the 
Secretary  of  War  and  Chief  of  Engineers  and  such  fishways  as  shall  be  pre- 
scribed by  the  Secretary  of  Commerce,  and  for  failure  to  comply  with  any  such 
rule  or  regulation  such  grantee  shall  be  deemed  guilty  of  a  misdemeanor,  and 
upon  conviction  thereof  shall  be  subject  to  a  tine  of  not  less  than  $500  for  each 
month's  default,  in  addition  to  other  penalties  herein  prescribed  or  provided 
by  law. 

"Sec.  (3.  That  the  persons  constructing,  maintaining,  or  operating  any  dam 
or  appurtenant  or  accessory  works,  in  accordance  with  the  provisions  of  this 
act,  shall  be  liable  for  any 'damage  that  may  be  inflicted  thereby  upon  private 
property,  either  by  overflow  or  otherwise. 

"  Sec.  7.  That  any  grantee  who  shall  fail  or  refuse  to  comply  with  the  lawful 
order  of  the  Secretary  of  War.  made  in  accordance  with  the  provisions  of  this 
act,  shall  be  deemed  guilty  of  a  misdemeanor,  and  on  conviction  thereof  shall 
be  punished  by  a  tine  not  exceeding  $1,000,  and  every  month  such  grantee  shall 
remain  in  default  shall  be  deemed  a  new  offense  and  subject  such  grantee  to 
additional  penalties  therefor;  and  in  addition  to  said  penalties  the  Attorney 
General  may,  on  requesl  of  the  Secretary  of  War,  institute  proper  proceedings 
in  the  district  court  of  the  United  States  in  the  district  in  which  such  structure 
or  any  of  its  accessory  works  may,  in  whole  or  in  part,  exist,  for  the  purpose  of 
having  such  violation  stopped  by  injunction,  mandamus,  or  other  process;  and 
any  such  district  court  shall  have  jurisdiction  over  all  such  proceedings  and 
shall  have  The  power  to  make  and  enforce  all  writs,  orders,  and  decrees  neces- 
sary to  compel  the  compliance  with  the  requirements  of  this  act  and  the  lawful 
orders  of  the  Secretary  of  War  and  the  performance  of  any  condition  or  stipula- 
tion imposed  under  the  provisions  of  this  act;  and  if  the  unlawful  maintenance 
and  operation  are  shown  to  be  such  as  shall  require  a  revocation  of  all  rights 
and  privileges  held  under  authority  of  this  act,  the  court  may  decree  such 
revocation.  In  case  of  such  a  decree  the  court  may  wind  up  the  business  of 
such  grantee  conducted  under  the  rights  in  question  and  may  decree  the  sale 
of  the  dam  and  all  appurtenant  property  constructed  or  acquired  under  au- 
thority of  this  act,  and  may  declare  such  dam  and  accessorj  works  to  be  an 
unreasonable  obstruction  to  navigation  and  cause  their  removal  at  the  expense 
of  the  grantee  owning  or  controlling  the  same,  except  when  the  United  States 
has  been  previously  reimbursed  for  such  removal,  or  may  provide  for  the  sale 
of  the  dam  and  all  accessory  and  appurtenant  works  constructed  under  au- 
thority of  this  act  for  the  further  development  of  water  power,  and  may  make 
and  enforce  such  other  and  further  orders  and  decrees  as  equity  demands:  and 
in  case  of  such  a  sale  for  the  further  development  of  water  power  the  vendee 
shall  take  the  rights  and  privileges  and  shall  perform  the  duties  which  belonged 
to  the  previous  grantee,  and  shall  assume  such  outstanding  obligations  and  lia- 
bilities arising  out  of  the  maintenance  and  operation  of  said  dam  and  accessory 
works  for  power  purposes  as  the  court  may  deem  equitable  in  the  premises. 

"  Sec.  8.  That  no  property  or  project  installed  and  operated  under  the  pro- 
visions or  benefits  of  this  act  shall  be  assigned  or  transferred  except  upon  the 
written  consent  of  the  Secretary  of  War,  except  by  trust  deed  or  mortgage 
issued  for  the  purpose  of  financing  the  business  of  such  owner,  and  any  suc- 
cessor or  assign  of  such  property  or  project,  whether  by  voluntary  transfer, 
judicial  sale,  or  foreclosure  sale  or  otherwise,  shall  be  subject  to  all  the  condi- 
tions of  the  approval  under  which  such  rights  are  held,  and  also  subject  to  all 
the  provisions  and  conditions  of  this  act  to  the  same  extent  as  though  such 
successor  or  assign  were  the  original  owner  hereunder. 

"  Sec  9.  That  the  rights  herein  granted  shall  continue  for  a  period  of  50 
years  from  and  after  the  date  of  the  completion  of  the  structure  described  in 
the  original  approval,  and  after  the  expiration  of  said  50  years  such  rights 
shall  continue  until  compensation  has  been  made  to  said  grantee  for  the  fair 
value  of  its  property,  as  hereinafter  provided. 

"  Sec.  10.  That  at  any  time  after  the  expiration  of  said  fifty  years  the  Secre- 
tary of  War  may  terminate  the  rights  hereby  granted  upon  giving  to  the  owners 
thereof  one  year's  notice  in  writing  of  such  termination,  and  upon  the  taking 
over  by  the  United  States,  or  by  any  person  authorized  by  Congress,  of  all  of  the 
property  dependent  in  whole  or  in  part  for  its  usefulness  upon  the  rights  hereby 
granted,  which  shall  include  all  necessary  and  appurtenant  property  created 
or  acquired  and  valuable  or  serviceable  in  the  distribution  of  water,  or  in  the 
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generation,  transmission,  and  distribution  of  power,  and  all  other  property  the 
value  and  usefulness  of  which  would  he  destroyed  or  seriously  impaired  bv  such 
termination,  and  upon  paying  the  fair  value  of  said  property,  together  with  the 
cost  to  the  grantee  of  the  Lock  or  locks  or  other  aids  to  navigation  and  all  other 
capital  expenditures  required  by  the  United  States,  and  assuming  all  contracts 
entered  into  prior  to  the  receipt  by  it  of  said  notice  of  termination  which  have 
the  approval  of  the  duly  constituted  public  authority  having  jurisdiction  thereof 
or  which  were  entered  into  in  good  faith  and  at  a  reasonable  rate,  in  view  of  all 
the  circumstances  existing  al  the  time  such  contracts  were  made  The  fail- 
value  of  said  property  and  the  reasonableness  and  good  faith  of  said  contracts 
shall  he  determined  by  agreement  between  the  Secretary  of  War  and  the  owners 
of  such  property,  and  in  the  event  of  their  failure  to  agree,  then  by  proceedings 
instituted  by  the  United  States,  or  by  any  person  authorized  by  Congress,  Tn 
the  district  court  of  the  United  States  within  which  any  portion  of  such  (lam 
may  he  located.  In  the  determination  of  the  value  of  said  property  upon  the 
termination  of  said  grant  as  above  provided  no  value  shall  he  claimed  by  or 
allowed  for  the  rights  hereby  granted. 

"Sec.  11.  That  in  all  cases  where  the  electric  current  generated  from  or  by 
any  of  the  projects  provided  for  in  this  act  shall  enter  into  interstate  or  foreign 
commerce,  the  rales,  charges,  and  service  for  the  same  to  the  consumers  thereof 
shall  he  just  and  reasonable,  and  every  unjust  ami  unreasonable  and  unduly 
discriminatory  charge,  rate,  or  service  thereof  is  hereby  prohibited  and  de- 
clared to  he  illegal  ;  and  whenever  the  Secretary  of  War  shall  he  of  the  opinion 
that  the  rates  or  charges  demanded  or  collected  on  the  service  rendered  for 
such  electric  current  are  unjust,  unreasonable,  or  unduly  discriminatory,  upon 
complaint  made  therefor  and  full  hearing  thereon  the  Secretary  of  War  is  hereby 
authorized  and  empowered  to  determine  and  prescribe  what  shall  he  the  just 
and  reasonable  rates  and  charges  therefor  to  be  observed  as  the  maximum  to 
he  charged  and  the  service  to  be  rendered;  and  in  case  of  the  violation  of  any 
such  order  of  the  Secretary  of  War  the  provisions  of  this  act  relative  to  for- 
feiture and  failure  to  comply  shall  apply.  That  in  the  valuation  for  rate- 
making  purposes  of  the  property  existing  under  said  approval  of  the  project 
there  shall  he  included  the  cost  of  the  construction  of  a  lock  or  locks,  or  other 
aids  to  navigation,  and  all  other  capital  expenditures  required  by  the  United 
States. 

"The  Secretary  of  War  is  further  authorized  and  directed  to  include  among 
the  conditions  for  his  approval  of  tiny  plans  or  any  project  herein  provided,  as 
an  express  condition  thereof,  a  clause  reserving  to  the  Secretary  of  War  the 
same  rights,  powers,  and  duties  set  forth  in  this  section:  together  with  the 
same  penalty  for  violation  thereof:  Provided,  That  whenever  the  State  in 
which  such  current  shall  he  used  shall  have  provided  by  law  adequate  regula- 
tion for  rates,  charges,  and  service  to  the  consumers  for  such  electric  current 
and  such  regulation  shall  not  he  unduly  discriminatory  or  unjust  against  the 
service  or  charges  in  any  other  State  arising  from  the  use  of  the  power  from 
rhe  same  project,  and  such  facts  shall  he  established  to  the  satisfaction  of  the 
Secretary  of  War,  then  in  such  case  the  provisions  of  this  section  shall  not  apply 
io  the  rate,  charges,  and  service  in  and  for  such  State. 

"Sec.  12.  That  the  grantee  shall  commence  the  construction  of  the  dam  and 
accessory  works  within  one  year  from  the  date  of  the  approval  herein  provided, 
and  shall  thereafter,  in  good  faith  and  with  due  diligence,  prosecute  such  con- 
struction, and  shall,  within  the  further  term  of  three  years,  complete  and  put 
in  commercial  operation  such  part  of  the  ultimate  development  as  the  Secretary 
of  War  and  the  Chief  of  Engineers  shall  deem  necessary  to  supply  the  reason- 
able needs  of  the  then  available  market,  and  shall,  from  time  to  time  thereafter. 
construct  such  portion  of  the  balance  of  such  ultimate  development  as  said 
Secretary  of  War  and  Chief  of  Engineers  may  direct  and  within  the  time 
specified  by  said  Secretary  of  War  and  Chief  of  Engineers  so  as  to  supply 
adequately  the  reasonable  market  demands  until  such  ultimate  development 
shall    be    completed;    and    extensions    of    the    periods    herein    specified,    not    to 

i-\i-vr,\  iwo  years,  may  be  granted  by  the  Secretary  of  War.  on  r. mmendation 

Of  the  Chief  of  Engineers,  when,  in  his  judgment,  the  public  interest  will  be 
promoted  thereby.  In  case  the  grantee  shall  not  commence  actual  construction 
within  the  time  herein  prescribed,  or  as  extended  by  the  Secretary  of  War.  then 
the  authority  as  to  such  grantee  shall  terminate,  and  in  case  any  dam  and 
accessory  works  be  not  completed  within  the  time  herein  specified  or  extended 
as  herein  provided,  then  the  Attorney  General,  upon  the  request  of  the  Secretary 
of  War.  shall   institute  proper  proceedings  in  the  proper  district    court   of  the 
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United  States  for  the  revocation  of  said  authority,  the  sale  of  the  works  con- 
structed, and  such  other  equitable  relief  as  the  case  may  demand,  as  provided 
for  in  section  eight  of  this  net. 

"'  Sec.  l.">.  That  the  right  to  alter,  amend,  or  repeal  this  act  is  hereby  expressly 
reserved  as  to  any  and  all  dams  which  may  be  authorized  in  accordance  with 
the  provisions  of  this  act  whenever  Congress  determines  that  the  conditions  of 
consent  have  been  violated.  In  such  cases  the  United  States  shall  incur  no 
liability  for  the  alteration,  amendment,  or  repeal  thereof  to  the  owner  or  owners 
or  any  other  persons  interested  in  such  dam. 

"  Sec.  14.  That  the  Secretary  of  War.  upon  the  advice  and  with  the  approval 
of  the  Chief  of  Engineers,  may  lease  to  any  applicant  having  complied  with  tin- 
laws  of  the  State  in  which  the  dam  is  constructed  or  to  be  constructed  bj  the 
United  States,  the  right  to  develop  power  from  the  surplus  water  over  and  above 
that  required  for  navigation  at  any  navigation  dam  now  or  hereafter  con- 
structed, either  with  or  without  contribution  by  the  applicant,  and  owned  by 
the  United  States,  and  on  such  terms  as  may  be  deemed  by  the  Secretary  of 
War  and  Chief  of  Engineers  for  the  best  interests  of  the  United  States,  and  in 
awarding  such  lease  preference  shall  be  given  to  the  applicant  whose  plans 
are  deemed  by  any  action  of  Congress  or  by  the  Secretary  of  War  and  Chief  of 
Engineers  to  be  best  adapted  to  conserve  and  Utilize  in  the  public  interest  the 
navigation  and  water-power  resources  of  the  region,  and  all  such  leases  and 
the  parties  thereto  and  the  terms  and  conditions  thereof  shall  be  reported 
annually  to  Congress. 

"  Sec.  15.  That  no  works  constructed,  maintained,  and  operated  under  the 
provisions  of  this  act  shall  be  owned,  trusted,  or  controlled  by  any  device  or 
in  any  manner  so  that  they  may  form  a  part  of.  or  in  any  manner  effect,  a 
combination  in  the  form  of  an  unlawful  trust  or  form  the  subject  of  an  unlawful 
contract  or  conspiracy  to  limit  the  output  of  electric  energy  or  in  restraint  of 
the  generation,  sale,  or  distribution  of  electric  energy,  or  the  exercise  of  any 
other  business  contemplated:  Provided,  however.  That  it  shall  be  lawful  under 
the  approval  of  the  Secretary  of  War  for  different  grantees  to  exchange  and 
interchange  currents,  to  assist  one  another  whenever  accessary,  by  supplement- 
ing the  currents  or  power,  and  enable  any  grantee  to  secure  assistance  to  carry 
en  the  business  and  supply  his  customers,  accounting  therefor  and  paying  there- 
for under  regulations  to  be  prescribed  by  the  Secretary  of  War. 

"  In  no  case  shall  such  an  arrangement  be  permitted  to  raise  the  price,  render 
unjust  or  unfair  any  practice,  work,  or  discrimination,  or  operate  in  restraint 
of  trade. 

"Sec.  16.  That  the  word  'persons*  as  used  in  this  act  shall  be  construed  to 
import  both  the  singular  and  the  plural,  as  the  case  demands,  and  shall  include 
corporations,  companies,  and  associations.  The  word  •dam*  as  used  in  this 
act  shall  be  constructed  to  import  both  the  singular  and  plural,  as  the  case 
demands. 

"  Sec  17.  That  all  provisions  in  this  act  contained  fixing  conditions  upon 
which  the  consent  of  Congress  is  granted  for  the  construction  of  dams  shall 
apply  alike  to  all  existing  enterprises  in  operation  or  authorized,  as  well  as  to 
new  projects  to  which  the  consent  of  Congress  may  hereafter  be  granted.  All 
conflicting  provisions  contained  in  any  act  of  Congress  granting  consent  to  the 
construction  of  any  dam  are  hereby  repealed,  and  all  such  previous  authoriza- 
tions are  so  altered,  amended,  and  modified  hereby  as  to  conform  to  all  of  the 
conditions  and  provisions  incorporated  in  this  act." 


Exhibit  3. 

[House  Report  No.  592,  Sixty-third  Congress,  second  session.] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was  referred 
the  bill  (H.  R.  16053)  to  amend  an  act  entitled  "An  act  to  regulate  the  con- 
struction of  dams  across  navigable  waters,"  approved  June  21,  1906,  as  amended 
bv  the  act  approved  June  23,  1910,  having  considered  the  same  report  thereon 
with  a  recommendation  that  it  pass. 

Before  acting  on  the  subject,  as  per  the  bill  herewith  reported,  your  com- 
mittee gave  long,  thorough,  and  patient  attention  to  every  phase  of  the 
subject,  '"considered  all  the  different  views  and  shades  of  opinion  entertained 
and  advanced  by  many  people  who  have  discussed  the  question  from  various 
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angles  and  view  points.     Your  committee  lias  endeavored  to  find  a  true  basis 

or  common  ground  on  which  those  entertaining  various  and  divergent  views 
on  minor  details  might  agree,  in  order  that  Legislation  might  lie  secured  and 
progress  promoted  toward  the  accomplishment  of  the  purposes  of  the  bill. 

It    was    not    the    original    intent    of    those    who    conceived    and     framed    the 
genera]    dam   act   to   deal    with    all    water   power,  nor   all    questions   affecting 
water   powers,  nor  was   it    originally    intended   to  deal    with  questions   affecting 
water-power   sites  on   the  Government  public   lands,   nor   with   projects   pro 
moted  by  the  Government   at   the  expense  of  the  Treasury   tor  the  promotion 
of  navigation  solely,  though  incidentally  providing  in  many  cases  magnificent 
heads  of  water  for  the  generation  of  power  and  hydroelectricity.    There  were 
many    thousaands    of    miles   of    shoally    streams    affording   sufficient    water    to 
maintain    navigation    if  the   water   could   be  controlled,   canalized,   and   thrown 
into  slack-water  pools.    The  cost  of  such  work,  if  undertaken  by  the  Govern- 
ment,   to   promote   navigation   only    would    obviously   he   prohibitive.      No   com- 
merce   was    borne    upon    the    streams    or    the   parts    thereof    to    lie   affected    by 
such  legislation;  they  were  not  in  condition  for  navigation,  yet  the  resources 
of   the  contiguous   country    were   so   abundant   as   to   call   for   transportation 
facilities,  and  those  offered  by  railroads,  if  any  at  all,  were  totally  inadequate. 
Many   communities  needed   light,  fuel,   and  power  for  manufacturing  pur- 
poses and  the  electric   force  and   heat  to  extract   from   the   air   elements  for 
fertilizers   realized    in   the   manufacture   of   calcium   cyanamid   or    atmospheric 
nitrogen.     Many  other  possibilities  of  profitable  commerce  appealed  to  private 
capital  to  develop  power  on   those  shoally   streams.     The  lands  belonged  to 
private  individuals;   they   were  located  in  States  which  could  charter  corpora- 
tions, authorize  development  of  water  power,  tax  them,  and  regulate  their  prac- 
tices and  charges,  but   those  streams  were  all  under  the  jurisdiction  of  the 
United  States  Government  in  so  far  as  the  right  of  navigation  was  concerned. 
The  owners  of  the  land  were  prohibited  by  law  from  obstructing  those  streams 
without  the  consent  of  Congress.     It  was  to  the  interest  of  the  public  to  secure 
navigation,  which  the  Government  could  not,  or  would  not,  furnish  on  account 
of  the  high  costs,  and  the  owners  of  the  property  could  not  develop  the  water 
power   and  promote   navigation  without   the  cousent  of  the  Government,   and 
would  not  do  so  unless  the  consent  of  the  Government  was  granted  on  terms 
sufficiently  attractive  to  invite  capital  to  invest  under  the  hope  of  reasonable 
profit.     So  the  original  legislation  was  framed  to  accomplish  two  objects;  first 
and  primarily  to  promote  navigation  on  streams  which  otherwise  would  never 
be  navigable.     The   navigation   could  be  secured  by   inducing  private   capital 
to  construct  locks  and  dams  in  the  same  manner  under  the  approval  and  direc- 
tion of  the  War  Department  as  they  would  be  constructed  by  the  Government 
if   the  Government  would  do  the  work  at   all ;   and.   secondly,   to  permit  the 
development  of  the  resources  and  the  progress  of  the  industries  of  the  coun- 
tries  through   which   those   streams  ran   by   encouraging  the  development   of 
possible  water  power  on  those  streams.     Possibly  the  smallest  use  to  which 
tin'  water  power  would  be  devoted  would  be  the  generation  and  transmission 
of  hydroelectricity.  hut  even  the  value  of  that  to  the  public  would  be  incal- 
culable.    It  is  in   every   respect  a  successful  competitor  of  all   kinds  of  fuel. 
as  it  affords  heat  for  warmth,  cooking,  and  culinary  purposes,  and  light  more 
cheaply,  more  cleanly,  more  conveniently,  and  more  safely  than  can  be  done 
by  means  of  any  other  element  or  method. 

Certain  patriotic  and  benevolent  persons,  whose  motives  were  no  doubt 
good,  obviously  misunderstood  the  purposes  of  the  general  dam  act.  con- 
founded it  with  the  interests  of  the  General  Government  in  other  respects. 
confused  it  with  propositions  connected  with  the  public  domain,  and  raised 
objections  which  have  retarded  progress  and  perhaps  for  many  years  banished 
capital  from  the  country  which,  if  encouraged  in  accordance  with  the  purposes 
of  the  general  dam  act,  would  have  secured  the  completion  Of  many  projects 
valuable  to  our  people.  In  fact,  a  great  many  of  the  projects  authorized  by 
law  have  entirely  failed  on  account  of  opposition,  misguided  and  ill  grounded 
as  we  believe,  other  projects  on  which  the  investors  have  struggled  against, 
a  rising  tide  of  criticism  and  opposition,  although  in  a  measure  completed, 
have  proven  unprofitable  because  markets  have  not  been  found  for  their  light 
and  power.     In  some  cases  when  the  investors  sought  to  create  a   market  by 

enlarging  their  plants  through  other  developments  they  have  1 n  defeated  in 

the  effort   and  have  thus  failed  to  realize  on  their  investments. 

In  reporting  this  bill  to  amend  the  general  dam  act  we  have  tried  faithfully 
to  protect  ail  the  interests  of  the  Government  in  every  project  for  which  the 
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consent  of  Congress  may  be  granted,  at  the  same  time  imposing  such  fair  and 
moderate  terms  and  conditions  of  the  consent  of  Congress  as  may  induce 
capital  to  relieve  the  Government  of  the  expense  of  promoting  navigation  by 
furnishing  the  capital  and  constructing  the  works  in  the  hope  of  reasonable 
returns  on  investments.  We  conceive  the  prime  consideration  of  the  Govern- 
ment to  be  the  promotion  of  navigation,  and  we  believe  there  are  streams  on 
which  several  thousands  of  miles  of  navigation  can  be  promoted  under  the 
terms  of  this  bill  without  any  expense  to  the  Government.  Next  to  that  our 
care  has  been  to  provide  that  the  public  shall  be  treated  fairly  by  the  grantees, 
and  we  have  provided  therefore  for  prompt  and  certain  as  well  as  just  and 
reasonable  regulation  as  to  rates  and  practices ;  and  to  this  end  it  is  provided 
that  if  any  State  in  which  a  project  is  chartered  fails  to  protect  the  public  by 
such  regulation  the  Secretary  of  War  shall  do  so. 

We  have  not  provided  for  any  specific  tax  upon  the  business  of  the  enterprise. 
If  the  Federal  Government  should  conclude  that  it  is  necessary  to  take  away 
from  the  States  the  matter  of  water  power  as  an  object  of  taxation,  we  con- 
sider that  a  proper  and  safe  way  to  do  that  is  for  the  Ways  and  Means  Com- 
mittee to  report  a  bill  for  levying  a  uniform  excise  tax  upon  all  water  power, 
or  hydroelectric  development,  or  upon  water-power  sites  developed  or  unde- 
veloped. We  have  deemed  that  course  proper  in  order  to  secure  a  bill  that 
will  promise  development,  which  would  be  entirely  prevented  by  adopting  the 
other  course.  We  have  also  provided  against  monopolies  and  combinations,  and 
provided  every  precaution  to  protect  not  only  the  Government  but  the  peopie 
of  the  United  States  in  any  possible  contingency  arising  from  operation  of 
projects  under  this  bill. 

Yielding  to  the  pressure  from  many  directions  we  have  included  in  the 
present  bill  authority  for  the  Secretary  of  War  to  accommodate  communities 
and  derive  some  revenue  for  the  Government  from  projects  constructed  wholly 
at  the  expense  of  the  Government  by  leasing  on  satisfactory  terms,  with 
proper  safeguards,  the  surplus  water  not  needed  for  navigation  at  such  projects. 
For  the  same  reason  we  have  also  included  a  provision  permitting  the  use  of 
public  lands  for  dam  projects  on  terms  to  be  prescribed  by  the  Secretary  of 
War  where  the  structure  proposed  is  to  be  in  a  navigable  stream,  for  be  it 
remembered  that  this  bill  deals  only  with  portions  of  streams  which  are  only 
theoretically  navigable,  but  which  could  be  made  navigable,  as  we  believe,  under 
the  operation  of  the  legislation  proposed. 

Your  committee  has  deemed  it  proper  to  print  the  bill,  for  convenience  of 
examination  and  ready  understanding,  so  marked  and  distinguished  as  to 
show  the  existing  law  brought  forward  and  the  new  law  proposed  by  the 
amendment. 

Your  committee  will  briefly  analyze  and  stale,  as  follows,  the  new  pro- 
visions of  this  bill : 

The  bill  reforms  existing  law  by  collocating  and  paragrahing  all  provisions 
relating  to  particular  parts  of  the  subject  so  that  it  may  be  more  conveniently 
examined  and  understood.  The  changes  in  existing  law  are  substantially  as 
follows : 

Section  2  provides  that  at  the  time  of  original  approval  the  Secretary  of 
War  and  the  Chief  of  Engineers  shall  determine  whether  or  not  they  shall 
require  the  owner,  at  his  expense,  to  construct  a  lock  as  a  part  of  that  original 
project.  If  not  then  required,  Congress  may  direct  afterwards  that  a  lock 
shall  be  installed  at  public  expense,  in  which  case  title  to  land  required  for 
construction  and  power  for  building,  operation,  and  maintenance  may  be  re- 
quired to  be  furnished  by  the  owner  of  the  dam. 

Section  3  changes  existing  law  so  that  the  comprehensive  plan  required  by 
the  Secretary  of  War  and  the  Chief  of  Engineers  shall  consider  the  use  of 
water  for  all  beneficial  purposes  and  that  plan  shall  be  adopted  which  best 
utilizes  the  water  resources  of  the  region. 

Section  4,  paragraph  (b),  changes  existing  law  by  providing  that  the  com- 
pensation required  from  the  owner  of  the  dam  on  account  of  benefits  accruing 
because  of  head-water  improvements,  the  erection  of  reservoirs,  etc.,  shall  be 
collected  to  an  amount  not  exceeding  5  per  cent  per  annum  upon  the  total 
investment  cost  of  such  improvements  to  the  United  States,  in  addition  to  the 
annual  expenses  of  maintenance  of  the  head- water  improvements,  all  of  which 
shall  be  divided  among  all  the  dams  on  the  streams  receiving  benefits  from 
the  increased  flow,  and  shall  be  equitably  apportioned  among  all  the  bene- 
ficiaries. 
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Paragraph  (e)  provides  for  payment  to  the  United  States  for  the  use  of  any 
of  its  lands  or  property  to  an  amount  not  exceeding  5  per  cenl  of  the  value  of 
the  lands,  as  may  Ik  fixed  by  the  Secretary  of  War  and  the  Chief  of  Engineers. 
Tn  fixing  such  charges  there  shall  be  considered  the  benefits  to  the  Interests 
of  navigation  as  well  as  to  The  business  of  the  owners  of  the  project. 

Paragraph  (d)  changes  existing  laws  by  providing  that  the  United  states 
may  exact  security  for  payment  of  such  sums  as  may  be  required  to  restore 
the  condition  of  the  stream  as  to  navigability  as  existed  at  the  time  of  the 
approval  of  dam  proposed,  but  that  as  a  basis  for  action  the  Secretary  of 
War  and  the  Chief  of  Engineers  must  determine  that  navigation  is  injured  by 
reason  of  the  construction  and  operation  of  the  dam. 

Section  5  changes  existing  Law  in  providing  that  in  the  use  of  the  naviga- 
tion facilities  afforded  by  the  construction  of  any  dam  the  interests  of  naviga- 
tion shall  be  paramount  to  the  use  of  the  dam  for  power. 

Section  7  changes  existing  law  in  limiting  the  fine  allowed  to  be  imposed 
to  exceed  $1,000;  and  if  the  unlawful  maintenance  and  operation  shall  be 
such  as  to  require  a  revocation,  the  court  shall  so  provide  in  its  decree  and 
may  determine  the  sale  of  the  dam  and  its  appurtenances  to  persons  who 
must  then  operate  it  under  the  provisions  of  this  act. 

Section  8  is  a  new  paragraph  and  provides  that  no  dam  constructed  under 
this  act  shall  be  assigned  or  transferred  except  upon  the  written  consent  of 
the  Secretary  of  War  unless  by  a  trust  deed  or  a  mortgage  tor  financing  the 
business,  but  that  any  successor  or  assignee,  through  foreclosure  of  such 
security,  must  hold  the  property  subjecl   to  all  the  provisions  of  this  act. 

Section  '.)  changes  existing  law  in  providing  that  after  the  expiration  of  the 
term  of  50  years  that  such  term  shall  continue  until  compensation  shall  be 
paid  to  the  owner  for  the  fair  value  of  his  property. 

Section  10  is  new  and  provides  that  after  the  expiration  of  the  term  of  50 
years  the  Secretary  of  War  may  terminate  all  rights  by  giving  the  owner  one 
year's  notice  in  writing  and  by  taking  wer  the  property  by  the  United  States 
or  by  any  person  authorized  by  Congress.  In  taking  over  the  property  the 
United  States  or  any  person  authorized  by  Congress  must  pay  the  fair  value 
of  the  property,  including:  the  costs  of  the  works  required  by  the  United 
Slates,  and  must  assume  the  contracts  for  service  entered  into  prior  to  the 
receipt  of  notice  of  termination,  which  shall  have  the  approval  of  the  duly 
constituted  public  authorities  having  jurisdiction  of  public  utilities  in  that 
territory,  provided  that  these  contracts  were  entered  into  in  good  faith  and 
al  a  reasonable  rate.  The  fair  value  of  the  property  and  the  reasonableness 
and  good  faith  of  the  contracts  shall  be  determined  by  an  agreement  between 
the  Secretary  of  War  and  the  owners  of  the  property,  and  in  the  event  of 
disagreement  by  proceedings  in  the  district  court  of  the  United  States  having. 
jurisdiction.  In  determining  the  value  of  the  property  no  value  shall  be 
allowed  for  the  consent  of  Congress  granted  according  to  this  ad  nor  for 
good  will,  profit  in  [lending  contracts,  nor  other  conditions  of  current  or  pros- 
pective business. 

Section  11  is  a  new  section  and  provides  that  all  rates  for  public  service  shall 
he  just  and  reasonable  and  that  discriminatory  practices  shall  not  be  allowed. 
The  bill  provides  that  every  rate  and  practice  must  be  just  and  reasonable  and 
every  unjust  or  discriminatory  charge  is  declared  to  be  illegal.  Whenever  the 
Secretary  of  War  shall  be  of  the  opinion  that  the  rates  or  services  are  unjust. 
upon  complaint  and  hearing',  he  is  authorized  to  prescribe  maximum  rates  and 
Charges,  and  in  case  of  the  violation  of  the  order  of  the  Secretary  of  War  the 
provisions  as  to  forfeiture  apply.  For  the  purpose  id'  rate  making  the  value  of 
the  property  may  be  considered  in  connection  with  the  requirements  for  the 
expenditures  required  by  the  authorities  of  the  United  States.  The  Secretary 
id'  War  is  further  authorized  to  fix  these  same  conditions  as  part  of  his  approval 
of  the  plans  of  any  other  project.  This  section  provides  that  when  any  State 
in  which  a  project  is  situated  provides  adequate  regulation  as  to  rates,  charges, 
and  service,  and  whenever  such  shall  be  established  to  the  satisfaction  of  the 
Secretary  of  War.  then  the  provisions  of  this  section  shall  not  apply.  Any 
Stale  may  control  the  subject  if  it  will  only  do  its  duty.  If  it  fails  to  regulate, 
the  Secretary  of  War  will  regulate. 

Section  12  provides  that  the  grantee  shall  commence  the  construction  of  the 
dam  and  accessory  works  within  one  year  from  the  date  of  the  approval  of  his 
plans  and  shall,  within  a  further  period  of  three  years,  complete  and  put  info 
commercial  operation  such  part  of  the  development  as  the  Secretary  of  War  and 
the  Chief  of  Engineers  shall  deem  necessary  to  supply  the  available  market. 
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If  the  dam  anil  accessory  works  can  not  bo  completed  within  the  further  period 
of  three  years,  the  Secretary  of  War  and  the  Chief  of  Engineers  may.  if  the 
public  interests  will  he  promoted  thereby,  grant  a  further  extension  not  exceed- 
ing two  years:  but  as  t<>  the  ultimate  development  for  the  service  of  the  public, 
aside  from  the  dam  and  accessory  works,  the  Secretary  of  War  ami  the  Chief  of 
Engineers  may  regulate  such  ultimate  development  and  require  facilities  in- 
stalled within  such  time  as  they  may  prescribe,  and  the  orders  of  the  Secretary 
of  War  and  the  Chief  of  Engineers  shall  he  complied  with  in  the  time  specified 
therein  until  such  ultimate  development  shall  he  completed. 

Section  13  provides  that  the  right  to  alter,  amend,  or  repeal  is  reserved 
whenever  Congress  determines  the  conditions  of  consent  have  been  violated. 

Section  14  is  a  new  section  authorizing  the  Secretary  of  War,  with  the 
approval  of  the  Chief  of  Engineers,  to  lease  to  any  applicant  who  has  complied 
with  the  laws  of  the  State  in  which  the  dam  may  be  located  any  surplus  power 
developed  by  a  dam  that  is  constructed  or  owned  by  the  United  States  for  the 
purposes  of  navigation.  In  making  these  leasis  preference  shall  be  given  to  the 
applicant  whose  plan  is  approved  by  any  act  of  Congress  or  by  the  Secretary  of 
War  and  Chief  of  Engineers  as  best  adapted  to  the  interest  of  navigation  or  to 
conserve  the  water-power  resources  of  the  region.  All  such  leases  and  the 
parties  thereto  and  the  terms  and  conditions  thereof  shall  lie  reported  annually 
to  ( Jongress. 

Section  15  is  new  and  prohibits  any  dam  constructed  under  this  act  becoming 
a  part  of  any  trust  or  combination  or  entering  into  any  contract  to  limit  the 
output  or  distribution  of  electric  power,  but  provides  that  current  and  power 
may  be  interchanged  with  other  power  companies  so  as  to  facilitate  the  giving 
of  efficient  service',  such  interchange  to  be  made  under  rules  and  regulations 
to  be  prescribed  by  the  Secretary  of  War. 

Section  17  provides  that  all  requirements  of  this  act  shall  apply  to  dams 
already  constructed  and  in  operation. 


Exhibit  4. 

[H.  R.   16053,  Sixty-third  Congress,  second  session.] 

A  BILL  To  amend  an  act  entitled  "An  act  to  regulate  the  construction  of  dams  across 
navigable  water."  approved  June  twenty-first,  nineteen  hundred  and  six,  as  amended 
by  the  act  approved  June  twenty-third,  nineteen  hundred  and  ten. 

Be  it  enacted  by  the  Senate  <m<i  House  of  Representatives  of  the  lulled 
States  of  America  in  Congress  assembled,  That  the  act  entitled  "An  act  to  regu- 
late the  construction  of  dams  across  navigable  waters,"  approved  June  twenty- 
third,  nineteen  hundred  and  ten.  be.  and  the  same  is  hereby,  amended  to  read 
as  follows : 

"  Section  1.  That  when  consent  has  been  or  may  hereafter  be  granted  by 
Congress,  either  directly  or  indirectly,  through  any  duly  authorized  official  or 
officials  of  the  United  States,  to  any  person  to  construct  and  maintain  a  dam 
for  water  power  or  other  purpose  across  or  in  any  of  the  navigable  waters  of 
the  United  States,  such  dam  shall  not  be  built  or  commenced  until  the  plans 
and  specifications  for  such  dam  and  all  accessory  works,  together  with  such 
drawings  of  the  proposed  construction  and  such  map  of  the  proposed  location 
as  may  be  required  for  a  full  understanding  of  the  subject,  have  been  submitted 
to  the  Secretary  of  War  and  the  Chief  of  Engineers  for  their  approval,  nor 
until  they  shall  "nave  approved  such  plans  and  specifications  and  the  location 
of  such  dam  and  accessory  works;  and  after  such  approval  it  shall  not  be 
lawful  to  deviate  from  such  plans  or  specifications  either  before  or  after  com- 
pletion of  the  structure  unless  the  modification  of  such  plans  or  specifications 
has  previously  been  submitted  to  and  received  the  approval  of  the  Chief  of 
Engineers  ami  of  the  Secretary  of  War. 

"Sec.  2.  That  as  a  part  of  such  approval  such  conditions  and  stipulations 
may  be  imposed  as  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem 
necessary  to  protect  the  present  and  future  interests  of  the  United  States,  which 
may  inciude  the  condition  that  the  persons  constructing  or  maintaining  such 
dam  shall  construct,  maintain,  and  operate  in  connection  therewith,  without 
expense  to  the  United  States,  a  lock  or  locks,  booms,  sluices,  or  any  other  struc- 
ture or  structures  which  the  Secretary  of  War  and  the  Chief  of  Engineers  or 
Congress  then  may  deem  necessary  in  the  interests  of  navigation,  in  accordance 
with  plans  made  a  part  of  such  approval;  and  also  that  in  case  such  facilities 
of  navigation  shall  not  be  made  a  part  of  such  original  approval  and  construe- 
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tion,  whenever  Congress  shall  deem  such  facilities  necessary,  the  persons  own- 
ing such  dam  shall  convey  to  the  United  Slates,  free  of  COSt,  title  to  such  laud 
as  may  he  required  for  such  constructions  and  approaches  and  shall  granl  to 
the  United  States  tree  water  power  or  power  generated  from  water  power  for 
building  and  operating  such  constructions,  and  in  such  original  approval,  at  the 
discretion  of  the  Secretary  of  War  and  Chief  of  Engineers,  may  he  required  to 
maintain  and  operate  such  lock  without  expense  to  the  United   Stales. 

"SEC.  ."I.  Thai  as  a  part  of  said  approval  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  require  that  the  plans,  specifications,  and  location  for  any 
dam  shall  he  such  as  shall  be  best  adapted  to  a  comprehensive  plan  for  the  im- 
provement of  the  waterway  in  question  for  the  uses  of  navigation  and  for  the 
full  development  of  its  water  power  and  for  other  beneficial  purposes,  and  host 
adapted  to  conserve  and  utilize,  in  the  interests  of  navigation  and  water-power 
development,  the  water  resources  of  the  region. 

"  Sec.  4.  That  as  a  part  of  the  conditions  and  stipulations  such  approval  shall 
provide — 

"(at  For  reimbursement  to  the  United  States  of  all  expenses  incurred  by  the 
United  States  with  reference  to  the  project,  including  the  cost  of  any  investiga- 
tion necessary  for  the  approval  of  the  plans  as  heretofore  provided,  and  for  such 
supervision  of  construction  as  may  he  necessary  in  the  interest  of  the  United 
States. 

"(hi  For  the  payment  to  the  United  States  of  reasonable  charges  for  the 
benefits  which  may  accrue  to  such  project  through  the  construction,  operation, 
and  maintenance  by  the  United  States  of  headwater  improvements,  including 
storage  reservoirs,  on  any  such  stream,  such  charges  to  be  fixed  from  time  to 
time  by  the  Secretary  of  War  and  Chief  of  Engineers  and  to  he  based  upon  a 
reasonable  compensation  equitably  apportioned  among  the  grantee  and  others 
similarly  situated  upon  the  same  stream  receiving  benefits  by  reason  of  in- 
crease of  flow  past  their  water-power  structures  artificially  caused  by  such 
headwater  improvements,  the  total  charges  to  all  such  beneficiaries  from  any 
such  headwater  improvement  not  to  exceed  in  any  one  year  an  amount  equal 
to  five  per  centum  of  the  total  investment  cost,  in  addition  to  the  necessary 
annual  expense  of  the  operation  of  such  headwater  improvement. 

"(c)  That  in  the  construction,  maintenance,  and  operation  of  such  dam  and 
accessory  works  there  may  be  occupied  and  used  such  lands  of  the  United 
States  as  may  be  necessary  therefor,  and  in  consideration  thereof  the  owner 
of  such  dam  shall  pay  to  the  United  States  such  charges  not  to  exceed  an 
annual  payment  of  five  per  centum  of  the  fair  value  of  such  lands,  as  may  be 
fixed  by  the  Secretary  of  War  and  Chief  of  Engineers,  and  in  fixing  such 
charges  consideration  shall  be  taken  of  the  benefits  accruing  thereby  to  the 
interests  of  navigation  as  well  as  to  the  business  of  such  grantee. 

"(d)  For  the  payment  or  securing  the  payment  to  the  United  States  of  such 
sums  and  in  such  manner  as  the  Secretary  of  War  and  the  Chief  of  Engineers 
may  deem  reasonable  and  just  substantially  to  restore  conditions  upon  such 
stream  as  to  navigability  as  existing  at  the  time  of  such  approval,  whenever 
the  Secretary  of  War  and  the  Chief  of  Engineers  shall  determine  that  naviga- 
tion would  be  injured  by  reason  of  the  construction,  maintenance,  and  operation 
of  such  dam  and  its  accessory  works. 

"  Sec.  5.  That  the  operation  of  navigation  facilities  which  shall  be  constructed 
as  a  part  of  or  in  connection  with  any  such  dam,  whether  at  the  expense  of 
such  grantee  or  of  the  United  States,  shall  at  all  times  be  subject  to  such  reason- 
able rules  and  regulations  in  the  interest  of  navigation,  including  the  control 
of  the  level  of  the  pool  caused  by  any  such  dam,  as  shall  be  made  by  the  Secre- 
tary of  War  and  Chief  of  Engineers,  and  in  the  use  and  operation  of  such  navi- 
gation facilities  the  interest  of  navigation  shall  be  paramount  to  the  uses  of  such 
dam  by  such  grantee  for  power  purposes.  Such  rules  and  regulations  may  in- 
clude the  maintenance  and  operation  by  such  grantee,  at  its  own  expense,  of 
such  lights  and  other  signals  as  may  he  directed  by  the  Secretary  of  War  and 
Chief  of  Engineers  and  such  fishways  as  shall  he  prescrihed  by  the  Secretary  of 
Commerce,  and  for  failure  to  comply  with  any  such  rule  or  regulation  such 
grantee  shall  he  deemed  guilty  of  a  misdemeanor,  and  upon  conviction  thereof 
shall  he  subject  to  a  fine  of  not  less  than  $500  for  each  month's  default,  in  addi- 
tion to  other  penalties  herein  prescribed  or  provided  by  law. 

"  Sec  6.  That  the  persons  constructing,  maintaining,  or  operating  any  dam  or 
appurtenant  or  accessory  works,  in  accordance  with  the  provisions  of  this  act, 
shall  be  liable  for  any  damage  that  may  be  inflicted  thereby  upon  private  prop- 
erty, either  by  overflow  or  otherwise. 
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"  Sec.  7.  That  any  grantee  who  shall  fail  or  refuse  to  comply  with  the  lawful 
order  of  the  Secretary  of  War,  made  in  accordance  with  the  provisions  of  this 
act,  shall  be  deemed  guilty  of  a  misdemeanor,  and  on  conviction  thereof  shall 
be  punished  by  a  fine  not  exceeding  $1,000,  and  every  month  such  grantee 
shall  remain  in  default  shall  be  deemed  a  new  offense  and  subject  such  grantee 
t<>  additional  penalties  therefor;  and  in  addition  to  said  penalties  the  Attorney 
General  may,  on  request  of  the  Secretary  of  War,  institute  proper  proceedings 
in  the  district  court  of  the  United  States  in  the  district  in  which  such  structure 
or  any  of  its  accessory  works  may,  in  whole  or  in  part,  exist,  for  the  purpose  of 
having  such  violation  stopped  by  injunction,  mandamus,  or  other  process;  and 
any  such  district  court  shall  have  jurisdiction  over  all  such  proceedings  and 
shall  have  the  power  to  make  and  enforce  all  writs,  orders,  and  decrees  neces- 
sary to  compel  the  compliance  with  the  requirements  of  this  act  and  the  lawful 
orders  of  the  Secretary  of  War  and  the  performance  of  any  condition  or  stipu- 
lation imposed  under  the  provisions  of  this  act;  and  if  the  unlawful  mainte- 
nance and  operation  are  shown  to  be  such  as  shall  require  a  revocation  of  all 
rights  and  privileges  held  under  authority  of  this  act.  the  court  may  decree  such 
revocation.  In  case  of  such  a  decree,  the  court  may  wind  up  the  business  of 
such  grantee  conducted  under  the  rights  in  question,  and  may  decree  the  sale 
of  the  dam  and  all  appurtenant  property  constructed  or  acquired  under  author- 
ity of  this  act,  and  may  declare  such  dam  and  accessory  works  to  be  an  unrea- 
sonable obstruction  to  navigation  and  cause  their  removal  at  the  expense  of  the 
grantee  owning  or  controlling  the  same,  except  when  the  Tinted  States  has 
been  previously  reimbursed  for  such  removal,  or  may  provide  for  the  sale  of 
the  dam  and  all  accessory  and  appurtenanl  works  constructed  under  authority 
of  this  act  for  the  further  development  of  water  power,  and  may  make  and 
enforce  such  other  and  further  orders  and  decrees  as  equity  demands;  and  in 
case  of  such  a  sale  for  the  further  development  of  water  power  the  vendee 
Shall  take  the  rights  and  privileges  and  shall  perform  the  duties  which  he- 
longed  to  the  previous  grantee,  and  shall  assume  such  outstanding  obligations 
and  liabilities  arising  out  of  the  maintenance  and  operation  of  said  dam  and 
accessory  works  for  power  purposes  as  the  court  may  deem  equitable  in  the 
premises. 

"Sec.  8.  That  no  property  or  project  installed  and  operated  under  the  pro- 
visions or  benefits  of  this  act  shall  be  assigned  or  transferred  except  upon  the 
written  consent  of  the  Secretary  of  War,  except  by  trust  deed  or  mortgage 
issued  for  the  purpose  of  financing  the  business  of  such  owner,  and  any  suc- 
cessor or  assign  of  such  property  or  project,  whether  by  voluntary  transfer, 
judicial  sale,  or  foreclosure  sale  or  otherwise,  shall  lie  subject  to  all  the  condi- 
tions of  the  approval  under  which  such  rights  are  held,  and  also  subject  to  all 
the  provisions  and  conditions  of  this  act  to  the  same  extent  as  though  such 
successor  or  assign  were  the  original  owner  hereunder  . 

"  Sec.  9.  That  the  rights  herein  granted  shall  continue  for  a  period  of  fifty 
years  from  and  after  the  date  of  the  completion  of  the  structure  described  in 
the  original  approval,  and  after  the  expiration  of  said  fifty  years  such  rights 
shall  continue  until  compensation  has  been  made  to  said  grantee  for  the  fair 
value  of  its  property,  as  hereinafter  provided. 

"  Sec  10.  That  at  any  time  after  the  expiration  of  said  fifty  years  the  Secre- 
tary may  terminate  the  rights  hereby  granted  upon  giving  to  the  owners  thereof 
one  year's  notice  in  writing  of  such  termination,  and  upon  the  taking  over  by 
the  United  States,  or  by  any  person  authorized  by  Congress,  of  all  of  the  prop- 
erty dependent  in  whole  or  in  part  for  its  usefulness  upon  the  rights  hereby 
.granted,  which  shall  include  all  necessary  and  appurtenant  property  created 
or  acquired  and  valuable  or  serviceable  in  the  distribution  of  water,  or  in  the 
generation,  transmission,  and  distribution  of  power,  and  all  other  property  the 
value  and  usefulness  of  which  would  be  destroyed  or  seriously  impaired  by  such 
termination,  and  upon  paying  the  fair  value  of  said  property  together  with  the 
cost  to  the  grantee  of  the  lock  or  locks  or  other  aids  to  navigation  and  all  other 
capital  expenditures  required  by  the  United  States  and  assuming  all  contracts 
entered  into  prior  to  the  receipt  by  it  of  said  notice  of  termination  which  have 
the  approval  of  the  duly  constituted  public  authority  having  jurisdiction  thereof, 
or  which  were  entered  into  in  good  faith  and  at  a  reasonable  rate,  in  view  of 
all  the  circumstances  existing  at  the  time  such  contracts  were  made.  The  fail- 
value  of  said  property  and  the  reasonableness  and  good  faith  of  such  contracts 
shall  be  determined  by  agreement  between  the  Secretary  of  War  and  the  owners 
of  such  property,  and  in  the  event  of  their  failure  to  agree,  then  by  the  pro- 
ceedings instituted  by  the  United  States,  or  by  any  person  authorized  by  Con- 
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gress,  in  the  districl  court  of  the  United  Slates  within  which  any  portion  of 
such  dam  may  be  located.  In  the  determination  of  the  value  of  said  property 
upon  the  termination  of  said  grant  as  above  provided  no  value  shall  be  claimed 
by  or  allowed  for  the  consent  hereby  granted,  nor  for  good  will,  protil  in  pend- 
ing contracts,  UOr  Other  conditions  of  current  or  prospective  business. 

"Sec.  11.  That  in  all  cases  where  the  electric  current  generated  from  or  by 
any  of  the  projects  provided  for  in  this  act  shad  enter  into  interstate  or  foreign 
commerce,  the  rates,  charges,  and  service  for  the  same  to  the  consumers  thereof 
shall  be  jusl  and  reasonable,  and  every  unjust  and  unreasonable  and  unduly  dis- 
criminatory charge,  rate,  or  service  therefor  is  herebj  prohibited  and  declared 
to  be  illegal;  and  whenever  the  Secretary  of  War  shall  be  of  the  opinion  that 
the  rates  or  charges  demanded  or  collected  on  the  service  rendered  for  such 
electric  current  are  unjust,  unreasonable,  or  unduly  discriminatory,  upon  cum 
plaint  made  therefor  and  full  hearing  tliereon  the  Secretary  of  War  is  hereby 
authorized  and  empowered  to  determine  and  prescribe  what  shall  be  the  just 
and  reasonable  rates  and  charges  therefor  to  be  observed  as  the  maximum  to 
be  charged  and  the  service  to  be  rendered;  and  in  case  of  the  violation  of  any 
such  order  of  the  Secretary  of  War  the  provisions  of  this  act  relative  to  for- 
feiture and  failure  to  comply  shall  apply.  That  in  the  valuation  for  rate- 
making  purposes  of  the  property  existing  under  said  approval  of  the  project 
there  may  be  considered  any  lock  or  locks,  or  other  aids  to  navigation,  and  all 
other  capital  expenditures  required  by  the  United  States. 

"The  Secretary  of  War  is  further  authorized  and  directed  to  include  among 
the  conditions  for  his  approval  of  any  plans  or  any  project  herein  provided,  as 
an  express  condition  thereof,  a  clause  reserving  to  the  Secretary  of  War  the 
same  rights,  powers,  and  duties  set  forth  in  this  section,  together  with  the  same 
penalty  for  violation  thereof:  Provided,  That  whenever  the  State  in  which 
such  current  shall  be  used  shall  have  provided  by  law  adequate  regulation  fol- 
iates, charges,  and  service  to  the  consumers  for  such  electric  current  and  such 
regulation  shall  not  be  unduly  discriminatory  or  unjust  against  the  service  or 
charges  in  any  other  State  arising  from  the  use  of  the  power  from  the  same 
project,  and  such  facts  shall  be  established  to  the  satisfaction  of  the  Secretary 
of  War.  then  in  such  case  the  provisions  of  this  section  shall  not  apply  to  the 
rates,  charges,  and  service  in  and  for  such  State. 

"  Sec.  1l!.  That  the  grantee  shall  commence  the  construction  of  the  dam  and 
accessory  work  within  one  year  from  the  date  of  the  approval  herein  provided, 
and  shall  thereafter,  in  good  faith  and  with  due  diligence,  prosecute  such  con- 
struction, and  shall,  within  the  further  term  of  three  years,  complete  and  put 
in  commercial  operation  such  part  of  the  ultimate  development  as  the  Secretary 
of  War  and  the  Chief  of  Engineers  shall  deem  necessary  to  supply  the  reason- 
able needs  of  the  then  available  market,  and  shall,  from  time  to  time  thereafter, 
construct  such  portion  of  the  balance  of  such  ultimate  development  as  said 
Secretary  of  War  and  Chief  of  Engineers  may  direct  and  within  the  time 
specified  by  said  Secretary  of  War  and  Chief  of  Engineers  so  as  to  supply 
adequately  the  reasonable  market  demands  until  such  ultimate  development 
shall  be  completed  ;  and  extensions  of  the  periods  herein  specified,  not  to  exceed 
two  years,  may  be  granted  by  the  Secretary  of  War,  on  recommendation  of  the 
Chief  of  Engineers,  when  in  bis  judgment  the  public  interest  will  be  promoted 
thereby.  In  case  the  grantee  shall  not  commence  actual  construction  within 
the  time  herein  prescribed,  or  as  extended  by  the  Secretary  of  War,  then  the 
authority  as  to  such  grantee  shall  terminate,  and  in  case  any  dam  and  accessory 
works  be  not  completed  within  the  time  herein  specified  or  extended  as  herein 
provided,  then  the  Attorney  General,  upon  the  request  of  the  Secretary  of  AVar, 
shall  institute  proper  proceedings  in  the  proper  district  court  of  the  United 
States  for  the  revocation  of  said  authority,  the  sale  of  the  works  constructed, 
and  such  other  equitable  relief  as  the  case  may  demand,  as  provided  for  in 
section  eight  of  this  act. 

"Sec.  13.  That  the  right  to  alter,  amend,  or  repeal  this  act  is  hereby  ex- 
pressly reserved  as  to  any  and  all  dams  which  may  be  authorized  in  accordance 
with  the  provisions  of  this  act  whenever  Congress  determines  that  the  con 
ditions  of  consent  have  been  violated.  In  such  case  the  United  Slates  shall 
incur  no  liability  for  the  alteration,  amendment,  or  repeal  thereof  to  the  owner 
or  owners  or  any  other  p<  rsons  interested  in  such  dam. 

"  Sec.  14.  That  the  Secretary  of  War,  upon  the  advice  and  with  the  approval 
of  the  Chief  of  Engineers,  may  lease  to  any  applicant  having  complied  with  the 
laws  of  the  State  in  which  the  dam  is  constructed  or  to  be  constructed  by  the 
Tinted   States,  the  right  to  develop  power  from   the  surplus  water  over  and 
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above  that  required  for  navigation  at  any  navigation  dam  now  or  hereafter 
constructed,  either  with  or  without  contribution  by  the  applicant,  and  owned  by 
the  United  States,  and  on  such  terms  as  may  be  deemed  by  the  Secretary  of  War 
and  Chief  of  Engineers  for  the  best  interests  of  the  United  States,  and  in 
awarding  such  lease  preference  shall  be  given  to  the  applicant  whose  plans  are 
deemed  by  any  action  of  Congress  or  by  the  Secretary  of  War  and  <  'hief  of 
Engineers  to  be  best  adapted  to  conserve  and  utilize  in  the  public  interest  the 
navigation  and  water-power  resources  of  the  region,  and  all  such  leases  and 
the  parties  thereto  and  the  terms  and  conditions  thereof  shall  be  reported 
annually  to  Congress. 

"Sec.  15.  That  no  works  constructed,  maintained,  and  operated  under  the 
provisions  of  this  act  shall  be  owned,  trusteed,  or  controlled  by  any  device  or  in 
any  manner  so  that  they  may  form  a  part  of,  or  in  any  manner  effect,  a  com- 
bination in  the  form  of  an  unlawful  trust  or  form  the  subject  of  an  unlawful 
contract  or  conspiracy  to  limit  the  output  of  electric  energy  or  in  restraint  of 
the  generation,  sale,  or  distribution  of  electric  energy,  or  the  exercise  of  any 
other  business  contemplated:  Provided,  however,  That  it  shall  he  lawful  under 
the  approval  of  the  Secretary  of  War  for  different  grantees  to  exchange  and 
interchange  currents,  to  assist  one  another  whenever  necessary,  by  supplement- 
ing the  currents  or  power,  and  enable  any  grantee  to  secure  assistance  to  carry 
on  the  business  and  supply  Ins  customers,  accounting  therefor  and  paying 
therefor  under  regulations  to  be  prescribed  by  the  Secretary  of  War. 

"  In  no  case  shall  such  an  arrangement  be  permitted  to  raise  the  price,  render 
unjust  or  unfair  any  practice,  work,  or  discrimination,  or  operate  in  restraint 
of  trade. 

"Sec.  16.  That  the  word  'persons'  as  used  in  this  act  shall  be  construed  to 
import  both  the  singular  and  the  plural,  as  the  case  demands,  and  shall  include 
corporations,  companies,  and  associations.  The  word  'darn'  as  used  in  this 
act  shall  be  construed  to  import  both  the  singular  and  plural,  as  the  case 
demands. 

"  Sec.  IT.  That  all  provisions  in  this  act  contained  fixing  conditions  upon 
which  the  consent  of  Congress  is  granted  for  the  construction  of  dams  shall 
apply  alike  to  all  existing  enterprises  in  operation  or  authorized,  as  well  as  to 
new  projects  to  which  the  consent  of  Congress  may  hereafter  be  granted.  All 
conflicting  provisions  contained  in  any  act  of  Congress  granting  consent  to  the 
construction  of  any  dam  are  hereby  repealed,  and  all  such  previous  authoriza- 
tions are  so  altered,  amended,  and  modified  hereby  as  to  conform  to  all  of  the 
conditions  and  provisions  incorporated  in  this  act." 


Exhibit  5. 

III.  K.  :J>.  Sixty-fourth  Congress,   first  session.] 

A  BILL  To  amend  an  act  entitled  "An  act  to  regulate  the  construction  of  dams  across 
navigable  waters,"  approved  June  twenty-first,  nineteen  hundred  and  six,  as  amended 
by  the  act  approved  June  twenty-third,  nineteen  hundred  and  ten. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United, 
States  of  America  in  Congress  assembled,  That  the  act  entitled  "An  act  to  regu- 
late the  construction  of  dams  across  navigable  waters."  approved  June  twenty- 
third,  nineteen  hundred  and  ten,  be,  and  the  same  is  hereby,  amended  to  read 
as  follows: 

"Section  1.  That  when  consent  has  been  or  may  hereafter  be  granted  by 
Congress,  either  directly  or  indirectly  through  any  duly  authorized  official  or 
officials  of  the  United  States,  to  any  persons  to  construct  and  maintain  a  dam 
for  water  power  or  other  purposes  across  or  in  any  of  the  navigable  waters  of 
the  United  States,  and  the  consent  of  Congress  is  hereby  granted  to  any  person, 
natural  or  artificial,  who  may  hereafter  be  authorized  by  the  laws  of  the 
State  in  which  it  is  proposed  to  construct  a  dam  in  any  navigable  stream, 
such  dam  shall  not  be  built  or  commenced  until  the  plans  and  specifications 
for  such  dam  and  all  accessory  works,  together  with  such  drawings  of  the 
proposed  construction  and  such  map  of  the  proposed  location  as  may  be  re- 
quired for  a  full  understanding  of  the  subject,  have  been  submitted  to  the 
Secretary  of  War  and  the  Chief  of  Engineers  for  their  approval,  nor  until  they 
shall  have  approved  such  plans  and  specifications  and  the  location  of  such  dam 
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and  accessory  works ;  and  after  such  approval  it  shall  not  be  lawful  to  deviate 
from  such  plans  or  specifications  either  before  or  after  completion  of  the 
structure  unless  the  modification  of  such  plans  or  specifications  has  previously 
been  submitted  to  and  received  the  approval  of  the  Chief  of  Engineers  and  of 
the  Secretary  of  War. 

"  Sec.  2.  That  as  a  part  of  such  approval  such  conditions  and  stipulations 
may  be  imposed  as  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem 
necessary  to  protect  the  present  and  future  interests  of  the  United  States, 
which  may  include  the  condition  that  the  persons  constructing  or  maintaining 
such  dam  shall  construct,  maintain,  and  operate  in  connection  therewith,  with- 
out expense  to  the  United  States,  a  lock  or  locks,  booms,  sluices,  or  any  other 
structure  or  structures  which  the  Secretary  of  War  and  the  Chief  of  Engineers 
or  Congress  then  may  deem  necessary  in  the  interests  of  navigation,  in  ac- 
cordance with  plans  made  a  part  of  such  approval;  and  also  that  in  case  such 
facilities  of  navigation  shall  not  be  made  a  part  of  such  original  approval  and 
construction,  whenever  Congress  shall  deem  such  facilities  necessary,  the  per- 
sons owning  such  dam  shall  convey  to  the  United  Slates,  free  of  cost,  title  to 
such  land  as  may  be  required  for  such  constructions  and  approaches,  and  shall 
grant  to  the  United  States  free  water  power  or  power  generated  from  water 
power  for  building  and  operating  such  constructions;  and  in  such  original 
approval,  at  the  discretion  of  the  Secretary  of  War  and  Chief  of  Engineers, 
may  be  required  to  maintain  and  operate  such  lock  without  expense  to  the 
United  States;  and  in  case  of  conflict  between  different  sets  of  plans  and  speci- 
fications the  Secretary  of  War  and  the  Chief  of  Engineers  shall  approve  the 
plan  and  specifications  best  adopted  to  serve  the  public  interests  and  utilize 
and  promote  navigation  and  the  water  power  and  hydroelectric  interests  of 
the  region. 

"  Sec.  3.  That  as  a  part  of  said  approval  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  require  that  the  plans,  specifications,  and  location  for  any 
dam  shall  be  such  as  shall  be  best  adapted  to  a  comprehensive  plan  for  the 
improvement  of  the  waterway  in  question  for  the  uses  of  navigation  and 
for  the  full  development  of  its  water  power  and  for  other  beneficial  public 
purposes,  and  best  adapted  to  conserve  and  utilize,  in  the  interests  of  navigation 
and  waterpower  development,  the  water  resources  of  the  region. 

"  Sec.  4.  That  as  a  part  of  the  conditions  and  stipulations  such  approval 
shall  provide — 

"(a)  For  reimbursement  to  the  United  States  of  all  expenses  incurred  by  the 
United  States  with  reference  to  the  project,  including  the  cost  of  any  investi- 
gation necessary  for  the  approval  of  the  plans  as  heretofore  provided,  and  for 
such  supervision  of  construction  as  may  be  necessary  in  the  interest  of  the 
United  States. 

"(b)  For  the  payment  to  the  United  States  of  reasonable  charges  for  the 
henefits  which  may  accrue  to  such  project  through  the  construction,  operation, 
and  maintenance  by  the  United  States  of  headwater  improvements,  including 
-storage  reservoirs,  on  any  such,  stream,  such  charges  to  be  fixed  from  time  to 
time  by  the  Secretary  of  War  and  Chief  of  Engineers  and  to  be  based  upon 
a  reasonable  compensation  equitably  apportioned  among  the  grantee  and  others 
similarly  situated  upon  the  same  stream  receiving  benefits  by  reason  of  in- 
crease of  flow  past  their  water-power  structures  artificially  caused  by  such 
headwater  improvements,  the  total  charges  to  all  such  beneficiaries  from 
any  such  headwater  improvement  not  to  exceed  in  any  one  year  an  amount 
equal  to  five  per  centum  of  the  total  investment  cost,  in  addition  to  the  neces- 
sary annual  expense  of  the  operation  of  such  headwater  improvement. 

"(c)  For  the  payment  or  securing  the  payment  to  the  United  States  of  such 
sums  and  in  such  manner  as  the  Secretary  of  War  and  the  Chief  of  Engineers 
may  deem  reasonable  and  just  substantially  to  restore  conditions  upon  such 
stream  as  to  navigability  as  existing  at  the  time  of  such  approval,  if  the  Sec- 
retary of  War  and  the  Chief  of  Engineers  shall  at  the  time  of  approval  deter- 
mine that  navigation  would  be  injured  by  reason  of  the  construction,  main- 
tenance, and  operation  of  such  dam  and  its  accessory  works. 

"Sec.  5.  That  the  operation  of  navigation  facilities  which  shall  be  con- 
structed as  a  part  of  or  in  connection  with  any  such  dam,  whether  at  the  ex- 
pense of  such  grantee  or  of  the  United  States,  shall  at  all  times  be  subject 
to  such  reasonable  rules  and  regulations  in  the  interest  of  navigation,  includ- 
ing the  control  of  the  level  of  the  pool  caused  by  any  such  dam,  as  shall  be 
made  by  the  Secretary  of  War  and  Chief  of  Engineers,  and   in  the  use  and 
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operation  of  such  navigation  facilities  the  interests  of  navigation  shall  be- 
paramount  to  the  uses  of  such  dam  by  such  grantee  for  power  purposes.  Such 
rules  and  regulations  may  include  the  maintenance  and  operation  by  such 
grantee,  at  its  own  expense,  of  such  lights  and  other  signals  as  may  be  directed 
bv  the  Secretary  of  War  and  Chief  of  Engineers,  and  such  fishways  as  shall 
be  prescribed  by  the  Secretary  of  Commerce,  and  for  failure  to  comply  with 
any  such  rule  or  regulation  such  grantee  shall  be  deemed  guilty  of  a  mis- 
demeanor, and  upon  conviction  thereof  shall  be  subject  to  a  fine  of  not  less 
than  $500  for  each  month's  default,  in  addition  to  other  penalties  herein  pre- 
scribed or  provided  by  law. 

"  Sec.  6.  That  the  persons  constructing,  maintaining,  or  operating  any  dam 
or  appurtenant  or  accessory  works,  in  accordance  with  the  provisions  of  this 
act,  shall  lie  liable  for  any  damage  that  may  be  inflicted  thereby  upon  private 
property,  either  bv  overflow  or  otherwise. 

"  In  case  the  land  on  which  it  is  proposed  to  construct,  maintain,  and  operate 
any  dam  in  any  navigable  water  in  the  United  States  or  the  land  taken  affected 
by  overflow  or  backwater  or  damage  in  any  other  way  shall  belong  to  the 
United  States,  the  grantee  or  person  constructing,  maintaining,  and  operating 
such  dam  shall  purchase  from  the  Secretary  of  the  Interior  such  land  or  agree 
with  him  and  pay  such  damages  as  may  be  inflicted,  exactly  as  if  the  land 
belonged  to  anv  private  person,  and  if  in  any  such  case  the  bed  of  the  stream 
itself  shall  be 'the  property  of  the  United  States  settlement  therefor  shall  be 
made  with  the  Secretary  of  the  Interior,  who  is  hereby  authorized  to  sell  such 
land  or  settle  such  damage  at  a  fair  and  reasonable  price,  and  in  case  of  a  site 
for  a  dam  and  approaches  and  appurtenant  works  on  the  land  taken  or  damaged 
by  overflow  or  otherwise,  or  in  case  the  bed  of  the  stream  shall  be  the  property 
of  the  United  States,  on  failure  to  agree  with  the  Secretary  of  the  Interior  as  to 
the  price  the  amount  shall  be  fixed  in  the  same  manner  as  if  the  owner  were 
a  private  citizen.  In  either  case  consideration  shall  be  taken,  in  fixing  the 
amount  to  he  paid,  of  the  benefits  accruing  to  the  interests  of  navigation  as 
well  as  to  the  business  of  such  grantee:  Provided,  That  no  plans  and  speci- 
fications shall  be  approved  nor  any  construction  in  accordance  therewith  per- 
mitted which  would  destroy,  impair,  or  materially  interfere  with  any  works  on 
the  public  domain  in  operation  or  in  course  of  construction  for  the  purpose  of 
irrigation  or  other  beneficial  uses,  or  any  light  and  power  plant  on  the  public 
domain  constructed  or  in  course  of  construction  for  the  benefit  of  any  muni- 
cipality. 

"  Sec.  7.  That  any  grantee  who  shall  fail  or  refuse  to  comply  with  the  lawful 
order  of  the  Secretary  of  War.  made  in  accordance  with  the  provisions  of  this 
act.  shall  be  deemed  guilty  of  a  misdemeanor,  and  on  conviction  thereof  shall 
he  punished  by  a  fine  not  exceeding  $1,000,  and  every  month  such  grantee  shall 
remain  in  default  shall  be  deemed  a  new  offense  and  subject  such  grantee  to 
additional  penalties  therefor ;  and  in  addition  to  said  penalties  the  Attorney 
General  may,  on  request  of  the  Secretary  of  War,  institute  proper  proceedings 
in  the  district  court  of  the  United  States  in  the  district  in  which  such  structure 
or  any  of  its  accessory  works  may.  in  whole  or  in  part,  exist,  for  the  purpose  of 
having  such  violation  stopped  by  injunction,  mandamus,  or  other  process;  and 
any  such  district  court  shall  have  jurisdiction  over  all  such  proceedings  and 
shall  have  the  power  to  make  and  enforce  all  writs,  orders,  and  decrees  neces- 
sary to  compel  the  compliance  with  the  requirements  of  this  act  and  the  lawful 
orders  of  the  Secretary  of  War  and  the  performance  of  any  condition  or  stipu- 
lation imposed  under  the  provisions  of  this  act;  and  if  the  unlawful  main- 
tenance and  operation  are  shown  to  be  such  as  shall  require  a  revocation  of 
all  rights  and  privileges  held  under  authority  of  this  act,  the  court  may  decree 
such  revocation.  In  case  of  such  a  decree,  the  court  may  wind  up  the  busi- 
ness of  such  grantee  conducted  under  the  rights  in  question,  and  may  decree 
the  sale  of  the  dam  and  all  appurtenant  property  constructed  or  acquired  under 
authority  of  this  act,  and  may  declare  such  dam  and  accessory  works  to  be  an 
unreasonable  obstruction  to  navigation  and  cause  their  removal  at  the  expense 
of  the  grantee  owning  or  controlling  the  same,  except  when  the  United  States 
has  been  previously  reimbursed  for  such  removal,  or  may  provide  for  the  sale 
of  the  dam  and  all  accessory  and  appurtenant  works  constructed  under  au- 
thority of  this  act  for  the  further  development  of  water  power,  and  may  make 
and  enforce  such  other  and  further  orders  and  decrees  as  equity  demands ; 
and  in  case  of  such  a  sale  for  the  further  development  of  water  power  the 
vendee  shall  take  the  rights  and  privileges  and  shall  perform  the  duties  which 
belonged  to  the  previous  grantee,  and  shall  assume  such  outstanding  obliga- 
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tions  and  liabilities  arising  out  of  the  maintenance  and  operation  of  said  dam 
and  accessory  works  for  power  purposes  as  the  court  may  deem  equitable  in 
I  he  premises. 

"SEC.  8.  That  no  property  or  project  installed  and  operated  under  the  pro- 
visions or  benefits  of  this  act  shall  be  assigned  or  transferred  except  upon  the 
written  consent  of  the  Secretary  of  War.  except  by  trust  deed  or  mortgage 
issued  for  the  purpose  of  financing  the  business  of  such  owner,  and  any  sue 
cesser  or  assign  of  such  property  or  project,  whether  by  voluntary  transfer, 
judicial  sale,  or  foreclosure  sale  or  otherwise,  shall  be  subject  to  all  conditions 
of  the  approval  under  which  such  rights  are  held,  and  also  subject  to  all 
the  provisions  and  conditions  of  this  act  to  the  same  extent  as  though  such  suc- 
cessor or  assign  were  the  original  owner  hereunder. 

"SEC.  !».  That  the  rights  herein  granted  shall  continue  for  a  period  of  fifty 
years  from  and  after  the  date  of  the  completion  of  the  dam,  or  of  the  lock  and 
dam,  if  both  are  required,  and  after  the  expiration  of  said  fifty  years  such 
rights  shall  continue  until  compensation  has  been  made  to  said  grantee  for  the 
fair  value  of  its  property,  as  hereinafter  provided. 

"  Sec.  10.  That  at  any  time  after  the  expiration  of  said  fifty  years  the  Sec- 
retary of  War  may  terminate  the  rights  hereby  granted  upon  giving  to  the 
owners  thereof  one  year's  notice  in  writing  of  such  termination,  and  upon  the 
taking  over  by  the  United  States,  or  by  any  person  authorized  by  Congress,  of 
all  of  the  property  dependent  in  whole  or  in  part  for  its  usefulness  upon  the 
rights  hereby  granted,  which  shall  include  all  necessary  and  appurtenant  prop- 
erty created  or  acquired  and  valuable  or  serviceable  in  the  distribution  of 
water,  or  in  the  generation,  transmission,  and  distribution  of  power,  and 
all  other  property  the  value  and  usefulness  of  which  would  be  destroyed  or 
seriously  impaired  by  such  termination,  and  upon  paying  the  fair  value  of 
said  property,  together  with  the  cost  to  the  grantee  of  the  lock  or  locks  or  other 
aids  to  navigation  and  all  other  capital  expenditures  required  by  the  United 
States,  and  assuming  all  contracts  entered  into  prior  to  the  receipt  by  it  of 
said  notice  of  termination  which  have  the  approval  of  the  duly  constituted 
public  authority  having  jurisdiction  thereof,  or  which  were  entered  into  in 
good  faith  and  at  a  reasonable  rate,  in  view  of  all  the  circumstances  existing 
at  the  time  such  contracts  wore  made.  The  fair  value  of  said  property  and 
the  reasonableness  and  good  faith  of  such  contracts  shall  be  determined  by 
agreement  between  the  Secretary  of  War  and  the  owners  of  such  property,  and 
in  the  event  of  their  failure  to  agree,  then  by  proceedings  instituted  by  the 
United  States,  or  by  any  person  authorized  by  Congress,  in  the  district  court 
of  the  United  States  within  which  any  portion  of  such  dam  may  be  located.  In 
the  determination  of  the  value  of  said  property  upon  the  termination  of  said 
grant  as  above  provided!  no  value  shall  be  claimed  by  or  allowed  for  the  consent 
hereby  granted,  nor  for  good  will,  profit  in  pending  contracts,  nor  other  condi- 
tions of  current  or  prospective  business. 

"  Sec.  11.  That  in  all  cases  where  the  electric  current  generated  from  or  by 
any  of  the  projects  provided  for  in  this  act  shall  enter  into  interstate  or  foreign 
commerce,  the  rates,  charges,  and  service  for  the  same  to  the  consumers  thereof 
shall  be  just  and  reasonable,  and  every  unjust  and  unreasonable  and  unduly 
discriminatory  charge,  rate,  or  service  therefor  is  hereby  prohibited  and  de- 
clared to  be  illegal  :  and  whenever  the  Secretary  of  War  shall  be  of  the  opinion 
that  the  rates  or  charges  demanded  or  collected  on  the  service  rendered  for  such 
electric  current  are  unjust,  unreasonable,  or  unduly  discriminatory,  upon  com- 
plaint made  therefor  and  full  hearing  thereon  the  Secretary  of  War  is  hereby 
authorized  and  empowered  to  determine  and  prescribe  what  shall  be  the  just 
and  reasonable  rates  and  charges  therefor  to  be  observed  as  the  maximum  to 
be  charged  and  the  service  to  be  rendered;  and  in  case  of  the  violation  of  any 
such  order  of  the  Secretary  of  War  the  provisions  of  this  act  relative  to  for- 
feiture and  failure  to  comply  shall  apply.  That  in  the  valuation  for  rate-mak- 
ing purposes  of  the  property  existing  under  said  approval  of  the  project  there 
may  be  considered  any  lock  or  locks,  or  other  aids  to  navigation,  and  all  other 
capital  expenditures  required  by  the  United  States. 

'•The  Secretary  of  War  is  further  authorized  and  directed  to  include  among 
the  conditions  for  his  approval  of  any  plans  or  any  project  herein  provided,  as 
an  express  condition  thereof,  a  clause  reserving  t<>  the  Secretary  of  War  the 
same  rights,  powers,  and  duties  set  forth  in  this  section,  together  with  the 
same  penally  for  violation  thereof:  Provided,  That  whenever  the  State  in 
which  such  current  shall  be  used  shall  have  provided  by  law  adequate  regula- 
tion for  rates,  charges,  and  service  to  the  consumers  for  such  electric  current 
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and  such  regulation  shall  not  be  unduly  discriminatory  or  unjust  against  the 
service  or  charges  in  any  other  State  arising  from  the  use  of  the  power  from 
the  same  project,  and  such  facts  shall  be  established  to  the  satisfaction  of  the 
Secretary  of  War,  then  in  such  case  the  provisions  of  this  section  shall  not 
apply  to  the  rates,  charges,  and  service  in  and  for  such  State. 

"  Skc.  12.  That  the  grantee  shall  commence  the  construction  of  the  clam  and 
accessory  works  within  one  year  from  the  date  of  the  approval  herein  provided, 
and  shall  thereafter,  in  good  faith  and  with  due  diligence,  prosecute  such  con- 
struction, and  shall,  within  the  further  term  of  three  years,  complete  and  put 
in  commercial  operation  such  part  of  the  ultimate  development  as  the  Secretary 
of  War  and  the  Chief  of  Engineers  shall  deem  necessary  to  supply  the  reason- 
able needs  of  the  then  available  market,  and  shall,  from  time  to  time  there- 
after, construct  such  portion  of  the  balance  of  such  ultimate  development  as 
said  Secretary  of  War  and  Chief  of  Engineers  may  direct  and  within  the  time 
specified  by  said  Secretary  of  War  and  Chief  of  Engineers  so  as  to  supply  ade- 
quately the  reasonable  market  demands  until  such  ultimate  development  shall 
be  completed ;  and  extensions  of  the  periods  herein  specified,  not  to  exceed  two 
years,  may  be  granted  by  the  Secretary  of  War,  on  recommendation  of  the 
Chief  of  Engineers,  when,  in  his  judgment,  the  public  interest  will  be  pro- 
moted thereby.  In  case  the  grantee  shall  not  commence  actual  construction 
within  the  time  herein  prescribed,  or  as  extended  by  the  Secretary  of  War, 
then  the  authority  as  to  such  grantee  shall  terminate,  and  in  case  any  dam 
and  accessory  works  be  not  completed  within  the  time  herein  specified  or  ex- 
tended as  herein  provided,  then  the  Attorney  General,  upon  the  request  of  the 
Secretary  of  War,  shall  institute  proper  proceedings  in  the  proper  district  court 
of  the  United  States  for  the  revocation  of  said  authority,  the  sale  of  the  works 
constructed,  and  such  other  equitable  relief  as  the  case  may  demand,  as  pro- 
vided for  in  section  eight  of  this  act. 

"  Sec.  13.  That  the  right  to  alter,  amend,  or  repeal  this  act  is  hereby  ex- 
pressly reserved  as  to  any  and  all  dams  which  may  be  authorized  in  accordance 
with  the  provisions  of  this  act  whenever  Congress  determines  that  the  condi- 
tions of  consent  have  been  violated.  In  such  case  the  United  States  shall  incur 
no  liability  for  the  alteration,  amendment,  or  repeal  thereof  to  the  owner  or 
owners  or  any  other  persons  interested  in  such  dam. 

"  Sec.  14.  That  the  Secretary  of  War,  upon  the  advice  and  with  the  approval 
of  the  Chief  of  Engineers,  may  lease  to  any  applicant  having  complied  with  the 
laws  of  the  State  in  which  the  dam  is  constructed  or  to  be  constructed  at  the 
cost  of  the  United  States  in  improving  rivers  and  harbors,  the  right  to  develop 
power  from  the  surplus  water  over  and  above  that  required  for  navigation  at 
any  navigation  dam  now  or  hereafter  constructed,  either  with  or  without  con- 
tribution by  the  applicant,  and  owned  by  the  United  States,  and  on  such  terms 
as  may  be  deemed  by  the  Secretary  of  War  and  Chief  of  Engineers  for  the  best 
interests  of  the  United  States,  and  in  awarding  such  lease  preference  shall  be 
given  to  the  applicant  whose  plans  are  deemed  by  any  action  of  Congress  or  by 
the  Secretary  of  War  and  Chief  of  Engineers  to  be  best  adapted  to  conserve 
and  utilize  in  the  public  interest  the  navigation  and  water-power  resoxirces  of 
the  region,  and  all  such  leases  and  the  parties  thereto  and  the  terms  and  condi- 
tions thereof  shall  be  reported  annually  to  Congress. 

"  Sec.  15.  That  no  works  constructed,  maintained,  and  operated  under  the 
provisions  of  this  act  shall  be  owned,  trusteed,  or  controlled  by  any  device  or 
in  any  manner  so  that  they  may  form  a  part  of,  or  in  any  manner  effect,  a  com- 
bination in  the  form  of  an  unlawful  trust  or  from  the  subject  of  an  unlawful 
contract  or  conspiracy  to  limit  the  output  of  electric  energy  or  in  restraint  of 
the  generation,  sale,  or  distribution  of  electric  energy,  or  the  exercises  of  any 
other  business  contemplated:  Provided,  however,  That  it  shall  be  lawful  under 
the  approval  of  the  Secretary  of  War  for  different  grantees  to  exchange  and 
interchange  currents,  to  assist  one  another  whenever  necessary,  by  supplement- 
ing the  currents  or  power,  and  enable  any  grantee  to  secure  assistance  to  carry 
on  the  business  and  supply  his  customers,  accounting  therefor  and  paying  there- 
for under  regulations  to  be  prescribed  by  the  Secretary  of  War. 

••  In  no  case  shall  such  an  arrangement  be  permitted  to  raise  the  price,  render 
unjust  or  unfair  any  practice,  work,  or  discrimination,  or  operate  in  restraint 

of  trade. 

"  Sec.  16.  That  the  word  '  persons '  as  used  in  this  act  shall  be  construed  to 
import  both  the  singular  and  the  plural,  as  the  case  demands,  and  shall  include 
corporations,  companies,  and  associations.     The  word  '  dam '  as  used  in  this 
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act  shall  be  construed  to  import  both  the  singular  and  plural,  as  the  case 
demands. 

"  Sec.  17.  That  all  provisions  in  this  act  contained  imposing  conditions  and 
obligations  upon  which  the  consent  of  Congress  is  granted  for  the  construction 
of  dams  in  navigable  waters  shall  apply  alike  to  all  existing  enterprises  in 
operation  or  authorized  in  navigable  waters,  as  well  as  to  new  projects  in  navi- 
gable waters  to  which  the  consent  of  Congress  may  hereafter  be  granted.  All 
conflicting  provisions  contained  in  any  act  of  Congress  granting  consent  to  the 
construction  by  private  capital  of  any  dam  in  navigable  waters  and  all  such 
previous  authorizations  are  hereby  so  altered,  amended,  and  modified  as  to  con- 
form to  all  of  the  conditions,  obligations,  and  provisions  incorporated  in  this 
act  whenever  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem  it 
proper  to  impose  them." 

Exhibit  6. 
[House  Report  No.  404,  Sixty-fourth  Congress,  first  session.] 

The  committee  on  Interstate  and  Foreign  Commerce,  to  whom  was  referred 
the  bill  (S.  3331)  to  amend  an  act  entitled  "An  act  to  regulate  the  construction 
of  dams  across  navigable  waters,"  approved  June  twenty-first,  nineteen  hundred 
and  six,  as  amended  by  the  act  approved  June  twenty-third,  nineteen  hundred 
and  ten,  and  to  provide  for  the  improvement  and  development  of  waterways  for 
the  uses  of  interstate  ami  foreign  commerce,  having  considered  the  same,  report 
thereon  with  amendment  and  as  so  amended  recommend  that  it  pass. 

Amend  the  hill  as  follows: 

Strike  out  all  after  the  enacting  clause  and  insert  in  lieu  thereof  the  fol- 
lowing : 

"That  when  consent  or  authority  has  been  or  may  hereafter  be  granted  by 
Congress,  either  directly  or  indirectly,  through  any  duly  authorized  official  or 
officials  of  the  United  Stairs,  to  any  persons  to  construct  and  maintain  a  dam 
for  water  power  or  other  purpose  across  or  in  any  of  the  navigable  waters  of  the 
United  States,  such  dam  shall  not  be  built  or  commenced  until  the  plans  and 
specifications  for  such  dam  and  all  accessory  works,  together  with  such  draw- 
ings of  the  proposed  construction  and  such  map  of  the  proposed  location  as  may 
be  required  for  a  full  understanding  of  the  subject,  have  been  submitted  to  the 
Secretary  of  War  and  the  Chief  of  Engineers  for  their  approval,  nor  until  they 
shall  have  approved  such  plans  and  specifications  and  the  location  of  such  dam 
and  accessory  works;  and  after  such  approval  it  shall  not  be  lawful  to  deviate 
from  such  plans  or  specifications  either  before  or  after  completion  of  the  struc- 
ture unless  the  modification  of  such  plans  or  specifications  has  previously  been 
submitted  to  and  received  the  approval  of  the  Secretary  of  War  and  the  Chief 
of  Engineers.  Such  plans,  specifications,  and  drawings  shall  be  submitted 
within  two  years  after  the  date  of  approval  of  the  act  authorizing  the  con- 
struction. 

"  Sec.  2.  That  as  a  part  of  such  approval  such  conditions  and  stipulations  may 
be  imposed  as  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem 
necessary  to  protect  the  present  and  future  interests  of  the  United  States, 
which  may  include  the  condition  that  the  persons  constructing  or  maintaining 
such  dam  shall  construct,  maintain,  and  operate  in  connection  therewith,  without 
expense  to  the  United  States,  a  lock  or  locks,  booms,  sluices,  or  any  other  struc- 
ture or  structures  which  the  Secretary  of  War  and  the  Chief  of  Engineers  or 
Congress  may  deem  necessary  in  the  interests  of  navigation,  in  accordance  with 
such  plans  ;is  they  may  approve;  and  also  that  the  persons  owning  such  dam 
shall  convey  to  the  United  States  free  of  cost,  title  to  such  land  as  may  be 
required  for  such  constructions  and  approaches  and  shall  grant  to  the  United 
States  tree  water  power  or  power  generated  from  water  power  for  building  and 
operating  such  constructions;  and  in  such  original  approval,  at  the  discretion 
of  the  Secretary  of  War  and  the  Chief  of  Engineers,  may  be  required  to  inani- 
tions, and  location  for  any  dam  shall  be  such  as,  in  the  judgment  of  the  Secre- 
tary of  War  shall  provide,  as  a  condition  of  such  approval,  for  the  diligent, 
orderly,  and  reasonable  development  and  continuous  operation  of  the  water 
power,  subject  to  market  conditions,  and  may  provide  that  the  grantee  shall  at 
no  time  contract  for  the  delivery  to  any  one  consumer  of  electrical  energy  in 
excess  of  fifty  per  centum  of  the  total  output,  except  upon  the  written  consent 
oi  the  Secretary  of  War. 
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"  Sec.  3.  That  as  a  part  of  said  approval  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  require  that  the  project  adopted  and  the  plans,  specifica- 
tions, and  location  for  any  dam  shall  be  such  as,  in  the  judgment  of  the  Secre- 
tary of  War  and  the  Chief  of  Engineers,  shall  be  best  adapted  to  a  compre- 
hensive plan  for  the  improvement  of  the  waterway  in  question  for  the  uses  of 
navigation  and  for  the  full  development  of  its  water  power  and  for  other 
beneficial  public  purposes  and  best  adapted  to  conserve  and  utilize  in  the 
interests  of  navigation  and  water-power  development  the  water  resources  of 
the  region.  As  between  contesting  applicants  for  approval  of  plans  and  specifi- 
cations hereunder,  preference  shall  be  given  to  that  applicant  whose  plans  are 
best  qualified  to  expedite  such  development  and  as  between  such  contesting 
applicants,  which  appear  equally  well  qualified  in  such  respect,  preference  shall 
be  given  to  that  applicant  which  has  first  complied  with  the  laws  of  the  State 
or  States  in  which  such  dam  is  to  be  constructed. 

"  Sec.  4.  That  in  case  of  the  development,  generation,  transmission,  and  use 
of  power  or  energy  under  such  approval  in  a  Territory,  or  in  two  or  more 
States,  including  leases  under  section  nineteen  hereof,  the  rates,  charges,  and 
service  for  the  same  to  the  consumers  thereof  shall  be  reasonable  and  just ; 
and  all  unjust,  unreasonable,  or  unjustly  discriminatory  charges,  rates,  or 
services  are  prohibited  and  declared  to  be  unlawful,  and  the  regulation  and 
control  of  so  much  of  the  service  and  of  charges  for  service  to  consumers  as 
constitutes  commerce  between  the  States  or  in  such  Territory  and  of  the 
issuance  of  stock  and  bonds  by  the  grantee  is  hereby  conferred  upon  the 
Secretary  of  War  or  committed  to  such  body  as  may  be  provided  by  Federal 
statute;  that  in  the  valuation  for  rate-making  purposes  of  the  property  exist- 
ing under  said  approval  of  the  project  there  may  be  considered  any  lock  or 
locks  or  other  aids  to  navigation,  and  all  other  capital  expenditures  required 
by  the  United  States,  but  no  value  shall  be  claimed  or  allowed  for  the  rights 
hereby  granted  for  good  will  or  any  other  intangible  value:  Provided,  Thai 
the  physical  connection  of  plants  or  lines  for  the  generation,  distribution,  and 
use  of  power  or  energy  under  this  act  or  under  approval  made  hereunder  may 
be  permitted,  in  the  discretion  of  the  Secretary  of  War,  but  combinations, 
agreements,  arrangements,  or  understandings,  express  or  implied,  to  limit  the 
output  of  electrical  energy,  to  restrain  trade,  or  to  fix,  maintain,  or  increase 
prices  for  electrical  energy  or  service  are  hereby  prohibited. 

"  Sec.  5.  That  as  a  part  of  the  conditions  and  stipulations  such  approval  shall 
provide — 

"(a)  For  reimbursement  to  the  United  States  of  all  expenses  incurred  by  the 
United  States  with  reference  to  the  projects,  including  the  cost  of  any  investiga- 
tion necessary  for  the  approval  of  the  plans  as  heretofore  provided,  and  for  such 
supervision  of  construction  as  may  be  necessary  in  the  interest  of  the  United 
States. 

"(b)  For  the  payment  to  the  United  States  of  reasonable  charges  for  the  bene- 
fits which  may  accrue  to  such  project  through  the  construction,  operation,  and 
maintenance,  in  and  about  such  streams,  by  the  United  States  of  headwater 
improvements  of  every  kind,  nature,  and  description,  including  storage  reser- 
voirs or  forested  watersheds  or  land  owned,  located,  or  reserved  by  the  United 
Slates  at  the  headwaters  of  any  navigable  stream  for  the  development,  im- 
provement, or  preservation  of  navigation  in  such  stream  in  which  such  dam 
may  be  located.  Such  charges  shall  be  fixed  from  time  to  time  by  the  Secretary 
of  War  and  Chief  of  Engineers,  based  upon  a  reasonable  compensation  equitably 
apportioned  among  the  grantee  and  others  similarly  situated  upon  the  same 
stream  receiving  benefits  by  reason  of  increase  of  flow  past  their  water-power 
structures  artificially  caused  by  such  headwater  improvements,  the  total  charges 
to  all  such  beneficiaries  from  any  such  headwater  improvement  not  to  exceed 
in  any  one  year  an  amount  equal  to  five  per  centum  of  the  total  investment 
cost,  in  addition  to  the  necessary  anual  expense  of  the  operation  of  such  head- 
water improvement. 

"(c)  That  in  the  construction,  maintenance,  and  operation  of  any  pioject 
under  this  act  for  the  promotion  of  navigation,  the  grantee  may.  with  the 
consent  of  the  Secretary  of  War.  use  and  occupy,  when  necessarv  for  carrving 
out  the  project,  lands  acquired  by  the  United  States  through  purchase  or  con- 
demnation and  any  part  of  the  public  lands  withdrawn  by  the  President  from 
entry  or  disposition  for  the  sole  purpose  of  promoting  navigation,  which  the 
President  may  do.  as  provided  in  the  act  entitled  'An  act  to  authorize  the 
President  of  the  United  States  to  make  withdrawal  of  public  lands  in  certain 
cases,'  approved  June  twenty-fifth,  nineteen  hundred  and  ten.    For  any  of  such 
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lands  so  used  tiu>  grantee  shall  pay  to  the  United  States  such  reasonable 
charges  as  may  be  fixed  by  the  Secretary  of  War. 

"  Sec.  6.  That  the  right  is  hereby  reserved  to  the  United  States  to  construct, 
maintain,  and  operate,  in  connection  with  any  dam  built  in  accordance  with  the 
provisions  of  this  act,  a  suitable  lock  or  locks,  booms,  sluices,  or  any  other 
structures  for  navigation  purposes,  and  the  operation  of  any  navigation  facili- 
ties which  shall  be  constructed  as  a  part  of  or  in  connection  with  any  dam  built 
under  the  provisions  of  this  act,  whether  at  the  expense  of  such  grantee  or  of 
the  United  States,  shall  at  all  times  be  subject  to  such  reasonable  rules  and 
regulations  in  the  interest  of  navigation,  including  the  control  of  the  level  of 
the  pool  caused  by  any  such  dam,  as  shall  be  made  by  the  Secretary  of  War 
and  the  Chief  of  Engineers,  and  in  the  use  and  operation  of  such  navigation 
facilities  the  interests  of  navigation  shall  be  paramount  to  the  uses  of  such 
dam  by  such  grantee  for  power  purposes.  Such  rules  and  regulations  may 
include  the  maintenance  and  operation  by  such  grantee,  at  its  own  expense, 
of  such  lights  and  other  signals  as  may  be  directed  by  the  Secretary  of  War 
and  Chief  of  Engineers  and  such  fishways  as  shall  be  prescribed  by  the  Secre- 
tary of  Commerce,  and  for  failure  to  comply  with  any  such  rule  or  regulation 
such  grantee  shall  be  deemed  guilty  of  a  misdemeanor,  and  upon  conviction 
thereof  shall  be  subject  to  a  fine  of  not  less  than  $500  for  each  month's  default, 
in  addition  to  other  penalties  herein  prescribed  or  provided  by  law. 

"  Sec.  7.  That  the  grantee  shall  commence  the  construction  of  the  dam  and 
accessory  works  within  one  year  from  the  date  of  the  approval  herein  provided, 
and  shall  thereafter,  in  good  faith  and  with  due  diligence,  prosecute  such  con- 
struction, and  shall,  within  the  further  term  of  three  years,  complete  the  dam 
and  afterwards  shall,  within  such  times  as  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  prescribe,  put  in  commercial  operation  such  part  of  the  ulti- 
mate development  as  the  Secretary  of  War  and  the  Chief  of  Engineers  shall 
deem  necessary  to  supply  the  reasonable  needs  of  the  then  available  market,  and 
shall,  from  time  to  time  thereafter,  construct  such  portion  of  the  balance  of 
such  ultimate  development  as  said  Secretary  of  War  and  Chief  of  Engineers 
may  direct  and  within  the  time  specified  by  said  Secretary  of  War  and  Chief 
of  Engineers  so  as  to  supply  adequately  the  reasonable  market  demands  until 
such  ultimate  development  shall  be  completed;  and  extensions  of  the  periods 
herein  specified,  not  to  exceed  two  years,  may  be  granted  by  the  Secretary  of 
War.  on  recommendation  of  the  Chief  of  Engineers,  when,  in  his  judgment,  the 
public  interest  will  be  promoted  thereby.  In  case  the  grantee  shall  not  com- 
mence actual  construction  within  the  time  herein  prescribed,  or  as  extended  by 
the  Secretary  of  War.  then  the  authority  as  to  such  grantee  shall  terminate,  and 
in  case  any  dam  and  accessory  works  be  no  completed  within  the  time  herein 
specified  or  extended  as  herein  provided,  then  the  Attorney  General,  upon  the 
request  of  the  Secretary  of  War,  shall  institute  proper  proceedings  in  the  proper 
district  court  of  the  United  States  for  the  revocation  of  said  authority,  the  sale 
of  the  works  constructed,  and  such  other  equitable  relief  as  the  case  may 
demand,  as  provided  for  in  section  fifteen  of  this  act. 

"  Sec.  S.  That  without  the  written  consent  of  the  Secretary  of  War  no  sale  or 
delivery  of  power  shall  be  made  to  a  distributing  company,  except  in  case  of  an 
emergency,  and  then  only  for  a  period  not  exceeding  thirty  days,  nor  shall  any 
approval  under  this  act  be  assigned  or  transferred  without  such  written  con- 
sent :  Provided,  however,  That  no  gi-antee  under  this  act  shall  create  any  lien 
upon  any  power  project  developed  under  an  approval  made  under  this  act  by 
mortgage  or  trust  deed  unless  approved  by  the  Secretary  of  War  and  for  the 
bona  fide  purpose  of  financing  the  business  of  the  grantee.  Any  successor  or 
assign  of  such  property  or  project,  or  of  any  rights  accruing  hereunder,  whether 
by  judicial  sale,  foreclosure  sale,  or  otherwise,  shall  be  subject  to  all  the  condi- 
tions of  the  approval  under  which  such  rights  are  held,  and  also  subject  to  all 
the  provisions  and  conditions  of  this  act  to  the  same  extent  as  though  such 
successor  or  assign  were  the  original  grantee  hereunder. 

"  Sec.  9.  That  the  rights  granted  herein  shall  continue  for  a  period  of  fifty 
years  from  and  after  the  completion  of  the  dam  or  lock  and  dam,  and  shall  be 
irrevocable  except  as  herein  provided,  but  may  be  declared  null  and  void  upon 
breach  of  any  of  the  terms  or  conditions  of  approval:  Provided,  That  such  ap- 
proval shall  be  made  within  or  through  any  national  forest  or  other  reservation 
only  upon  a  finding  by  the  Secretary  of  the  department  under  whose  supervision 
such  reservation  falls  that  the  development  will  not  destroy,  materially  injure, 
or  be  inconsistent  with  the  purpose  for  which  said  reservation  was  created  or 
acquired. 
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"  Sec.  10.  That  at  any  time  after  the  expiration  of  said  fifty  years  the  United 
States  may  terminate  the  righs  hereunder  granted  upon  the  giving  to  the 
grantee,  either  before  or  after  the  lapse  of  the  period  of  the  grant,  of  two 
years'  notice  in  writing  of  such  termination,  and  may  take  over  the  properties 
which  are  dependent,  in  whole  or  in  part,  for  their  usefulness  on  the  continu- 
ance of  such  grant  and  which  may  have  been  acquired  by  any  grantee  acting 
under  the  provisions  of  this  act,  upon  condition  that  it  shall  pay,  before  taking 
possession,  first,  the  actual  costs  of  the  dam  and  locks  and  all  other  aids  to 
navigation  constructed  under  the  approval  of  plans  and  specifications,  rights 
of  way,  water  rights,  lands,  and  interests  therein  purchased  and  used  by  the 
grantee  in  the  generation  and  distribution  of  electrical  energy  under  the  grant ; 
and,  second,  the  reasonable  value  of  all  other  property  taken  over,  including 
structures  and  fixtures  acquired,  erected,  or  placed  upon  the  lands  and  included 
in  the  generation  or  distribution  plant  and  which  are  dependent  as  hereinabove 
set  forth,  such  reasonable  value  to  be  determined  by  mutual  agreement  be- 
tween the  Secretary  of  War  and  the  grantee  or  owners  of  such  property,  and 
in  case  they  can  not  agree  by  proceedings  instituted  for  that  purpose  in  the 
United  States  district  court  for  the  district  in  which  said  property  or  some  part 
thereof  is  situated,  but  in  no  case  shall  the  amount  exceed  the  actual  cost; 
Provided,  That  such  reasonable  value  shall  not  include  or  be  affected  by  the 
value  of  the  franchise  or  good  will  or  profits  to  be  earned  on  pending  contracts 
or  any  other  intangible  element:  Provided  further.  That  in  case  of  war  or  other 
emergency  to  be  judged  by  the  Secretary  of  War  the  United  States  shall  have 
the  right  hereby  reserved  to  requisition  and  take  possession  of  any  or  all  of 
said  property  and  operate  the  same  for  its  own  use  and  benefit  as  long  as  the 
necessity  of  emergency  continues,  and  compensation  for  such  use  and  occupation 
shall  be  determined  and  paid  as  heretofore  provided  in  this  section. 

"Sec  11.  That  in  the  event  the  United  States  does  not  exercise  its  right  to 
take  over,  maintain,  and  operate  the  properties  as  provided  in  section  ten 
hereof  the  Secretary  of  War  may  renew  the  approval  of  plans  and  specifica- 
tions, either  original  or  modified,  upon  such  terms  and  conditions  and  for  such 
periods  as  may  be  authorized  under  the  applicable  laws  that  may  be  in  force 
at  that  time,  or  the  Secretary  of  War  is  authorized,  upon  the  expiration  of  any 
grant  under  this  act,  to  approve  terms  and  conditions  under  which  a  new 
grantee  may  operate  such  properties  for  such  periods  as  applicable  laws  may 
then  authorize  upon  the  former  condition  that  the  new  grantee  shall  pay  the 
original  grantee  for  the  properties  as  provided  in  section  ten  of  this  act. 

"  Sec  12.  That  where,  in  the  judgment  of  the  Secretary  of  War,  the  public 
interest  requires  or  justifies  the  execution  by  any  grantee  of  contracts  for  the 
sale  and  delivery  of  water  power  or  electrical  enei'gy  for  periods  extending 
beyond  the  life  of  the  grant,  but  for  not  more  than  twenty  years  thereafter, 
such  contracts  may  be  entered  into  upon  the  approval  of  the  said  Secretary, 
and  thereafter,  in  the  event  of  the  exercise  by  the  United  States  of  the  option 
to  take  over  the  plant  in  the  manner  provided  in  either  section  ten  or  eleven 
hereof,  the  United  States  or  its  new  grantee  shall  assume  and  fulfill  all  such 
contracts. 

"  Sec  13.  That  the  persons  constructing,  maintaining,  or  operating  any  dam 
or  appurtenant  or  accessory  works  in  accordance  with  the  provisions  of  this 
act  shall  be  liable  for  any  damage  that  may  be  inflicted  thereby  upon  private 
property,  either  by  overflow  or  otherwise,  and  the  United  States  shall  in  no 
event  be  liable  therefor.  The  promotion  of  navigation  for  the  benefit  of  inter- 
state commerce  being  the  paramount  purpose  and  consideration  for  this  legisla- 
tion and  the  improvement  contemplated  therein,  any  grantee  hereunder  failing 
to  secure  necessary  property  rights,  easements,  and  agreements  by  contract  may 
acquire  all  such  rights,  either  to  use  or  damage  any  dam  sites,  lock  sites,  lands, 
or  property  of  others  necessary  to  the  construction,  maintenance,  or  operation 
of  any  such  dam  or  diversion  structure  or  of  the  works  appurtenant  or  acces- 
sory thereto  by  the  exercise  of  the  right  of  eminent  domain  by  condemnation 
proceedings  in  the  district  court  of  the  United  States  for  the  district  in  which 
such  land  or  other  property  may  be  located  or  in  the  State  courts.  The  prac- 
tice and  procedure  in  any  action  or  proceeding  brought  for  that  purpose  in  the 
district  court  of  the  United  States  shall  conform  as  nearly  as  may  be  with  the 
practice  and  procedure  in  similar  actions  or  proceedings  in  the  courts  of  the 
State  where  the  property  is  situated. 

"  Sec  14.  That  in  case  of  the  development,  generation,  transmission,  or  use  of 
power  or  energy  under  an  approval  given  under  this  act,  including  leases  under 
section  nineteen  hereof,  wholly  within  a  State  which  has  not  provided  a  com- 
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mission  or  other  authority  having  adequate  power  to  regulate  rates,  charges,  and 
service  to  the  consumers  Of  electrical  energy  and  the  issuance  of  stock  and  bonds 
by  public-utility  corporations  engaged  in  power  development,  transmission,  and 
distribution,  the  control  of  rates,  service,  and  charges  to  consumers  and  stock 
and  bond  issues  shall  he  vested  in  the  Secretary  of  War  or  committed  to  such 
body  as  iiui.n  be  authorized  by  Federal  statutes  until  such  time  as  the  State 
shall  provide  a  commission  or  other  authority  for  such  adequate  regulation  and 
control:  Provided,  That  the  control  of  the  Secretary  of  War  or  other  Federal 
authority  shall  cease  and  determine  as  to  each  specific  matter  of  control  de- 
scribed in  this  section  so  soon  as  the  State  shall  have  provided  a  commission  or 
other  authority  for  the  regulation  and  control  of  that  specific  matter. 

"  Sec.  15.  That  any  grantee  who  shall  fail  or  refuse  to  comply  with  the  lawful 
order  of  the  Secretary  of  War,  made  in  accordance  with  the  provisions  of  this 
act,  shall  be  deemed  guilty  of  a  misdemeanor  and,  on  conviction  thereof,  shall 
be  punished  by  a  fine  nor  exceeding  $1,000,  and  every  month  such  grantee  shall 
remain  in  default  shall  be  deemed  a  new  offense  and  subject  such  grantee  to 
additional  penalties  therefor;  and  in  addition  to  said  penalties  the  Attorney 
General  may,  on  the  request  of  the  Secretary  of  War.  institute  proper  proceed- 
ings in  the  district  court  of  the  United  States  in  the  district  in  which  such 
structure  or  any  of  its  accessory  works  may.  in  whole  or  in  part,  exist,  for  the 
purpose  of  having  such  violation  stopped  by  injunction,  mandamus,  or  other 
process;  and  any  such  district  court  shall  have  jurisdiction  over  all  such  pro- 
ceedings and  shall  have  the  power  to  make  and  enforce  all  writs,  orders,  and 
decrees  necessary  to  compel  the  compliance  with  the  requirements  of  this  act 
and  the  lawful  orders  of  the  Secretary  of  War  and  the  performance  of  any  con- 
dition or  stipulation  imposed  under  the  provisions  of  this  act ;  and  if  the  unlaw- 
ful maintenance  and  operation  are  shown  to  be  such  as  shall  require  a  revocation 
of  all  rights  and  privileges  held  under  authority  of  this  act,  the  court  may 
decree  such  revocation.  In  case  of  such  a  decree,  the  court  may  wind  up  the 
business  of  such  grantee  conducted  under  the  rights  in  question  and  may  declare 
such  dam  and  accessory  works  to  be  an  unreasonable  obstruction  to  navigation 
and  cause  their  removal  at  the  expense  of  the  grantee  owning  or  controlling  the 
same,  or  may  provide  for  the  sale  of  the  dam  and  all  accessory  and  appurtenant 
works  constructed  under  authority  of  this  act  for  the  further  development  of 
water  power,  and  may  make  and  enforce  such  other  and  further  orders  and 
decrees  as  equity  demands:  and  in  case  of  such  a  sale  for  the  further  develop- 
ment of  water  power  the  vendee  shall  take  the  rights  and  privileges  and  shall 
perforin  the  duties  which  belonged  to  the  previous  grantee  and  shall  assume 
such  outstanding  obligations  and  liabilities  arising  out  of  the  maintenance  and 
operation  of  such  dam  and  accessory  works  for  power  purposes  as  the  court 
may  deem  equitable  in  the  premises. 

••  Sec.  16.  That  the  Secretary  of  War  is  hereby  authorized  to  examine  books 
and  accounts  of  grantees  and  to  require  them  to  submit  statements,  representa- 
tions, or  reports  including  information  as  to  capitalization,  cost  of  locks,  dams, 
and  other  aids  to  navigation,  water  rights,  lands,  easements,  and  other  property 
acquired,  production,  use,  distribution,  and  sale  of  power  or  energy,  all  of  which 
statements,  representations,  or  reports  so  required  shall  be  upon  oath,  unless 
otherwise  specified,  and  in  such  form  and  upon  such  blanks  as  the  Secretary  of 
War  may  require;  and  any  person  making  any  false  statement,  representation, 
or  report  under  oath  shall  be  subject  to  punishment  as  for  perjury. 

••  Sec.  IT.  That  each  approval  under  this  act  shall  be  conditioned  upon  the 
acceptance  by  the  grantee  of  all  the  terms  and  conditions  of  this  act  and  of 
terms  and  conditions  specified  in  the  approval,  which  acceptance  shall  be 
expressed  in  the  approval  as  a  part  of  the  contract  entered  into,  and  that 
nothing  in  this  act  shall  be  construed  as  affecting  or  intended  to  affect  or  to  in 
any  way  interfere  with  the  laws  of  any  State  relating  to  the  control,  appro- 
priation, use,  or  distribution  of  water  except  as  related  to  the  purposes  of 
navigation. 

"  Sec.  18.  That  the  right  to  alter,  amend,  or  repeal  this  act  is  hereby  expressly 
reserved  as  to  any  and  all  dams  which  may  be  authorized  in  accordance  with  the 
provisions  of  this  act.  In  such  case  the  United  States  shall  incur  no  liability 
for  the  alteration,  amendment,  or  repeal  thereof  to  the  owner  or  owners  or  any 
other  persons  interested  in  such  dam. 

"  Sec.  19.  That  the  Secretary  of  War  be,  and  he  is  hereby,  authorized  to  enter 
into  leases  for  the  use  of  surplus  water  and  water  power  generated  at  dams  and 
works  constructed  wholly  or  in  part  by  the  United  States  in  the  interests  of 
navigation  at  such  rates  or  on  such  terms  and  conditions,  and  for  such  periods 


1912  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

of  time  not  to  exceed  fifty  years,  and  with  such  provision  for  the  Peri**^*1 
readjustment  of  rentals  as  may  seem  to  him  just,  equitable,  and  expedient,  sub- 
ject, however,  to  the  provisions  of  this  act  governing  the  authorization,  mainte- 
nance, and  operation  of  power  plants  and  to  all  regulations  governing  the  use 
and  disposition  of  the  power,  so  far  as  the  same  may  be  applicable ;  and  all  such 
leases,  the  parties  thereto  and  the  terms  and  conditions  thereof  shall  be  re- 
ported annually  to  Congress:  Provided,  That  the  said  Secretary  of  War,  In 
making  such  leases,  other  conditions  being  equal,  shall  give  preference  to  the 
bid  solely  for  municipal  use  of  any  municipal  corporation  or  other  public  corpo- 
ration not  operated  for  profit. 

"  Sec  20  That  the  provisions  of  this  act  shall  not  be  construed  as  revoking  or 
affecting  any  permits  or  valid  existing  rights  of  way  heretofore  given  or 
granted  pursuant  to  law,  but  at  the  option  of  the  grantee  any  grant  heretofore 
given  for  the  development,  generation,  transmission,  or  utilization  of  power  may 
be  surrendered  and  the  grantee  given  a  grant  for  the  same  premises  under  the 
provisions  of  this  act.  ,  ..... 

"  Sec  21  That  the  provisions  of  this  act  shall  not  apply  to  irrigation  or  power 
dams  or  grants  to  municipal  corporations  affecting  the  use  of  water  or  water 
power  for  municipal  purposes  or  other  projects  under  the  jurisdiction  of  the 
Secretary  of  the  Interior  or  the  Secretary  of  Agriculture  upon  the  public  lands 
of  the  United  States." 

Amend  the  title  so  as  to  read : 

"  To  amend  an  act  entitled  'An  act  to  regulate  the  construction  of  dams  across 
navigable   waters,'   approved  June  twenty-first,   nineteen   hundred  and   six,  as. 
amended  bv  the  act  approved  June  twenty-third,  nineteen  hundred  and  ten." 

Before  acting  on  the  subject  matter  of  the  bill  herewith  reported  the  commit- 
tee gave  long,  thorough,  and  patient  attention  to  every  phase  of  the  subject, 
considered  all  the  different  views  and  shades  of  opinion  entertained  and  ad- 
vanced by  many  people  who  have  discussed  the  question  from  various  angles  and 
viewpoints.  The  committee  has  endeavored  to  find  a  true  basis  or  common 
ground  on  which  those  entertaining  various  and  divergent  views  on  minor 
details  might  agree  in  order  that  legislation  might  be  secured  and  progress 
promoted  toward  the  accomplishment  of  the  purposes  of  the  bill. 

It  was  not  the  original  intent  of  those  who  conceived  and  framed  the  general 
dam  act  to  deal  with  all  water  power,  nor  all  questions  affecting  water  powers, 
nor  was  it  originally  intended  to  deal  with  quest  ions  affecting  water-power 
sites  on  the  Government  public  lands,  nor  with  projects  promoted  by  the  Gov- 
ernment at  the  expense  of  the  Treasury  for  the  promotion  of  navigation  solely, 
though  incidentally  providing  in  many  cases  magnificent  heads  of  water  for  the 
generation  of  power  and  hydroelectricity.  There  were  many  thousands  of  miles 
of  shoaly  streams  affording  sufficient  water  to  maintain  navigation  if  the  water 
could  be'  controlled,  canalized,  and  thrown  into  slack-water  pools.  The  cost  of 
such  work,  if  undertaken  by  the  Government,  to  promote  navigation  only  would 
obviously  be  prohibitive.  No  commerce  was  borne  upon  the  streams  or  the 
parts  thereof  to  be  affected  by  such  legislation.  They  were  not  in  condition  for 
navigation,  yet  the  resources  of  the  contiguous  country  were  so  abundant  as  to 
call  for  transportation  facilities,  and  those  offered  by  railroads,  if  any  at  all, 
were  totally  inadequate. 

Many  communities  needed  light,  fuel,  and  power  for  manufacturing  pur- 
poses, and  the  electric  force  and  the  heat  to  extract  from  the  air  elements  for 
fertilizers  realized  in  the  manufacture  of  calcium  cyanamid  or  atmospheric 
nitrogen.  Many  other  possibilities  of  profitable  commerce  appealed  to  private 
capital  to  develop  power  on  those  shoaly  streams.  The  lands  belonged  to 
private  individuals;  they  were  located  in  States  which  could  charter  corpora- 
tions, authorize  the  development  of  water  power,  tax  them,  and  regulate  their 
practices  and  charges ;  but  those  streams  were  all  under  the  jurisdiction  of  the 
United  States  Government  in  so  far  as  the  right  of  navigation  was  concerned. 
The  owners  of  the  land  were  prohibited  by  law  from  obstructing  those  streams 
without  the  consent  of  Congress.  It  was  to  the  interest  of  the  public  to  secure 
navigation,  which  the  Government  could  not,  or  would  not,  furnish  on  account 
of  the  high  cost,  and  the  owners  of  the  property  could  not  develop  the  water 
power  and  promote  navigation  without  the  consent  of  the  Government,  and 
would  not  do  so  unless  the  consent  of  the  Government  was  granted  on  terms 
sufficiently  attractive  to  invite  capital  to  invest  under  the  hope  of  reasonable 
profit.  So  the  original  legislation  was  framed  to  accomplish  two  objects — first, 
and  primarily,  to  promote  navigation  on  streams  which  otherwise  would  never 
be  navigable.     The  navigation  could  be  secured  by  inducing  private  capital  to 
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construct  locks  and  dams  in  the  same  manner  under  the  approval  and  direction 
of  the  War  Department  as  they  would  be  constructed  by  the  Government,  if 

the  Government  would  do  the  work  at  all.  And,  secondly,  to  permit  the  de- 
velopment of  the  resources  and  the  progress  of  the  industries  of  the  country 
through  which  those  streams  ran  by  encouraging  the  development  of  possible 
water  power  on  those  streams.  Electric  lighting,  Hie  operation  of  trolley  cars, 
and,  to  a  limited  extent,  the  operations  of  machinery  are  familiar  to  all,  bul  all 
of  those  uses  require  very  small  development.  Electricity  is  a  successful  com- 
petitor of  all  kinds  of  fuel  as  it  affords  heat  for  houses,  and  cooking,  all  of 
which,  as  well  as  electric  lighting,  are  cheaper,  cleaner,  and  more  convenient 
and  safer  than  any  oilier  means,  element,  or, method.  The  great  desideratum, 
however,  is  the  fact  that  the  proposed  development  of  hydroelectricity  will 
promote  industries  to  an  unlimited  extent  along  all  of  the  navigable  shoally 
streams,  most  importanl  among  which  will  be  the  production  of  atmospheric 
nitrogen  for  the  henetit  of  the  War  Department  and  all  of  the  fanners  who  use 
artificial  fertilizers  to  take  the  place  of  the  expensive  nitrates  for  which  we  now 
pay  to  Chile  annually  $22,000,000,  and  then  secure  an  insufficient  supply  at 
high  prices,  augmented  by  an  export  tax  of  $11  a  ton  paid  to  Chile.  In  case'  our 
Republic  should  he  engaged  in  a  great  war,  or  Chile  should  lay  an  embargo  on 
exporting  nitrates,  our  Government  would  be  seriously  embarrassed.  In  addi- 
tion to  furnishing  the  War  Department,  our  farmers  could  be  supplied  at  home 
with  nitrates  in  larger  quantities  and  at  a  much  lower  price  and  with  greater 
certainty  of  a  constant  supply.  In  addition  to  that  the  hydroelectric  furnace 
reduces  the  phosphate  rock,  so  plentiful  in  many  of  the  States,  supplying  the 
farmers  with  this  element  of  fertilizer  at  far  lower  rates  and  by  a  much  more 
satisfactory  method  than  the  expensive  plan  of  reduction  by  sulphuric  acid.  The 
hydroelectric  furnaces  erected  at  these  dams  would  also  supply  our  country 
and  the  Government  with  steel  of  a  quality  superior  and  much  cheaper  than 
that  produced  by  the  old.  obsolete,  crucible  method.  By  the  same  electric  fur- 
nace the  people  may  be  supplied  with  aluminum  much  more  cheaply  and  con- 
veniently than  now.  The  same  electric  furnace  will  extract  from  common  salt 
the  soda  and  the  bleaching  powders.  All  of  these  desirable  conditions  could 
have  already  been  secured  by  liberal  inducements  to  the  investment  of  capital 
without  relinquishing  any  necessary  and  reasonable  restriction  to  protect  the 
people  in  practices  and  charges.  Inasmuch  as  Congress  failed  to  afford  such 
inducements  capital  seeking  investment  on  our  own  rivers  has  gone  to  Canada 
and  Norway,  and  now  raw  material  from  our  own  country  is  being  shipped  there 
and  the  finished  product  returned  to  be  used  by  our  people,  who  pay  the  freight 
both  ways,  as  well  as  mi  additional  high  profit. 

Some  people  obviously  misunderstood  the  purposes  of  the  general  dam  act, 
confounded  it  with  the  interests  of  the  General  Government  in  other  respects, 
confused  it  with  propositions  connected  with  the  public  domain,  and  raised 
objections  which  have  retarded  progress  and  perhaps  for  many  years  banished 
capital  from  the  country.  In  fact  a  great  many  of  the  projects  authorized  by 
law  have  entirely  failed  of  completion  and  success  on  account  of  opposition. 
Other  projects  on  which  the  investors  have  struggled  against  a  rising  tide  of 
criticism  and  opposition,  although  in  a  measure  completed,  have  proven  un- 
profitable because  markets  have  not  been  found  for  their  light  and  power,  In 
some  cases  when  the  investors  sought  to  create  a  market  by  enlarging  their 
plants  through  other  developments  they  have  been  defeated  in  the  effort  and 
have  thus  failed  to  realize  on  their  investments.  In  some  cases  they  failed  to 
secure  renewals  when  the  periods  of  their  grants  had  expired  without  fault 
on  their  part. 

In  reporting  this  lull  to  amend  the  general  dam  act  we  have  tried  faithfully  to 
protect  all  the  interests  of  the  Government  in  every  project  for  which  the  con- 
sent of  Congress  may  be  granted,  at  the  same  time  imposing  such  fair  and 
moderate  terms  and  conditions  of  the  consent  of  Congress  as  may  induce  capital 
to  relieve  the  Government  of  the  expense  of  promoting  navigation,  and  to  supply 
the  public  with  essential  elements  of  prosperity  by  furnishing  the  capital  and 
constructing  the  works  in  the  hope  of  reasonable  returns  on  investments.  We 
conceive  the  prime  consideration  of  the  Government  to  be  the  promotion  of 
navigation,  and  we  believe  there  are  streams  on  which  several  thousands  of 
miles  of  navigation  can  be  promoted  under  the  terms  of  this  bill  without  any 
expense  to  the  Government.  Next  to  that  our  care  has  been  to  provide  that  the 
public  shall  be  treated  fairly  by  the  grantees,  and  we  have  provided  therefore 
for  prompt  and  certain  as  well  as  just  and  reasonable  regulation  as  lo  rates 
and  practices;  and  to  this  end  it  is  provided  that  if  any  State  ii_  which  a  project 


1914  INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

is  chartered  fails  to  protect  the  public  by  such  regulation  the  Secretary  of  Wal- 
sh all  do  so. 

We  have  not  provided  for  any  specific  tax  upon  the  business  of  the  enter- 
prise. If  the  Federal  Government  should  conclude  that  it  is  necessary  to  take 
away  from  the  States  the  matter  of  water  power  as  an  object  of  taxation,  we 
consider  that  a  proper  and  safe  way  to  do  that  is  for  the  Ways  and  Means 
Committee  to  report  a  bill  for  levying  a  uniform  excise  tax  upon  all  water 
power,  or  hydroelectric  development,  or  upon  water-power  sites  developed  or 
undeveloped.  We  have  deemed  that  course  proper  in  order  to  secure  a  bill 
that  will  promise  development,  which  would  be  entirely  prevented  by  adopting 
the  other  course.  We  have  also  provided  against  monopolies  and  combina- 
tions, and  provided  every  precaution  to  protect  not  only  the  Government  but 
the  people  of  the  United  States  in  any  possible  contingency  arising  from  the 
operation  of  projects  under  this  bill. 

Yielding  to  the  pressure  from  many  directions,  we  have  included  in  the 
present  bill  authority  for  the  Secretary  of  War  to  accommodate  communities 
and  derive  some  revenue  for  the  Government  by  leasing  on  satisfactory  terms 
with  proper  safeguards  the  surplus  water  not  needed  for  navigation  at  such 
projects.  For  the  same  reason  we  have  also  included  a  provision  permitting 
the  use  of  public  lands  for  dam  projects  on  terms  to  be  prescribed  by  the 
Secretary  of  War  where  the  structure  proposed  is  to  be  in  a  navigable  stream. 
for  be  it  remembered  that  the  inviting  sites  to  develop  water  power  are  usually 
on  the  portion  of  streams  which  are  only  theoretically  navigable,  but  which  can 
be  easily  made  navigable  by  the  erection  of  dams  and  locks.  Where  there  is 
no  fall  nor  shoal  the  stream  may  already  be  in  perfect  condition  for  naviga- 
tion, but  would  afford  no  opportunity  for  water  power.  On  the  other  hand, 
the  best  places  for  water  power,  which  on  a  casual  glance  would  offer  insuper- 
able obstacles  to  navigation,  are  easily  made  navigable  by  erecting  dams  and 
locks,  which,  according  to  this  bill,  would  be  done  without  cost  to  the  Govern- 
ment and  at  the  same  time  insure  to  the  public  all  the  conveniences  and  bless- 
ings hereinbefore  enumerated. 

The  committee  has  deemed  it  proper  to  print  the  bill,  for  convenience  of 
examination  and  ready  understanding,  so  marked  and  distinguished  as  to  show 
the  existing  law  brought  forward  and  the  new  law  proposed  by  the  amend- 
ment, and  the  sources  from  which  each  new  suggestion  is  derived. 

The  substitute  reported  herewith  proposes  to  reform  the  existing  law  by 
collocating  and  paragraphing  all  provisions  relating  to  particular  parts  of  the 
subject,  so  that  they  may  be  more  conveniently  examined  and  understood. 

Section  1  reenacts  existing  law. 

Section  2  modifies  existing  law  by  providing  that  the  Secretary  of  War 
shall  require  diligent,  orderly,  and  reasonable  development  and  continuous  op- 
eration of  water  power ;  and  limits  the  delivery  to  one  consumer  to  not  more 
than  50  per  cent  of  the  total  output. 

Section  3  modifies  existing  law  by  adding  that  as  between  contesting  ap- 
plicants preference  shall  be  given  to  the  applicant  whose  plans  are  best  quali- 
fied to  expedite  such  development ;  and  between  contesting  applicants  pref- 
erence shall  be  given  to  the  one  first  complying  with  the  laws  of  the  State  in 
which  the  dam  is  to  be  constructed ;  also  requires  the  construction  and  use  of 
water  power  for  all  beneficial  purposes  and  adoption  of  the  plan  which  best 
utilizes  the  resources  of  that  region. 

Section  4  provides  that  in  interstate-commerce  rates,  charges,  and  service 
shall  be  reasonable  and  just,  and  not  unreasonably  and  unjustly  discrimi- 
natory, and  that  the  regulation  and  control  thereof,  as  well  as  the  issuance  of 
stocks  and  bonds,  is  conferred  upon  the  Secretary  of  War,  or  such  other  body 
as  Congress  may  direct.  That  in  passing  on  rates  any  lock  or  locks,  or  other 
aids  to  navigation  required  by  the  United  States  may  Jbe  considered,  but  no 
value  claimed  for  the  rights  granted  by  the  consent  of  Congress  nor  for  good 
will  nor  any  other  intangible  value.  It  also  provides  for  the  physical  connec- 
tion of  plants  in  order  that  they  may  interchange  business  on  fair  terms,  to 
be  approved  by  the  Secretary  of  War,  when  necessary,  but  combinations,  agree- 
ments, and  arrangements,  express  or  implied,  to  limit  the  output,  restrain  trade, 
fix.  maintain,  or  increase  prices  are  prohibited. 

Section  5  provides  conditions  of  approval  of  plans  and  specifications,  (a) 
To  reimburse  expenses  incurred,  cost  of  investigation,  supervision  of  construc- 
tion, etc.;  (b)  payment  for  benefits  of  headwater  improvements  and  storage 
dams;  (<?)  provides  for  acquiring  any  land  of  the  United  States  that  it  may  be 
necessary  to  occupy  or  damage. 
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Section  6  reserves  to  the  United  States  the  right  to  construct,  maintain, 
and  operate  locks,  booms,  sluices,  or  other  constructions  for  navigation  in  con- 
nection with  any  dam  in  case  it  is  not  required  in  the  original  approval,  and 
also  the  right  to  control  Ihe  level  of  the  pool  and  all  navigation  facilities  and 
make  rules  for  such  purposes,  including  the  requirement  of  lights  and  other 
signals,  and  prescribes  a  penalty  for  failure  to  comply  with  such  regulations. 
Section  7  fixes  the  periods  of  commencement  and  completion,  with  provision 
in  certain  emergencies  for  extension  of  such  periods,  and  authorizes  the  Sec- 
retary of  War  to  direct  and  control  the  order  and  method  of  construction  and 
commercial  operation  according  to  circumstances  and  conditions  existing  at 
the  time,  and  provides  lor  terminating  the  Government's  consent  in  connection 
with  the  matter  on  failure  to  commence  within  the  time  limit. 

Section  8  prohibits  the  delivery  of  power  to  a  distributing  company,  except 
in  certain  emergencies  and  for  30  days,  and  prohibits  any  assignment  of 
the  rights  arising  under  the  consent  granted  without  the  written  consent  and 
approval  of  the  Secretary  of  War,  and  prohibits  the  creation  of  any  lien, 
except  by  the  approval  of -the  Secretary  of  War,  for  financing  the  business, 
and  provides  that  any  successor  or  assignee  takes  under  the  original  conditions 
and  terms  prescribed  in  the  original  approval. 

Section  9  limits  the  period  of  the  grant  to  50  years  from  completion  of  a  dam, 
or  lock  and  dam,  irrevocable  for  such  period  as  herein  provided,  but  may  be 
declared  null  and  void  upon  breach  of  any  of  the  terms  and  conditions  of 
the  approval.  No  approval  in  any  national  forestry  or  other  reservation, 
unless  the  Secretary  of  the  department  having  jurisdiction  shall  find  that  the 
development  will  not  destroy,  injure,  or  be  inconsistent  with  the  purpose  of 
such  reseiwation. 

Section  10  provides  that  the  United  States  may  terminate  all  rights  under  the 
consent  after  the  expiration  of  50  years  by  giving  2  years'  notice,  either  before 
or  after  the  lapse  of  the  period,  and  may  take  over  the  properties  by  paying  the 
actual  cost  of  the  dam  and  locks  and  other  aids  to  navigation,  rights,  lands,  and 
interests  therein,  and  a  reasonable  value  for  all  othei  property,  and  provides  a 
method  of  reaching  the  amount  to  be  paid,  such  value  not  to  be  affected  by  the 
franchise,  good  will,  or  profits,  nor  in  any  case  exceed  the  actual  cost.  That 
in  case  of  war  or  other  emergency  the  United  States  may  take  over,  temporarily, 
all  of  the  property  and  operate  it  as  long  as  the  emergency  continues,  compensa- 
tion to  be  made  for  such  temporary  use  as  provided  in  this  section. 

Section  11  provides  that  if  the  Government  does  not  exercise  its  right  to  take 
over  the  property  the  Secretary  of  War  may  renew  the  approval  of  plans  and 
specifications,  either  original  or  modified,  upon  terms  and  conditions  authorized 
by  law  existing  at  the  time,  or  may  approve  plans  and  specifications  for  a  new 
grantee,  who  shall  pay  the  original  grantee  as  provided  in  section  10. 

Section  12  provides  that  the  Secretary  of  War  may  approve  contracts  running 
beyond  the  period  of  the  grant,  and  that  in  case  of  any  future  changes  in  the 
ownership  those  contracts  shall  be  carried  out. 

Section  13  provides  that  the  person  constructing  the  dam  shall  be  liable  for 
all  damage  inflicted  and  the  United  States  in  no  event  shall  be  liable.  Also 
provides  condemnation  proceedings  and  the  method  therefor. 

Section  14  provides  for  regulation  of  rates  and  practices  by  the  Secretary  of 
War  when  any  State  in  which  such  structure  is  situated  shall  fail  to  provide 
any  such  regulation. 

Section  15  provides  penalties  for  failure  to  comply  with  terms  and  conditions 
or  the  lawful  orders  of  the  Secretary  of  War,  and  that  when  a  sale  occurs  to  a 
new  owner  under  process  of  law  the  new  owner  takes  under  all  the  terms  and 
conditions  and  obligations  of  the  original  grantee. 

Section  16  provides  for  the  examination  of  books  and  accounts  and  all  infor- 
mation connected  with  the  business  and  provides  for  punishment  for  false 
statement.  . 

Section  17  provides  that  the  grantee  shall  accept  all  of  the  conditions  of  the 
approval,  which  shall  be  expressed  as  a  part  of  the  contract  entered  into. 
Nothing,  however,  shall  interfere  with  the  laws  of  any  State  relating  to  the 
control  and  distribution  and  use  of  water,  except  for  the  purpose  of  promoting 
navigation.  , 

Section  18  reserves  the  right  to  alter,  amend,  or  repeal  without  liability  on 
the  part  of  the  United  States. 

Section  19  regulates  the  method  to  be  pursued  by  the  War  Department  in 
leasing  the  power  at  dams  erected  in  whole  or  in  part  by  the  Government  itself. 
It  contains  substantially  the  same  provisions  passed  by  the  House  two  years 


1916  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

ago  and  continues  the  method  existing  as  to  Government  dams  for  many  years, 
under  which  the  War  Department  has  satisfactorily  regulated  and  leased  sur- 
plus water  at  a  number  of  such  structures.  The  War  Department  reports  to 
the  committee  that  the  pending  section  would  regulate  the  sale  of  power  at 
quite  a  number  of  dams  located  in  the  States  of  Alabama.  Arkansas.  Kentucky, 
Minnesota,  New  York,  and  Tennessee.  The  United  States  is  entitled  to  receive 
the  largest  reasonable  revenues  accruing  from  the  expenditure  of  its  own  money, 
and  the  method  provided  by  this  section  insures  this  result  and  prevents  injus- 
tice and  favoritism. 

Section  20  prohibits  such  construction  of  this  act  as  would  revoke  or  affect 
any  existing  terms  or  rights  heretofore  granted,  but  permits  any  such  grantee 
to  surrender  his  rights  under  the  original  grant  and  take  a  grant  of  consent 
for  the  same  purposes  under  this  act. 

Section  21  provides  this  act  shall  not  interfere  with  irrigation,  power  dams, 
or  the  use  of  water  for  municipal  purposes  or  other  projects  under  the  Secre- 
tary of  the  Interior  or  the  Secretary  of  Agricultue  on  the  public  lands  of  the 
United  States. 

The  committee  believes  that  the  passage  of  the  substitute  reported  herewith 
would  insure  development  and  progress  and  at  the  same  time  protect  the  inter 
ests  of  the  Government  and  the  interests  and  rights  of  the  people. 

Respectfully  submitted. 


Exhibit  T. 

THE  RAYBURN  BILL. 

Sec.  2.  That  the  act  to  regulate  commerce  as  amended  be  further  amended 
by  inserting  therein  a  new  section,  to  be  designated  section  twenty  a,  to  be 
placed  after  section  twenty  and  before  section  twenty-one,  to  read  as  follows: 

•'  Sec.  20a.  That  from  and  after  the  passage  hereof  it  shall  be  unlawful  for 
any  common  carrier  subject  to  the  act  to  regulate  commerce,  as  amended,  to 
issue  any  capital  stock  or  certificate  of  stock  or  any  bond  or  other  evidence  of 
interest  in  or  indebtedness  of  the  carrier  (hereinafter  collectively  termed 
'securities'),  or  to  assume  any  obligation  or  liability  as  lessor  of  another 
carrier,  or  as  lessee,  guarantor,  surety,  or  otherwise  in  respect  of  the  securities 
of  any  other  person,  natural  or  artificial,  if  connected  with  or  relating  to  that 
part  of  the  business  of  such  carrier  governed  by  the  act  to  regulate  commerce, 
as  amended,  even  though  permitted  by  tbe  authority  creating  the  carrier 
corporation — 

"(a)  Unless  it  be  for  some  purpose  within  its  corporate  powers  and  in  the 
public  interest,  necessary  or  appropriate  to  the  proper  performance  of  its 
service  for  the  public,  and  not  intending  to  impair  the  financial  ability  of  the 
carrier  to  discharge  its  duty  to  the  public;  and 

"(b)  Unless  and  until,  and  then  only  to  the  extent  that,  upon  application 
by  tbe  carrier,  and  after  investigation  by  the  commission  of  the  purposes  and 
uses  of  the  issue  and  the  proceeds  thereof,  such  issue  is  approved  by  order  of 
the  commission  as  reasonably  necessary  or  appropriate  for  the  purposes  stated. 

"Each  such  application  shall  be  made  in  such  form  as  the  commission  may 
from  time  to  time  determine  and  prescribe,  and  shall  set  forth  such  matters  as 
the  commission  may  require,  including : 

"First,  (a)  The  total  amount  of  proposed  issue  and  how  authorized  by  or 
on  behalf  of  the  carrier; 

"(b)  The  number  and  amount  of  all  of  its  securities  outstanding  at  any 
time  prior  to  the  date  of  such  application,  the  amount  thereof  retired  prior 
to  said  date,  the  amount  thereof  then  undisposed  of,  and  whether  such  amount 
is  held  in  the  treasury  of  the  corporation  as  a  free  asset  or  pledged,  and,  if 
pledged,  the  terms  and  conditions  of  such  pledge ; 

"(c)  The  number  and  amount  of  securities  then  to  be  issued,  and  whether 
to  be  sold,  pledged,  or  held  in  the  treasury  of  the  corporation  as  a  free  asset, 
or  otherwise  disposed  of  or  applied,  as  the  case  may  be,  specifying  number  and 
amount  in  each  case ;  if  any  such  securities  are  to  be  sold,  the  terms  and  condi- 
tions of  sale;  if  any  part  of  the  consideration  to  be  received  therefor  is  other 
than  money,  an  accurate  and  detailed  description  of  such  consideration ;  if 
any  such  securities  are  to  be  pledged,  the  terms  and  conditions  of  pledge;  or 
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if  other  disposition  or  application  is  to  be  made,  a  full  and  detailed  explanation' 
thereof ; 

"(d)  The  number  and  amount  of  its  securities  so  authorized,  but  not  then 
to  be  issued ; 

"(e)  If  the  issue  is  of  shares  of  stock,  the  number  thereof,  the  face  or  par 
value  thereof,  if  any,  specifying  whether  common  or  preferred,  and  the  number 
and  kinds  of  then  outstanding  shares  previously  issued. 

"Second.  The  preferences  or  privileges  granted  to  the  holders  of  any  such 
securities;  the  dates  of  maturity,  rates  of  interest,  or  fixed  dividend,  whether 
cumulative  or  not,  and  any  conservation  rights  granted  to  the  holders  thereof, 
and  the  price,  if  any,  at  which  any  such  securities  may  be  retired  or  redeemed! 

"Third.  The  purposes  to  which  the  proceeds  of  the  issue  are  to  be  devoted, 
in  such  detail  as  the  commission  may  require. 

"  Fourth.  In  case  of  proposed  assumption  of  any  obligation  or  liability  in 
respect  of  the  securities  of  any  other  person,  natural  or  artificial,  like  showing 
shall  be  made  as  to  the  financial  condition  of  said  other  person,  as  also  of  the 
objects  sought  and  benefits  to  be  realized  by  the  carrier  from  such  assumption, 
to  be  accompanied  by  copies  <>f  any  agreements  or  contracts  therefor. 

"Every  application  for  authority,  as  also  every  certificate  of  notification 
hereinafter  provided  for,  shall  be  made  out  under  oath,  signed,  and  filed  <>n 
behalf  of  the  carrier  by  its  president,  a  vice  president,  auditor,  comptroller,  or 
other  executive  officer  having  knowledge  of  the  matters  therein  set  forth  and 
duly  designated  for  that  purpose  by  the  carrier. 

"  Whenever  any  securities  set  forth  and  described  in  any  application  for 
authority  or  certificate  of  notification  as  pledged  or  held  as  a  free  asset  in  the 
treasury  of  the  carrier  shall,  subsequent  to  the  filing  of  such  application  or 
certificate,  be  sold,  pledged,  repledged,  or  otherwise  disposed  of  by  the  carrier, 
such  carrier  shall,  within  ten  days  after  such  sale,  pledge,  repledge,  or  other 
disposition,  file  a  certificate  of  notification  to  that  effect,  setting  forth  therein 
all  such  facts  as  are  required  by  subdivision  (c)  of  the  foregoing  first  paragraph, 
or  as  may  be  required  by  the  commission. 

'*  Upon  application  to  the  commission  for  approval  of  proposed  issues  of 
securities  the  commission  shall  cause  notice  to  be  given  to  the  railroad  com- 
mission or  public  service  or  utilities  commssion,  or  other  appropriate  authority, 
of  each  State  in  which  the  applicant  carrier  operates.  The  ralroad  commission, 
public  service  or  utilities  commisssion,  or  other  appropriate  State  authority  thus 
notified  shall  have  the  right  to  present  before  the  commission  such  representa- 
tions as  they  may  deem  just  and  proper  for  preserving  and  conserving  the  right 
and  interests  of  their  people  and  the  States,  respectively,  as  involved  in  such 
proceeding.  The  commission  may  hold  hearings,  if  it  sees  fit,  to  enable  it  to 
determine  its  decision  upon  the  application  for  authority. 

"  Nothing  herein  shall  be  construed  to  imply  any  guaranty  or  obligation  as  to 
such  issues  on  the  part  of  the  United  States. 

"  The  foregoing  provisions  of  this  section  20a  shall  not  apply  to  notes  to  be 
issued  by  any  said  carrier  maturing  not  more  than  two  years  after  the  date 
thereof  and  aggregating  not  more  than  five  per  centum  at  any  time  of  the 
securities  of  said  carrier  then  outstanding.  Within  ten  days  after  the  date  of 
such  notes  the  carrier  issuing  the  same  shall  file  with  the  commission  a  certifi- 
cate of  notification,  in  such  form  as  may  from  time  to  time  be  determined  and 
prescribed  by  the  commission,  setting  forth  as  nearly  as  may  be  the  same  mat- 
ters as  those  required  in  respect  of  applications  for  authority  to  issue  other 
securities. 

"The  commission  shall  require  periodical  or  special  reports  from  all  carriers 
hereafter  issuing  any  securities,  including  such  notes,  which  shall  show,  in  such 
detail  as  the  commission  may  require,  the  disposition  made  of  said  securities 
and  the  application  of  the  proceeds  thereof. 

"All  issues  of  securities  contrary  to  the  provisions  of  this  section  may  be  en- 
joined by  any  court  of  competent  jurisdiction  at  the  suit  of  the  United  States, 
or  of  any  director,  officer,  or  stockholder  of  the  carrier  proposing  to  make  the 
issue ;  and  any  director,  officer,  attorney,  or  agent  of  such  corporation  wdio  as- 
sents to,  or  concurs  in,  any  issue  of  securities  forbidden  by  this  section  20a 
shall  upon  conviction  be  punished  by  a  fine  of  not  less  than  $1,000  nor  more 
than  ,$10,000,  or  by  imprisonment  for  not  less  than  one  year  nor  more  than 
three  years,  or  by  both  such  fine  and  imprisonment,  in  the  discretion  of  the 
court. 

"  From  and  after  two  years  from  the  passage  hereof  it  shall  be  unlawful  for 
any  person  to  hold  the  position  of  officer  or  director  of  more  than  one  carrier 
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subject  to  the  act  to  regulate  commerce,  as  amended,  unless  such  holding  shall 
have  been  authorized  by  order  of  the  commission,  upon  due  showing,  in  form  and 
manner  prescribed  by  the  commission,  that  neither  public  nor  private  interest 
will  be  adversely  affected  thereby.  From  and  after  the  passage  hereof  it  shall 
be  unlawful  for  any  officer  or  director  of  any  such  carrier  to  receive  for  his 
own  benefit,  directly  or  indirectly,  any  money  or  thing  of  value,  in  respect  of 
the  negotiation,  hypothecation,  or  sale  of  any  securities  issued  or  to  be  issued 
by  said  carrier,  or  to  share  in  any  of  the  proceeds  thereof,  or  to  participate  in 
the  making  or  paying  of  any  dividends  of  an  operating  carrier  from  any  funds 
properly  included  in  capital  account,  or  otherwise  than  from  the  revenues  of  said 
carrier*  Any  violation  of  these  provisions  shall  be  a  misdemeanor,  and  on 
conviction  in  any  United  States  court  having  jurisdiction  shall  be  punished  by  a 
fine  not  exceeding  $10,000  or  imprisonment  for  a  term  not  exceeding  three  years, 
or  by  both  such  fine  and  imprisonment,  in  the  discretion  of  the  court." 


Exhibit  8. 
[House  Report  No.  349,  Sixty-fourth  Congress,  first  session.] 

The  Committee  on  Interstate  and  Foreign  Commerce,  to  whom  was  referred 
the  bill  (H.  R.  563),  to  amend  section  20  of  an  act  to  regulate  commerce,  to 
prevent  overissues  of  securities  by  carriers,  and  for  other  purposes,  having 
considered  the  same,  report  thereon  with  an  amendment  and  as  so  amended 
recommend  that  it  pass. 

APPROVAL  BEFORE  ISSi   I  . 

We  now  come  to  the  second  part  of  the  amendment  to  section  20,  that  of  the 
control  of  the  issues  of  stocks  and  bonds  and  other  securities  of  railroads  and 
the  approval  of  the  Interstate  Commerce  Commission  before  any  issues  of 
stocks  and  bonds  or  other  evidences  of  indebtedness  may  be  made.  Much  has 
been  said  of  late  years  concerning  and  much  proper  criticism  has  come  from 
the  public  in  regard  to  the  overissue  of  stocks  and  bonds  and  overcapitalization 
of  railroads,  and  many  abuses  along  this  line  have  brought  us  to  believe  that 
legislation  along  this  line  is  absolutely  necessary  at  this  time.  Commissioner 
Clements  in  his  testimony  before  the  Committee  on  Interstate  and  Foreign  Com- 
merce substantially  says : 

"  I  have  believed  for  a  good  many  years  that  there  ought  to  be  some  regula- 
tion, at  least  to  the  extent  of  restricting  and  limiting  the  power  of  corporations 
engaged  in  interstate  commerce  to  issue  stocks  and  bonds.  This  condition  has 
been  a  matter  of  growth  in  my  own  mind  and  judgment.  I  have  always  been 
rather  inclined  to  the  general  theory  of  as  little  regulation  as  was  necessary 
as  being  better  than  to  have  any  that  is  superfluous.  But  experience  and  ob- 
servation have  convinced  me  that  there  should  be  some  regulation  at  the  base 
as  well  as  at  the  top  of  this  matter  of  common-carrier  organization  and  opera- 
tion." 

You  will  see  from  this  statement — and  it  is  concurred  in  by  a  majority  of  the 
Interstate  Commerce  Commission — that  they  believe  some  steps  along  the  line 
of  Federal  control  of  the  issues  of  securities  engaged  in  interstate  commerce 
is  absolutely  necessary  and  imperative,  and,  being  in  harmony  with  this  law, 
your  committee  has  added  section  20A,  which  says  that  it  shall  be  unlawful  for 
any  common  carrier  subject  to  the  act  to  regulate  commerce  to  issue  any  capi- 
tal stock  or  certificate  of  stock,  any  bond  or  other  evidence  of  indebtedness,  or 
assume  any  other  obligation  or  become  the  lessor  of  any  other  railroad,  or  the 
guarantor  or  surety  for  the  securities  of  any  other  person,  natural  or  artificial, 
even  though  permitted  by  the  authority  creating  the  carrier  corporation,  ex- 
cept for  some  purpose  necessary  to  the  proper  performance  of  its  service  for 
the  public  and  not  tending  to  impair  the  financial  ability  of  the  carrier  to  dis- 
charge its  duty  to  the  public,  and  goes  on  to  say  that  extensions  and  improve- 
ments of  its  railroads  and  terminals  in  connection  therewith  increasing  and 
improving  the  equipment,  refunding  and  retiring  existing  bonds,  and  similar  and 
kindred  purposes  shall  be  held  to  be  necessary  purposes  in  the  meaning  of  this 
law. 

By  the  unbridled  and  unregulated  system  in  the  past  of  the  railroads  of  the 
country  loading  themselves  down  with  unnecessary  and  inappropriate  issues  of 
stocks  and  bonds,  we  believe  that  the  railroad  companies  have  placed  them- 
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selves  in  in  a  position  where  they  have  not  been  able  to  perform  their  duties  to 
the  public.  We  do  not  say  that  capitalization  is  the  all-controlling  factor  in 
the  nuiking  of  rates,  but  we  do  say  that  it  is  one  of  the  great  determining 
factors  in  making  and  promulgating  railroad  tariffs.  When  a  railroad  com- 
pany is  allowed  to  unnecessarily  Load  itself  down  with  spurious  securities  of 
one  kind  and  another,  every  thoughtful  man  will  agree  that  the  ability  of  the 
carrier  to  perform  its  functions  is  impaired.  The  present  deplorable  condi- 
tions of  the  railroads  of  this  country  are  but  an  echo  of  bad  management  upon 
the  part  of  the  railway  officials. 

This  bill  was  passed  by  the  House  in  the  Sixty-third  Congress  with  only  12 
dissenting  votes.  It  would  in  all  probability  have  passed  the  Senate  but  for 
conditions  arising  out  of  the  European  war.  With  this  great  indorsement  of 
the  last  House,  we  believe  it  should  again  pass,  and  this  time  be  passed  by  the 
Senate  and  become  law.  It  is  our  firm  belief  that  when  the  provisions  of  this 
bill  are  law  it  will  put  a  stop  to  the  railroad  wreckers  in  this  country  and  will 
redound  to  the  good  of  all,  the  honest  railroad  management  as  well  as  the 
shipping  and  investing  public.  We  are  of  the  opinion,  after  much  study  of  the 
subject,  that  all  railroads  of  the  country  that  are  not  badly  located  would  at 
this  time,  and  during  the  period  of  depression  that  has  to  some  extent  ended,  be 
making  a  fair  return  on  an  honest  capitalization.  This  bill  simply  provides  for 
honest  capitalization  and  honest  management ;  we  therefore  confidently  believe 
that  the  Congress  will  eagerly  concur  in  its  provisions. 


Exhibit  8%. 

That  the  act  entitled  "An  act  to  regulate  the  construction  of  dams  across 
navigable  waters,"  approved  June  twenty-third,  nineteen  hundred  and  ten,  be, 
and  the  same  is  hereby,  amended  to  read  as  follows : 

"  Section  1.  That  when  consent  or  authority  has  been  or  may  hereafter  be 
granted  by  Congress,  either  directly  or  indirectly,  through  any  duly  authorized 
official  or  officials  of  the  United  States,  to  any  persons  to  construct  and  main- 
tain a  dam  for  water  power  or  other  purpose  across  or  in  any  of  the  navigable 
waters  of  the  United  States,  such  dam  shall  not  be  built  or  commenced  until 
the  plans  and  specifications  for  such  dam  and  all  accessory  works,  together  with 
such  drawings  of  the  proposed  construction  and  such  map  of  the  proposed  loca- 
tion as  may  be  required  for  a  full  understanding  of  the  subject,  have  been  sub- 
mitted to  the  Secretary  of  War  and  the  Chief  of  Engineers  for  their  approval, 
nor  until  they  shall  have  approved  such  plans  and  specifications  and  the  loca- 
tion of  such  dam  and  accessory  works;  and  after  such  approval  it  shall  not  be 
lawful  to  deviate  from  such  plans  or  specifications  either  before  or  after  com- 
pletion of  the  structure  unless  the  modification  of  such  plans  or  specifications 
has  previously  been  submitted  to  and  received  the  approval  of  the  Secretary  of 
War  and  the  Chief  of  Engineers.  Such  plans,  specifications,  and  drawings  shall 
be  submitted  within  two  years  after  the  date  of  approval  of  the  act  authorizing 
the  construction. 

"  Sec.  2.  That  as  a  part  of  such  approval  such  conditions  and  stipulations  may 
be  imposed  as  the  Secretary  of  War  and  the  Chief  of  Engineers  may  deem 
necessary  to  protect  the  present  and  future  interests  of  the  United  States, 
which  may  include  the  condition  that  the  persons  constructing  or  maintaining 
such  dam  shall  construct,  maintain,  and  operate  in  connection  therewith,  with- 
out expense  to  the  United  States,  a  lock  or  locks,  booms,  sluices,  or  any  other 
structure  or  structures  which  the  Secretary  of  War  and  the  Chief  of  Engineers 
or  Congress  may  deem  necessary  in  the  interests  of  navigation,  in  accordance 
with  such  plans  as  they  may  approve ;  and  also  that  the  persons  owning  such 
dam  shall  convey  to  the  United  States,  free  of  cost,  title  to  such  land  as  may  be 
required  for  such  constructions  and  approaches  and  shall  grant  to  the  United 
States  free  water  power  or  power  generated  from  water  power  for  building  and 
operating  such  constructions ;  and  in  such  original  approval,  at  the  discretion 
of  the  Secretary  of  War  and  the  Chief  of  Engineers,  may  be  required  to  main- 
tain and  operate  such  lock  without  expense  to  the  United  States.  The  Secre- 
tary of  War  shall  provide  as  a  condition  of  such  approval  for  the  diligent, 
orderly,  and  reasonable  development  and  continuous  operation  of  the  water 
power,  subject  to  market  conditions,  and  may  provide  that  the  grantee  shall  at 
no  time  contract  for  the  delivery  to  any  one  consumer  of  electrical  energy  in 
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excess  of  fifty  per  centum  of  the  total  output,  except  upon  the  written  consent  of 
the  Secretary  of  War. 

"  Sec.  3.  That  as  a  part  of  said  approval,  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  require  that  the  project  adopted  and  the  plans,  specifica- 
tions, and  location  for  any  dam  shall  he  such  as,  in  the  judgment  of  the  Secre- 
tary of  War  and  the  Chief  of  Engineers,  shall  be  best  adapted  to  a  compre- 
hensive plan  for  the  improvement  of  the  waterway  in  question  for  the  uses  of 
navigation  and  for  the  full  development  of  its  water  power  and  for  other  bene- 
ficial public  purposes  and  best  adapted  to  conserve  and  utilize  in  the  interests 
of  navigation  and  water-power  development  the  water  resources  of  the  region. 
As  between  contesting  applicants  for  approval  of  plans  and  specifications  here- 
under, preference  shall  be  given  to  that  applicant  whose  plans  are  best  qualified 
to  expedite  such  development:  and  as  between  such  contesting  applicants  which 
appear  equally  well  qualified  in  such  respect,  preference  shall  he  given  to  that 
applicant  which  has  first  complied  with  the  laws  of  the  State  or  States  in  which 
such  dam  is  to  be  constructed. 

"Sec.  4.  That  in  case  of  the  development,  generation,  transmission,  and  use 
of  power  or  energy  under  such  approval  in  a  Territory,  or  in  two  or  more 
States,  including  leases  under  section  nineteen  hereof,  the  rates  charges,  and 
service  for  the  same  to  the  consumers  thereof  shall  be  reasonable  and  just ;  and 
all  unjust,  unreasonable,  or  unjustly  discriminatory  charges,  rates,  or  services 
are  prohibited  and  declared  to  be  unlawful,  and  the  regulation  and  control  of  so 
much  of  the  service  and  of  charges  for  service  to  consumers  as  constitutes  com- 
merce between  the  States  or  in  such  Territory  and  of  the  issuance  of  stock 
and  bonds  by  the  grantee  is  hereby  conferred  upon  the  Secretary  of  War  or 
committed  to  such  body  as  may  be  provided  by  Federal  statute:  that  in  the 
valuation  for  rate-making  purposes  of  the  property  existing  under  said  approval 
of  the  project  there  may  be  considered  any  lock  or  locks  or  other  aids  to  navi- 
gation, and  all  other  capital  expenditures  required  by  the  United  States,  but 
no  value  shall  be  claimed  or  allowed  by  the  rights  hereby  granted,  for  good 
will  or  any  other  intangible  value:  Provided,  That  the  physical  connection  of 
plants  or  lines  for  the  generation,  distribution,  and  use  of  power  or  energy 
under  this  act  or  under  approval  made  hereunder  may  be  permitted,  in  the 
discretion  of  the  Secretary  of  War,  but  combinations,  agreements,  arrangements, 
or  understandings,  express  or  implied,  to  limit  the  output  of  electrical  energy, 
to  restrain  trade  or  to  fix,  maintain,  or  increase  prices  for  electric  energy  or 
service  are  hereby  prohibited. 

"  Sec.  5.  That  as  a  part  of  the  conditions  and  stipulations  such  approval  shall 
provide — ■ 

"(a)  For  reimbursement  to  the  United  States  of  all  expenses  incurred  by  the 
United  States  with  reference  to  the  project,  including  the  cost  of  any  investiga- 
tion necessary  for  the  approval  of  the  plans  as  heretofore  provided,  and  for 
such  supervision  of  construction  as  may  be  necessary  in  the  interest  of  the 
United  States. 

"(b)  For  the  payment  to  the  United  States  of  reasonable  charges  for  the 
benefits  which  may  accrue  to  such  project  through  the  construction,  operation, 
and  maintenance,  in  and  about  such  streams,  by  the  United  States  of  head- 
water improvements  of  every  kind,  nature,  and  description,  including  storage 
reservoirs  or  forested  watersheds  or  land  owned,  located,  or  reserved  by  the 
United  States  at  the  headwaters  of  any  navigable  stream  for  the  development, 
improvement,  or  preservation  of  navigation  in  such  stream  in  which  such  dam 
may  be  located.  Such  charges  shall  be  fixed  from  time  to  time  by  the  Secretary 
of  War  and  Chief  of  Engineers,  based  upon  a  reasonable  compensation  equitably 
apportioned  among  the  grantee  and  others  similarly  situated  upon  the  same 
stream  receiving  benefits  by  reason  of  increase  of  flow  past  their  water-power 
structures  artificially  caused  by  such  headwater  improvements,  the  total  charges 
to  all  such  beneficiaries  from  any  such  headwater  improvement  not  to  exceed 
in  any  one  year  an  amount  equal  to  five  per  centum  of  the  total  investment 
cost,  in  addition  to  the  necessary  annual  expense  of  the  operation  of  such 
headwater  improvement. 

"(c)  That  in  the  construction,  maintenance,  and  operation  of  any  project 
under  this  act  for  the  promotion  of  navigation,  the  grantee  may,  with  the 
consent  of  the  Secretary  of  War,  use  and  occupy,  when  necessary  for  carrying 
out  the  project,  lands  acquired  by  the  United  States  through  purchase  or  con- 
demnation and  any  part  of  the  public  lands  withdrawn  by  the  President  from 
entry  or  disposition  for  the  sole  purpose  of  promoting  navigation,  which  the 
President  may  do,  as  provided  in  the  act  entitled  'An  act  to  authorize  the 
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President  of  the  United  States  to  make  withdrawal  of  public  lands  in  certain 
cases,'  approved  June  twenty-fifth,  nineteen  hundred  and  ten.  For  any  of  such 
lands  so  used  the  grantee  shall  pay  to  the  United  States  such  reasonable 
charges  as  may  be  fixed  by  the  Secretary  of  War. 

"  Sec.  6.  That  the  right  is  hereby  reserved  to  the  United  States  to  construct, 
maintain,  and  operate,  in  connection  with  any  dam  built  in  accordance  with  the 
provisions  of  this  act,  a  suitable  lock  or  locks,  booms,  sluices,  or  any  other  struc- 
tures for  navigation  purposes,  and  the  operation  of  any  navigation  facilities 
which  shall  be  constructed  as  a  part  of  or  in  connection  with  any  dam  built 
under  the  provisions  of  this  act,  whether  at  the  expense  of  such  grantee  or  of 
the  United  States,  shall  at  all  times  be  subject  to  such  reasonable  rules  and 
regulations  in  the  interest  of  navigation,  including  the  control  of  the  level  of 
the  pool  caused  by  any  such  dam,  as  shall  be  made  by  the  Secretary  of  War  and 
the  Chief  of  Engineers,  and  in  the  use  and  operation  of  such  navigation  facili- 
ties the  Interests  of  navigation  shall  bo  paramount  to  the  uses  of  such  dam  by 
such  grantee  for  power  purposes.  Such  rules  and  regulations  may  include  the 
maintenance  and  operation  by  such  grantee,  at  its  own  expense,  of  such  lights 
and  other  signals  as  may  be  directed  by  the  Secretary  of  War  and  Chief  of 
Engineers  and  such  fishways  as  shall  be  prescribed  by  the  Secretary  of  Com- 
merce, and  for  failure  to  comply  with  any  such  rule  or  regulation  such  grantee 
shall  be  deemed  guilty  of  a  misdemeanor,  and  upon  conviction  thereof  shall  be 
subjected  to  a  fine  of  not  less  than  $500  for  each  month's  default,  in  addition  to 
other  penalties  herein  prescribed  or  provided  by  law. 

"  Sec.  7.  That  the  grantee  shall  commence  the  construction  of  the  dam  and 
accessory  work  within  one  year  from  the  date  of  the  approval  herein  provided, 
and  shall  thereafter,  in  good  faith  and  with  due  diligence,  prosecute  such  con- 
struction, and  shall,  within  the  further  terms  of  three  years,  complete  the  dam 
and  afterwards  shall,  within  such  times  as  the  Secretary  of  War  and  the  Chief 
of  Engineers  shall  prescribe,  put  in  commercial  operation  such  part  of  the  ulti- 
mate development  as  the  Secretary  of  War  and  the  Chief  of  Engineers  shall  deem 
necessary  to  supply  the  reasonable  needs  of  the  then  available  market,  and 
shall,  from  time  to  time  thereafter,  construct  such  portion  of  the  balance  of 
such  ultimate  development  as  said  Secretary  of  War  and  Chief  of  Engineers 
may  direct  and  within  the  time  specified  by  said  Secretary  of  War  and  Chief  of 
Engineers  so  as  to  supply  adequately  the  reasonable  market  demands  until  such 
ultimate  development  shall  be  completed;  and  extensions  of  the  periods  herein 
specified,  not  to  exceed  two  years,  may  be  granted  by  the  Secretary  of  War,  on 
recommendation  of  the  Chief  of  Engineers,  when,  in  his  judgment,  the  public 
interest  will  be  promoted  thereby.  In  case  the  grantee  shall  not  commence 
actual  construction  within  the  time  herein  prescribed,  or  as  extended  by  the 
Secretary  of  War,  then  the  authority  as  to  such  grantee  shall  terminate,  and  in 
case  any  dam  and  accessory  works  be  not  completed  within  the  time  herein 
specified  or  extended  as  herein  provided  then  the  Attorney  General,  upon  the 
request  of  the  Secretary  of  War,  shall  institute  proper  proceedings  in  the  proper 
district  court  of  the  United  States  for  the  revocation  of  said  authority,  the  sale 
of  the  works  constructed,  and  such  other  equitable  relief  as  the  case  may 
demand,  as  provided  for  in  section  fifteen  of  this  act. 

"  Sec.  8.  That  without  the  written  consent  of  the  Secretary  of  War  no  sale  or 
delivery  of  power  shall.be  made  to  a  distrbuting  company,  except  in  case  of  an 
emergency,  and  then  only  for  a  period  not  exceeding  thirty  days,  nor  shall  any 
approval  under  this  act  be  assigned  or  transferred  without  such  written  consent: 
Provided,  however,  That  no  grantee  under  this  act  shall  create  any  lien  upon  any 
power  project  developed  under  an  approval  made  under  this  act  by  mortgage  or 
trust  deed  unless  approved  by  the  Secretary  of  War  and  for  the  bona  fide  pur- 
pose of  financing  the  business  of  the  grantee.  Any  successor  or  assign  of  such 
property  or  project  or  of  any  rights  accruing  hereunder,  whether  by  judicial  sale, 
foreclosure  sale,  or  otherwise,  shall  be  subject  to  all  the  conditions  of  the  ap- 
proval under  which  such  rights  are  held,  and  also  subject  to  all  the  provisions 
and  conditions  of  this  act  to  the  same  extent  as  though  such  successor  or  assign 
were  the  original  grantee  hereunder. 

"  Sec.  9.  That  the  rights  granted  herein  shall  continue  for  a  period  of  fifty 
years  from  and  after  the  completion  of  the  dam  or  lock  and  dam,  and  shall  be 
irrevocable  except  as  herein  provided,  but  may  be  declared  null  and  void  upon 
breach  of  any  of  the  terms  or  conditions  of  approval :  Provided.  That  such  ap- 
proval shall  be  made  within  or  through  any  national  forest  or  other  reservation 
only  upon  a  finding  by  the  Secretary  of  the  department  under  whose  supervision 
such  reservation  falls  that  the  development  will  not  destroy,  materially  injure, 
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or  be  inconsistent  with  the  purpose  for  which  said  reservation  was  created  or 
acquired.  .     TT  ,.    , 

"  Sec.  10.  That  at  anv  time  after  the  expiration  of  said  fifty  years  tne  united 
States  mav  terminate  the  rights  hereunder  granted  upon  the  giving  to  the 
grantee,  either  before  or  after  the  lapse  of  the  period  of  the  grant,  of  two  years 
notice  in  writing  of  such  termination,  and  may  take  over  the  properties  which 
are  dependent,  in  whole  or  in  part,  for  their  usefulness  on  the  continuance  of 
such  grant  and  which  mav  have  been  acquired  by  any  grantee  acting  under  the 
provisions  of  this  act,  upon  condition  that  it  shall  pay,  before  taking  possession, 
first,  the  actual  costs  of  the  dam  and  locks  and  all  other  aids  to  navigation  con- 
structed under  the  approval  of  plans  and  specifictions,  rights  of  way,  water 
rights,  lands,  and  interests  therein  purchased  and  used  by  the  grantee  in  the 
generation  and  distribution  of  electrical  energy  under  the  grant ;  and.  second, 
the  reasonable  value  of  all  other  property  taken  over,  including  structures  and 
fixtures  acquired,  erected,  or  placed  upon  the  lands  and  included  in  the  genera- 
tion or  distribution  plant  and  which  are  dependent  as  hereinabove  set  forth, 
such  reasonable  value  to  be  determined  by  mutual  agreement  between  the  Secre- 
tary of  War  and  the  grantee  or  owners  of  such  property  and  in  case  they  can 
not  agree  by  proceedings  instituted  for  that  purpose  in  the  United  States  district 
court  for  the  district  in  which  said  property  or  some  part  thereof  is  situated, 
but  in  no  case  shall  the  amount  exceed  the  actual  cost:  Provided,  That  such 
reasonable  value  shall  not  include  or  be  affected  by  the  value  of  the  franchise 
or  good  will  or  profits  to  be  earned  on  pending  contracts  or  any  other  intangible 
element :  Provided  further.  That  in  case  of  war  or  other  emergency  to  be  judged 
by  the  Secretary  of  War  the  United  States  shall  have  the  right  hereby  reserved 
to  requisition  and  take  possession  of  any  or  all  of  said  property  and  operate  the 
same  for  its  own  use  and  benefit  as  long  as  the  necessity  or  emergency  con- 
tinues, and  compensation  for  such  use  and  occupation  shall  be  determined  and 
paid  as  heretofore  provided  in  this  section. 

"  Sec.  11.  That  in  the  event  the  United  States  does  not  exercise  its  right  to 
take  over,  maintain,  and  operate  the  properties  as  provided  in  section  ten 
hereof  the  Secretary  of  War  may  renew  the  approval  of  plans  and  specifications 
either  original  or  modified,  upon  such  terms  and  conditions  and  for  such  periods 
as  may  be  authorized  under  the  applicable  laws  that  may  be  in  force  at  that 
time,  or  the  Secretary  of  War  is  authorized,  upon  the  expiration  of  any  grant 
under  this  act,  to  approve  terms  and  conditions  under  which  a  new  grantee  may 
operate  such  properties  for  such  periods  as  applicable  laws  may  then  authorize 
upon  the  further  condition  that  the  new  grantee  shall  pay  the  original  grantee 
for  the  properties  as  provided  in  section  ten  of  this  act. 

"  Sec.  12.  That  where,  in  the  judgment  of  the  Secretary  of  War,  the  public 
interest  requires  or  justifies  the  execution  by  any  grantee  of  contracts  for  the 
sale  and  delivery  of  water  power  or  electrical  energy  for  periods  extending 
beyond  the  life  of  the  grant,  but  for  not  more  than  twenty  years  thereafter,  such 
contracts  may  be  entered  into  upon  the  approval  of  the  said  Secretary,  and 
thereafter,  in  the  event  of  the  exercise  by  the  United  States  of  the  option  to 
take  over  the  plant  in  the  manner  provided  in  either  section  ten  or  eleven 
hereof,  the  United  States  or  its  new  grantee  shall  assume  and  fulfill  all  such 
contracts. 

"  Sec.  13.  That  the  persons  constructing,  maintaining,  or  operating  any  dam 
or  appurtenant  or  accessory  works  in  accordance  with  the  provisions  of  this 
act  shall  be  liable  for  any  damage  that  may  be  inflicted  thereby  upon  private 
property,  either  by  overflow  or  otherwise,  and  the  United  States  shall  in  no 
event  he  liable  therefor.  The  promotion  of  navigation  for  the  benefit  of  inter- 
state commerce  being  the  paramount  purpose  and  consideration  for  this  legisla- 
tion and  the  improvement  contemplated  therein,  any  grantee  hereunder  failing 
to  secure  necessary  property  rights,  easements,  and  agreements  by  contract  may 
acquire  all  such  rights,  either  to  use  or  damage  any  dam  sites,  lock  sites,  lands, 
or  property  of  others  necessary  to  the  construction,  maintenance,  or  operation  of 
any  such  dam  or  diversion  structure  or  of  the  works  appurtenant  or  accessory 
thereto  by  the  exercise  of  the  right  of  eminent  domain  by  condemnation  pro- 
ceedings in  the  district  court  of  the  United  States  for  the  district  in  which  such 
land  or  other  property  may  be  located,  or  in  the  State  courts.  The  practice  and 
procedure  in  any  action  or  proceeding  brought  for  that  purpose  in  the  district 
court  of  the  United  States  shall  conform  as  nearly  as  may  be  with  the  practice 
and  procedure  in  similar  actions  or  proceedings  in  the  courts  of  the  State  where 
the  property  is  situated. 
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"  Six.  14.  That  in  case  of  the  development,  generation,  transmission,  or  use 
of  power  or  energy  under  an  approval  given  under  this  act,  Including  Leases 
under  section  nineteen  hereof  wholly  within  a  Stale  which  has  nm  provided  a 
commission  or  other  authority  having  adequate  power  to  regulate  rate  charges 
and  service  to  the  consumers  of  electrical  energy  and  the  issuance  of  stock  and 
bonds  by  public-utility  corporations  engaged  in  power  development,  transmission, 
and  distribution,  the  control  of  rates,  service,  and  charges  to  consumers  and 
stock  and  bond  issues  shall  be  vested  in  the  Secretary  of  War  or-  committed  to 
such  body  as  may  be  authorized  by  Federal  statutes  until  such  time  as  the 
Slate  shall  provide  a  commission  or  other  authority  for  such  adequate  regula- 
tion and  control  :  Provided,  That  the  control  of  the  Secretary  of  War  or  other 
Federal  authority  shall  cease  and  determine  as  10  each  specific  matter  of  control 
described  in  this  section  so  soon  as  the  State  shall  have  provided  a  commission 
or  other  authority  for  the  regulation  and  control  of  that  specific  matter. 

••  Sic.  L5.  That  any  grantee  who  shall  fail  or  refuse  to  comply  with  the  lawful 
order  of  the  Secretary  of  War  made  in  accordance  with  the  provisions  of  this 
acl  shall  be  deemed  guilty  of  a  misdemeanor  and,  on  conviction  thereof,  shall 
be  punished  by  a  line  not  exceeding  $1,000,  and  every  month  such  grantee  shall 
remain  in  default  shall  be  deemed  a  new  offense,  and  subject  such  grantee  to 
additional  penalties  therefor;  and  in  addition  to  said  penalties  the  Attorney 
General  may.  on  the  requesl  of  the  Secretary  of  War.  institute  proper  pro- 
ceedings in  the  district  court  of  the  United  States  in  the  district  in  which  such 
structure  or  any  of  its  accessory  works  may,  in  whole  or  in  part,  exist,  for  the 
purpose  of  having  such  violation  stopped  by  injunction,  mandamus,  or  other 
process:  and  any  such  district  court  shall  have  jurisdiction  over  all  such  pro- 
ceedings and  shall  have  the  power  to  make  and  enforce  all  writs,  orders,  and 
decrees  necessary  to  compel  the  compliance  with  the  requirements  of  this  act 
and  the  lawful  orders  of  the  Secretary  of  War  and  the  performance  of  any 
condition  or  stipulation  imposed  under  the  provisions  of  this  act;  and  if  the 
unlawful  maintenance  and  operation  are  shown  to  be  such  as  shall  require  a 
revocation  of  all  rights  and  privileges  held  under  authority  of  this  act,  the 
court  may  decree  such  revocation.  In  case  of  such  a  decree  the  court  may 
wind  up  the  business  of  such  grantee  conducted  under  the  rights  in  question  and 
may  declare  such  dam  and  accessory  works  to  be  an  unreasonable  obstruction 
to  navigation  and  cause  their  removal  at  the  expense  of  the  grantee  owning 
or  controlling  the  same,  or  may  provide  for  the  sale  of  the  dam  and  all  ac- 
cessory and  appurtenant  works  constructed  under  authority  of  this  act  for  the 
further  development  of  wider  power,  and  may  make  and  enforce  such  other 
and  further  orders  and  decrees  as  equity  demands;  and.  in  case  of  such  a  sale 
for  the  further  development  of  water  power,  the  vendee  shall  take  the  rights 
and  privileges  and  shall  perform  the  duties  which  belonged  to  the  previous 
grantee,  and  shall  assume  such  outstanding  obligations  and  liabilities  arising 
out  of  the  maintenance  and  operation  of  such  dam  and  accessory  works  for 
power  purposes  as  the  court  may  deem  equitable  in  the  premises. 

"  Sec.  16.  That  the  Secretary  of  War  is  hereby  authorized  to  examine  books 
and  accounts  of  grantees  and  to  require  them  to  submit  statements,  representa- 
tions, or  reports  including  information  as  to  capitalization,  cost  of  locks,  dams, 
and  other  aids  to  navigation,  water  rights,  lands,  easements,  and  other  property 
acquired,  production,  use.  distribution,  and  sale  of  power  or  energy,  all  of  which 
statements,  representations,  or  reports  so  required  shall  be  upon  oath,  unless 
otherwise  specified,  and  in  such  form  and  upon  such  blanks  as  the  Secretary 
of  War  may  require;  and  any  person  making  any  false  statement,  representa- 
tion, or  report  under  oath  shall  be  subject  to  punishment  as  for  perjury. 

•'Sic.  17.  That  each  approval  under  this  act  shall  be  conditioned  upon  the 
acceptance  by  the  grantee  of  all  the  terms  and  conditions  of  this  act  and  of 
terms  and  conditions  specified  in  the  approval,  which  acceptance  shall  be  ex- 
pressed in  the  approval  as  a  part  of  the  contract  entered  into,  and  that  nothing 
in  this  act  shall  lie  construed  as  affecting  or  intended  to  affect  or  to  in  any  way 
interfere  with  the  laws  of  any  State  relating  to  the  control,  appropriation,  use, 
or  distribution  of  water  except  as  related  to  the  purposes  of  navigation. 

'•  SEC.  18.  That  the  right  to  alter,  amend,  or  repeal  this  act  is  hereby  expressly 
reserved  as  to  any  and  all  dams  which  may  be  authorized  in  accordance  with 
the  provisions  of  this  act.  In  such  case  the  United  States  shall  incur  no  lia- 
bility for  the  alteration,  amendment,  or  repeal  thereof  to  the  owner  or  owners 
or  any  other  persons  interested  in   such  dam. 

"  SEC.  11>.  That  the  Secretary  of  War  be,  and  he  is  hereby,  authorized  to  enter 
into  leases  for  the  use  of  surplus  water  and  water  power  generated  at  dams  and 
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works  constructed  wholly  or  in  part  by  the  United  States  in  the  interests  of 
navigation  at  such  rates  or  on  such  terms  and  conditions  and  for  such  periods 
of  time  not  to  exceed  fifty  years  and  with  such  provision  for  the  periodical  re- 
adjustment of  rentals  as  may  seem  to  him  just,  equitable,  and  expedient,  sub- 
ject, however,  to  the  provisions  of  this  act  governing  the  authorization,  main- 
tenance, and  operation  of  power  plants,  and  to  all  regulations  governing  the  use 
and  disposition  of  the  power,  so  far  as  the  same  may  be  applicable;  and  all 
such  leases,  the  parties  thereto,  and  the  terms  and  conditions  thereof  shall  be 
reported  annually  to  Congress:  Provided,  That  the  said  Secretary  of  War,  in 
making  such  leases,  other  conditions  being  equal,  shall  give  preference  to  the 
bid  solely  for  municipal  use  of  any  municipal  corporation  or  other  public  cor- 
poration not  operated  for  profit. 

"  Sec.  20.  That  the  provisions  of  this  act  shall  not  be  construed  as  revoking 
or  affecting  any  permits  or  valid  existing  rights  of  way  heretofore  given  or 
granted  pursuant  to  law,  but  at  the  option  of  the  grantee  any  grant  heretofore 
given  for  the  development,  generation,  transmission,  or  utilization  of  power 
may  be  surrendered  and  the  grantee  given  a  grant  for  the  same  premises  under 
the  provisions  of  this  act. 

"  Sec.  21.  That  the  provisions  of  this  act  shall  nol  apply  To  irrigation  or  power 
dams  or  grants  to  municipal  corporations  affecting  the  use  of  water  or  water 
power  for  municipal  purposes  or  other  projects  under  the  jurisdiction  of  the 
Secretary  of  the  Interior  or  the  Secretary  of  Agriculture  upon  the  public  lands 
of  the  United  States." 

Exhibit  9. 
[House  Report  No.  637,  Sixty-third  Congress,  second  session.] 

The  next  three  pages  are  offered  in  response  to  the  general  demand  for  au- 
thority to  limit  and  prevent  the  overissue  of  stocks  and  bonds  by  the  carriers, 
and  we  believe  if  enacted  into  law  the  provisions  offered  will  prove  effective  for 
that  purpose.  Those  provisions  are  added  to  the  other  amendments  to  section 
20  of  the  act  to  regulate  commerce  because  we  thought  them  germane  to  the 
subject  matter  of  that  section,  and  the  prevention  of  an  overissue  of  stocks  and 
bonds  can  certainly  be  greatly  aided  by  the  information  vouchsafed  in  the  first 
portion  of  section  20  as  amended  in  this  bill. 

The  provisions  of  the  bill  can  be  enforced  effectively  through  two  provisions 
made,  one  by  injunction  against  unlawful  conduct  and  the  other  by  punishment 
in  the  courts  of  persons  who  violate  the  law,  and  as  to  those  persons  who  prac- 
tice wholesale  speculation  and  manipulations  in  stocks  and  bonds,  known  in 
the  past  as  magnificent  wreckers  of  railroad  systems,  we  have  left  the  punish- 
ment in  the  discretion  of  the  court,  as  it  is  thought  proper  to  leave  to  the  in- 
genuity of  the  court  the  full  limit  of  human  ingenuity  in  inflicting  punishment 
on  those  who  injure  commerce  and  the  prosperity  of  the  country  by  crippling 
and  wrecking  the  great  systems  of  transportation. 

As  your  committee  understood  that  the  Judiciary  Committee  was  not  dealing 
with  the  directorates  of  railroad  companies,  your  committee  has  deemed  it 
proper  to  include  a  provision  preventing  common  directorates  and  management, 
except  when  under  peculiar  conditions  rendering  it  necessary  the  Interstate 
Commerce  Commission  may  sanction  such  duplicate  office  holding.  In  connec- 
tion with  the  provision  to  punish  violations  of  that  law  we  propose  pains  and 
penalties  upon  officers  who  issue  stocks  and  bonds  without  authority  of  law  or 
who  violate  the  proposed  law  against  applying  the  proceeds  of  the  stocks  and 
bonds  to  improper  purposes. 

Believing  that  there  is  not  only  merit  in  the  provisions  offered  in  the  bill 
herewith  reported,  but  also  that  it  will  go  far  in  remedying  the  evils  complained 
of,  the  bill  is  respectfully  submitted. 
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November  12,  1917. 
Hon.  Francis  (f.  Nkwi.axds, 

Chairman  Joint  Congressional  Committee, 

Palace  Hotel,  San  Francisco. 

My  Dear  Senator:  As  you  will  remember,  Congressman  Eseh  suggested  at 
the  hearing  last  Saturda^  thai  the  resolutions  adopted  by  the  National  Associa- 
tion of  Railway  and  Utilities  Commissioners  a1  its  recent  convention  in  Wash- 
ington be  produced  and  made  part  of  my  examination,  and  the  committee  so 
directed. 

I  assume  that  Mr.  Esch  did  not  have  in  mind  the  resolutions  ordering  the 
filing  of  the  various  committee  reports,  some  17  in  number,  or  approving  recom- 
mendations therein  continued,  but  that  he  referred  to  the  special  resolutions 
adopted  by  the  national  association  as  declaratory  of  the  policy  of  the  associa- 
tion on  important  subjects.  The  association  adopted,  unanimously  in  each  in- 
stance, five  special  resolutions  on  the  following  subjects: 

1.  Special   war  committee. 

-.  Cooperation  with  Interstate  Commerce  Commission. 

3.  Federal    railroad   valuation. 

4.  Joint  congressional  committee. 

."">.  Standing  committee  on  public  ownership  and  operation. 
Copies  of  these  resolutions  arc  transmitted  herewith.     While  they  follow  rec- 
ommendations made  by  me  as  president  of  the  national  association,  I  am  not 
responsible  for  some  of  the  language  therein  contained. 

I  wish  to  take  this  opportunity  of  expressing  to  you  and  the  other  members  of 
the  joint  congressional  committee  my  appreciative  thanks  for  the  many  courte- 
sies  which  the  committee  and  its  members  have  extended  to  me. 
Yours,  truly, 

Max  Thelen. 
special  wab  committee. 

Whereas  Hon.  Max  Thelen,  president  of  the  National  Association  cf  Railway 
Commissioners,  on  May  28,  1917.  addressed  to  the  President  of  the  United 
States  a  telegram  offering  the  cooperation  of  the  national  association  with  the 
Federal  Government  in  its  action  looking  to  control  of  railroad  operation  to 
meet  military  and  industrial  requirements;  and 
Whereas  this  offer  was  repeated  by  the  executive  committee  of  this  association 

at  a  special  meeting,  held  in  Washington,  June  7,  1917 ;  and 
Whereas  President  Thelen  in  his  annual  address  declares  it  important  that  the 
State  commissions  give  direct  and  immediate  assistance  to  help  win  the  war, 
and  recommends  the  creation  of  a  special  committee  by  this  association  to 
that  end : 

Resolved,  That  this  association  authorizes  the  president  to  appoint  immedi- 
ately a  special  war  committee  of  five  members,  which  shall  be  charged  with  the 
duty  of  conferring  with  the  appropriate  Federal  and  State  authorities  and  with 
each  State  commission,  and  of  giving  advice  and  suggestions  as  to  what  each 
commission  can  do  affirmatively  and  constructively  to  help  the  Nation  in  the 
present  emergency;  and  to  select  agents  to  carry  out  its  objects  and  to  make 
effective  the  offers  of  cooperation  made  by  the  president  and  the  executive 
committee. 

Further  resolved,  That  the  president  of  this  association  elected  for  the  en- 
suing year  shall  be  ex  officio  a  member  of  said  special  war  committee. 

COOPERATION    WITH    INTERSTATE   COMMERCE   COMMISSION. 

It  appearing  desirable  in  the  public  interest  that  legal  authorization  should 
exist  for  effective  cooperation  between  the  Interstate  Commerce  Commission 
and  the  commissions  of  the  several  States  having  jurisdiction  over  intrastate 
railroad  rates  in  cases  where  discrimination  between  interstate  and  intra- 
state rates  might  otherwise  exist;  and 

Whereas  such  cooperation  can  now  be  secured  only  to  a  limited  extent,  and  then 
only  by  voluntary  action,  for  which  no  provisions  exist  in  the  statutes;  and 
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Whereas  the  Interstate  Commerce  Commission,  in  its  annual  report  for  the 
year  1916,  anions  its  recommendations  to  Congress  recommended  as  follows: 
"6.  That  without  abdication  of  any  Federal  authority  to  finally  control 
questions  affecting  interstate  and  foreign  commerce,  the  commission  be  au- 
thorized to  cooperate  with  said  commissions  in  efforts  to  reconcile  upon  a 
single  record  the  conflicts  between  State  and  interstate  rates";  and 
Whereas  it  is  believed  that  legislation  along  these  lines  will  go  far  to  meet  the 
requirements  of  any  such  rate  situations :  Be  it 

Resolved,  That  the  committee  on  State  and  Federal  Legislation  be,  and  it  is 
hereby,  directed  to  confer  and  cooperate  with  members  of  the  Interstate  Com- 
merce' Commission  in  bringing  said  matter  before  the  Federal  Congress,  witli 
the  view-  of  securing  the  necessary  statutory  authority  for  effective  cooperation 
between  the  Interstate  Commerce  Commission  and  the  regulatory  commissions 
of  the  several  States ;  and  be  it 

Further  resolved,  That  it  shall  be  the  duty  of  said  committee  to  inform  the 
members  of  this  association,  from  time  to  time,  of  any  such  legislation  pro- 
posed for  enactment  by  the  Federal  Congress,  and  that  such  notification  shall 
be  so  full  and  timely  that- all  members  of  the  association  shall  have  full  oppor- 
tunity to  appear  and  be  heard  on  all  such  proposed  legislation,  and  to  take- 
such  "action  in  regard  thereto  as  they  may  deem  best  for  the  public  interest. 

FEDERAL   RAILROAD   VALUATION. 

Whereas  for  the  last  two  years  Hon.  Clyde  15.  Aitchison  has  represented  ibis 
association  through  its  valuation  committee  as  a  solicitor  in  Washington,  and 
has  carefully  observed  the  work  of  valuation  of  railroads  being  done  by  the 
valuation  division  of  the  Interstate  Commerce  Commission,  has  advised  the 
State  commissions  of  its  progress,  lias  tiled  briefs  giving  the  point  of  view  of 
the  public,  and  has  done  everything  in  his  power  to  assist  the  Federal  au- 
thorities in  promoting  such  work: 

Resolved .  That  the  association,  while  congratulating  Mr.  Aitchison  upon  his 
appointment  as  a  member  of  the  Interstate  Commerce  Commission,  regrets  the 
loss  of  his  services  for  the  valuation  committee. 

Further  resolved,  That  the  association,  recognizing  the  importance  of  con- 
tinuing such  representation  at  Washington,  hereby  declares  for  a  continuation 
of  the  work,  and  empowers  and  directs  the  valuation  committee,  to  be  ap- 
pointed by  the  president  elected  at  this  convention,  to  select  a  suitable  man  to 
fill  the  vacancy  in  the  solicitorship  caused  by  the  transfer  of  Mr.  Aitchison  to 
the  Federal  commission  ;  and  thai  the  State  commissions  belonging  to  this  asso- 
ciation which  have  contributed  to  the  maintenance  and  support  of  the  valuation 
solicitor's  office  continue  their  contributions  for  that  purpose  for  the  next  two 
years. 

JOINT    CONGRESSIONAL    COMMITTEE. 

Whereas  under  the  direct  authority  of  this  association  the  committee  on  State 
and   Federal   legislation   appeared  before  the  joint   congressional    committee 
of  the  Senate  and  House  of  Representatives,  commonly  known  as  the  New- 
lands   committee,   and   performed   effective   work    in   cooperating    with   that 
committee  and  in  bringing  before  it  the  views  of  the  State  commissions: 
Resolved.  That  the  committee  on  State  and  Federal  legislation,  to  be  ap- 
pointed by  the  president  to  be  elected  for  the  ensuing  year,  be  authorized  and 
directed  to  continue  such  appearance  before  and  cooperation  with  said  Newlands 
committee. 

STANDING  COMMITTEE  ON   PUBLIC   OWNERSHIP  AND   OPERATION. 

Resolved,  That  section  4  of  the  constitution  of  the  National  Association  of 
Railway  Commissioners  be  amended  so  as  to  add  to  the  list  of  standing  com- 
mittees a  committee  on  public  ownership  and  operation  of  railroads  and  other 
public  utilities,  as  recommended  by  President  Thelen  in  his  annual  address, 
and  that  such  committee  ascertain  and  report  to  this  association  the  facts 
bearing  upon  the  comparative  worth  and  efficiency  of  Government  regulation 
and  control  as  compared  with  Government  ownership  and  operation  of  public 
utilities ;  and  that  the  special  committee  on  public  ownership  and  operation 
appointed  at  the  1916  convention  be  discharged,  with  the  thanks  of  the 
association  for  its  work  in  collecting  and  compiling  data  regarding  public 
ownership  and  operation  as  contrasted  with  private  ownership  and  operation, 
of  such  utilities. 


THE  DUTY  OF  THE  STATE  COMMISSIONS  DURING  AND  AFTER   THE 

WAR. 

By   Max  Thelen,   President  National  Association  of  Railway   Commissioners. 
[Twenty  ninth  annual  convention,  Oct.  1G,  1917.] 

For  the  first  time  in  its  29  years  of  life  the  National  Association  of  Railway 
Commissioners  convenes  while  the  Nation  is  at  war.  We  meel  in  the  historic 
city  of  Marshal]  and  Story,  of  Webster,  Clay,  and  Calhoun,  of  Washington, 
Jefferson,  and  Lincoln,  Roosevelt,  and  Wilson;  the  city  of  idealism,  of  states- 
manship, and  of  patriotism. 

At  such  a  time  and  in  such  a  place  every  loyal  American  asks  himself,  What 
can  I  do  in  my  held  of  action  to  help  my  country  in  the  present  emergency? 
What  can  I  do  to  help  create  in  this  Nation  the  new  loyalty  of  devotion  and 
Sacrifice  for  country  which  is  necessary  now  and  hereafter  to  enable  the  United 
States  to  take  and  maintain  Iter  destined  place  among  the  nations  of  the  world? 
We  ask  ourselves  not  what  is  my  right  against  my  country,  but  what  is  my  duty 
in  her  service;  not  what  will  my  country  do  for  me,  hut  what  can  I  do  for  my 
country. 

At  this  time,  when  individual  action  yields  to  collective  patriotic  endeavor, 
each  member  of  the  National  Association  of  Railway  Commissioners  asks  him- 
self. What  action  can  I  take  and  what  action  can  my  commission  take  to  serve 
the  Nation  during  the  war,  and  what  can  I  do  now  in  preparation  for  the  vital 
problems  which  will  come  after  the  war,  so  that  they  may  he  wisely  and 
patriotically  solved,  and  so  that  the  Nation  in  the  solution  thereof  may  grow 
.stronger,  more  efficient,  and  more  fit? 

Accordingly,  I  have  chosen  as  the  subject  of  the  president's  annual  add 
"  The  duty  of  the  State  commissions  during  and  after  the  war." 

POSSIBILITIES    OF    DIRECT    WAR    SERVICE    BY    STATE    COMMISSIONS. 

It,  of  course,  goes  without  saying  that  each  commissioner  pledges  himself 
unreservedly  to  every  service  which  his  State  and  his  Nation  may  ask  of  him 
in  the  present  emergency.  We  all  desire  to  be  of  service,  but  to  many  of  us  the 
path  of  most  effective  service  is  not  clear.  In  the  hope  of  being  able  to  translate 
our  desire  to  help  into  terms  of  specific  and  definite  action  I  shall  draw  atten- 
tion to  certain  steps  which  in  my  judgment  the  various  State  commissions  can 
and  ought  to  take  to  help  the  Nation  in  the  war. 

RAILROAD CAR   SHORTAGE. 

To  assist  in  the  solution  of  our  serious  car-shortage  problem  the  State  rail- 
road and  public  service  commissions  have  sent  circular  letters  urging  all 
shippers  to  cooperate  with  the  railroads  by  prompt  loading,  by  loading  to  full 
capacity,  and  by  prompt  unloading  of  freight  cars.  By  distributing  empty  cars 
into  districts  where  needed,  increasing  the  daily  mileage  of  locomotives  and 
freight  cars,  reducing  the  number  of  locomotives  and  freight  cars  awaiting 
repairs  in  simps,  and  other  measures,  the  railroads  have  patriotically  assisted 
in  securing  greater  efficiency  of  their  limited  transportation  equipment.  While 
the  cooperation  of  the  public  authorities,  the  shippers,  and  the  railroads  has 
produced  gratifying  results,  the  situation  is  still  serious  and  threatens  to  become 
more  acute  during  the  remaining  months  of  the  year. 

The  Slate  commissions  must  render  further  service  in  the  car-shortage 
problem.  Wherever  we  find  in  our  States  that  extra  fare  or  limited  passenger 
trains  are  being  run  in  excess  of  reasonable  necessity,  wherever  we  find  that 
unnecessary  trains  of  any  character  are  being  operated  between  competitive 
points,  wherever  we  find  that  other  unnecessary  expenses  are  still  being 
incurred  by   the  railroads,  it  is  the  duty  of  the  State  commissions   to   take 
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affirmative  action,  to  draw  the  matter  to  the  attention  of  the  railroads,  and  to 
urge  them,  not  merely  to  authorize  them,  to  eliminate  the  unnecessary  service 
and  expense  so  as  to  conserve  their  transportation  efficiency.  While  we  are  at 
war  the  American  people  do  not  need  luxurious  passenger  service.  In  these 
matters  the  State  commissions  should  be  leaders  and  not  followers. 

The  permanent  solution  of  the  car  shortage  and  other  fundamental  railroad 
problems  are  matters  to  which  I  shall  hereinafter  refer.  Let  us,  however,  at 
the  present  time  take  every  emergency  measure  which  can  be  of  assistance, 
even  though  temporarily  inconveniencing  our  people,  so  as  to  help  win  the  war. 

The  National  Association  of  Railway  Commissioners  is  giving  increasing  con- 
sideration to  the  regulation  of  classes  of  utilities  other  than  ralroads. 

ELECTRIC    UTILITIES — CONSERVATION    OF    FUEL. 

Our  electric  utilities  present  serious  war  problems,  particularly  in  connec- 
tion with  the  conservation  of  fuel.  Fuel  takes  its  place  with  man  power  and 
food  as  one  of  the  three  most  important  factors  in  this  war.  Wherever  hydro- 
electric utilities  with  steam  reserves  are  being  separately  operated,  fuel  can  be 
saved  by  making  interconnection  between  the  existing  systems  so  that  the  out- 
put of  each  company  will  supplement  that  of  the  others  and  so  that  the  reserves 
of  each  company  will  be  made  available  to  all  other  companies.  Through  such 
interconnection  a  considerable  portion  of  the  existing  steam  reserve  capacity 
can  be  entirely  eliminated  with  a  consequent  material  saving  of  fuel.  One  of 
the  western  railroad  commissions,  on  its  own  initiative,  lias  taken  up  this 
matter  with  the  electric  companies  of  the  stale,  and  it  is  hoped  that  arrange- 
ments will  soon  be  made  through  interconnection  of  existing  systems  so  as  to 
produce  greater  efficiency  in  their  operation  and  to  eliminate  unnecessary  steam 
reserves.  At  this  time,  more  than  ever,  efforts  should  be  made  to  bring  about 
the  most  efficient  operation  of  all  electric  utilities,  with  the  attendant  conserva- 
tion of  fuel  and  man  power. 

WATEE   UTILITIES INCREASED    FOOD    PRODUCTION. 

Water  utilities  play  a  vital  part  in  the  production  of  food  in  the  arid  and 
senriarid  regions  of  the  West.  During  the  present  emergency  nothing  is  nunc 
important  in  these  sections  of  our  country  than  the  efficient  utilization  of  exist- 
ing water  supplies  for  the  irrigation  of  lands  engaged  in  the  production  of  food. 
The  railroad  and  public  service  commissions  in  these  States  can  be  of  material 
service  by  carefully  studying  the  situation  and  advising  with  the  existing  water 
companies  as  to  the  means  to  be  taken  to  secure  the  most  efficient  utilization  and 
development  of  their  water  supplies. 

Promptly  after  the  outbreak  of  the  war  the  California  Railroad  Commission 
issued  a  general  order  permitting  all  water  utilities  in  the  State  to  deliver  water 
free  or  at  reduced  rates  during  the  emergency  created  by  the  war,  so  as  to  en- 
courage the  production  of  additional  food  supplies,  it  being  specifically  pro- 
vided that  the  service  of  such  additional  water  should  not  obligate  the  water 
utilities  to  continue  such  service  after  the  termination  of  the  war  or  in  any  way 
prejudice  their  rights  as  public  utilities.  Furthermore,  the  State  legislature, 
acting  at  the  suggestion  of  the  railroad  commission  and  the  State  water  commis- 
sion, passed  a  statute  authorizing  mutual  water  companies  and  the  owners 
of  private  water  supplies  to  deliver  water  to  third  parties  for  the  irrigation 
of  lands  during  the  emergency  created  by  the  war,  without  thereby  taking  on 
the  status  of  public  utilities.  By  reason  of  this  and  other  action  toward  the 
same  end  the  crops  of  California  are  this  year  the  greatest  in  the  history  of 
the  State. 

WAREHOUSEMEN CARE    OF    STORED    FOOD   PRODUCTS. 

Warehousemen  play  an  important  part  in  the  storage  and  transportation  of 
the  Nation's  food  supplies.  In  those  States  in  which  the  State  commission 
supervises  warehousemen  the  commission  can  render  substantial  service  by 
drawing  the  attention  of  the  warehousemen  to  the  necessity  of  making  their 
warehouses  weather,  rat,  and  vermin  proof  and  of  exercising  the  greatest  care 
in  the  handling  of  the  stored  food  supplies  so  as  to  eliminate  breakage  and  other 
losses.  A  number  of  State  commissions  have  already  taken  such  action  with 
gratifying  results.  The  commissions  can  also  be  of  assistance  in  cooperating 
with  the  National  Food  Administration  in  the  matter  of  the  warehousing  of 
food  supplies. 
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INVESTIGATIONS   AND  REPORTS   ON    WAR   PROBLEMS. 

Furthermore,  in  matters  not  of  a  strictly  public  utility  character  the  State 
commissions  can  be  of  assistance  by  placing  their  trained  stalls  at  the  service 
of  the  State  ami  Federal  Governments  for  the  purpose  of  making  investigations, 
reports,  and  recommendations.  The  State  railroad  and  public  service  commis- 
sions largely  constitute  the  best  trained  expert  administrative  tribunals  in 
the  various  States  of  the  Union.  Their  experience  and  training  in  the  ascer- 
tainment of  facts  peculiarly  tits  them  to  investigate  and  reporl  the  facts  and  to 
make  their  recommendations  with  reference  to  war  problems  as  to  which  either 
the  state  or  the  Federal  Governments  may  desire  assistance. 

Let  me  illustrate  the  Kind  of  service  which  I  have  in  mind.  Everyone  appre- 
ciates that  in  this  war  there  is  nothing  more  important  than  our  fuel  problem. 
In  one  of  our  Western  Slates  which  produces  a  large  proportion  of  the  Nation's 
fuel  oil  the  governor  realized  (lie  need  for  an  immediate  investigation  into  the 
possibility  of  increasing  the  production  of  crude  oil  or  of  decreasing  iis  con- 
sumption so  thai  the  greatesl  possible  amounl  of  fuel  oil  and  its  products  might 
be  made  available  for  the  Army  and  the  Navy  in  the  operation  of  motor  trucks, 
vessels,  and  aeroplanes,  and  also  to  meet  the  tremendously  increased  require- 
ments of  our  industries  engaged  in  the  preparation  of  war  materials.  The  rail- 
road commission  of  thai  State,  immediately  upon  the  declaration  of  war,  offered 
its  services  to  the  governor  and  the  State  council  of  defense,  as  well  as  to  the 
officials  of  the  Federal  Government.  The  governor,  desiring  a  thorough  in- 
vestigation promptly  made,  turned  to  the  railroad  commission,  appointed  the 
president  of  the  commission  as  chairman  of  a  committee  on  petroleum,  and 
urged  the  committee  to  report  to  him  promptly  the  facts,  together  with  recom- 
mendations for  action.  Within  three  months  the  committee  placed  in  the  gov- 
ernor's hands  an  exhaustive  report  dealing  with  every  phase  of  the  production, 
distribution,  and  utilization  of  the  State's  petroleum  and  its  products,  with 
specific  findings  of  fact,  conclusions,  and  recommendations,  which  were  promptly 
approved  by  the  governor  and  transmitted  by  him  to  the  President  of  the 
Finted  States  with  an  offer  on  the  part  of  the  State  to  be  of  all  possible  service 
in  the  matter. 

Let  the  State  commissions  at  once  take  action  without  waiting  to  be  called 
upon.  If  they  have  not  already  done  so,  let  them  immediately  offer  their  serv- 
ices to  the  State  and  Federal  Governments  in  every  way  in  which  their  trained 
administrative  machinery  can  be  of  service,  whether  in  the  regulation  and 
supervision  of  public  utilities  or  otherwise. 

So  important  do  I  regard  the  giving  of  direct  and  immediate  assistance  by 
the  State  commissions  to  help  win  the  war  that  I  recommend  to  this  conven- 
tion that  it  create  a  special  war  committee  which  shall  be  charged  with  the 
duty  of  conferring  with  the  appropriate  Federal  and  State  authorities  and  with 
each  State  commission  and  of  giving  advice  and  suggestions  as  to  what  each 
commission  can  do  affirmatively  and  constructively  to  help  the  Nation  in  the 
present  emergency. 

GENERAL  PUBLIC   UTILITY   WAR   PROBLEJIS. 

In  addition  to  the  specific  matters  which  I  have  mentioned,  which  may  be 
referred  to  as  direct  action  to  be  taken  by  the  State  commissions  to  aid  the 
Nation  in  the  war,  important  general  problems  affecting  the  regulation  of  public 
utilities  have  resulted  largely  from  the  war  and  call  for  wise  and  helpful  con- 
sideration by  the  State  commissions. 

RATE    INCREASES. 

Increases  in  rates  are  being  asked  by  many  public  utilities  of  various  classes, 
including  steam  railroads,  street  railroads,  gas  companies,  electric  companies, 
warehousemen,  and  possibly  others.  These  requests  for  higher  rates  are  based 
on  the  increased  cost  of  fuel,  labor,  and  material  caused  by  the  war. 

The  applications  of  the  steam  railroads  to  the  Interstate  Commerce  Commis- 
sion and  to  the  various  State  commissions  to  increase  their  freight  rales  15 
per  cent  were  based  largely  on  increased  operating  expenses  due  to  the  war. 
It  is  a  matter  of  gratification  to  all  our  people  that  concurrently  with  these 
increased  operating  expenses  there  have  been  such  increases  not  only  in  gross 
revenues  but  also  in  net  revenues  that  it  would  seem  unreasonable  to  expect 
that  the  steam  railroads  will  press  these  applications  where  they  have  not 
already  been  dismissed. 
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RAILROAD   PROSPERITY. 

While  the  railroads  enjoyed  an  increase  of  19.08  per  cent  in  their  net  earn- 
ings for  January,  1917,  as  contrasted  with  January,  1916,  they  suffered  a  de- 
crease of  26.59  per  cent  in  February  and  8.18  per  cent  in  March.  This  decrease, 
however,  was  converted  into  an  increase  of  0.07  per  cent  in  April,  3.33  per 
cent  in  May,  and  10.13  per  cent  in  June.  The  net  result  of  the  first  six 
months'  operations  in  1917  of  all  class  1  railroads  was  to  show  an  increase  of 
$201,000,000  in  gross  earnings  as  contrasted  with  the  first  six  months  of  1916, 
and  an  increase  of  $207,000,000  in  operating  expenses.  While  the  net  earnings 
after  the  payment  of  taxes  showed  a  decrease  of  $18,600,000,  we  must  bear 
in  mind  that  the  position  of  the  railroads  should  he  measured  not  by  a  compari- 
son with  the  record  year  of  1916,  but  by  the  increase  of  nearly  $155,000,000 
in  net  earnings  over  the  corresponding  six  months  of  1915.  We  also  should 
bear  in  mind  the  fact  that  during  the  first  six  months  of  1917  the  railroads 
spent  $50,000,000  more  in  the  maintenance  of  their  properties  than  in  the  cor- 
responding period  in  1916.  If  maintenance  charges  had  been  kept  at  the  same; 
level  as  in  1916,  the  net  earnings  for  the  first  six  months  of  1917  would  have 
shown  an  increase  of  $30,000,000  oxer  the  net  earnings  for  the  corresponding 
period  of  1916. 

Returns  for  the  month  of  July,  made  public  by  the  Interstate  Commerce  Com- 
mission, show  that  during  this  month  the  net  returns  from  the  180  class  1 
railroads  listed  by  the  commission  increased  from  $103,000,000  to  $106,000,000, 
or  from  $462  to  $475  per  mile  of  road.  The  eastern  district  showed  a  decline, 
but  both  the  southern  and  the  western  districts,  where  the  State  railroad 
commissions  are  supposed  to  be  particularly  active,  showed  a  very  substantial 
increase  in  net  earnings.  As  illustrating  the  increasing  nel  earnings  of  the 
railroads  in  the  western  district,  the  increases  in  net  revenues  for  the  seven 
months  ending  July  31,  1917,  of  the  principal  interstate  railroads  operating 
in  California  were  as  follows: 

The  Santa  Fe's  net  revenue  increased  from  $28,900,000  to  $33,800,000.  The 
Western  Pacific  Railroad  Co.'s  nit  revenue  increased  from  $1,500.00!)  to 
$2,000,000,  and  the  Southern  Pacific  Co.'s  net  revenue  increased  from  $29,000,000 
to  over  s:!9,000,000. 

RATES   OF  OTHER  UTILITIES. 

While  the  position  of  the  steam  railroads  of  the  country,  taken  as  a  whole, 
is  thus  gratifying,  the  same  statement  can  not  lie  made  with  reference  to  cer- 
tain of  the  street  railroads,  gas  and  electric  companies,  warehousemen,  and  other 
utilities.  These  classes  of  public  utilities,  as  a  whole,  have  not  enjoyed  the 
increase  in  business  which  has  come  to  most  of  our  steam  railroads.  To  the 
applications  of  these  utilities  for  authority  to  charge  higher  rates  based  on  large 
increases  in  operating  expenses,  frequently  without  commensurate  Increases  in 
the  volume  of  business,  the  various  State  commissions  must  give  prompt  and 
sympathetic  consideration.  In  a  number  of  instances  higher  rates  have  already 
been  authorized  and  in  other  cases  increases  must  hereafter  be  allowed.  In 
passing  on  these  applications,  however,  careful  consideration  must  be  given 
by  all  parties  to  the  question  whether  it  is  fair  and  just  that  the  entire  abnor- 
mal burden  which  has  been  caused  by  the  war  should  lie  shifted  from  the 
public  utility  to  its  consumers,  who  largely  must  pay  increased  prices  for  every- 
thing they  buy  without  in  many  cases  themselves  receiving  a  compensating 
increased  salary  or  wage.  Is  it  not  fair  to  ask  that  the  public  utilities,  instead 
of  seeking  permission  to  shift  the  entire  increased  costs,  shall  share  with  their 
customers  the  burden  caused  by  the  war? 

REDUCTION    IX    SERVICE. 

The  reduction  or  elimination  of  service  has  already  been  referred  to  in  con- 
nection with  the  need  for  increasing  railroad  transportation  efficiency.  Where 
such  applications  are  reasonably  necessary  to  increase  railroad  transportation 
efficiency,  they  will,  of  course,  be  granted.  But  let  me  here  sound  a  note  of 
warning.  Reductions  in  necessary  service  to  rural  communities  and  other  por- 
tions of  our  country  asked  for  by  the  carriers  as  a  matter  of  patriotism  should 
not  be  allowed  while  the  carriers  at  the  same  time  continue  to  maintain  ex- 
pensive, not  to  say  luxurious,  and  largely  unnecessary  service  between  com- 
petitive points  for  the  purpose  of  securing  business  from  their  rivals. 

The  reduction  of  service  by  other  classes  of  utilities  has  not,  in  so  far  as  I 
am  aware,  as  yet  become  acute. 
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CAPITAL   EXPENDITURES    DURING    WAR. 

Expenditures  for  additional  railroad  depots  or  for  other  new  structures  or 
extensions  will,  of  course,  not  be  ordered  by  the  State  commissions  while  the 
Nation  is  at  war,  unless  absolutely  necessary.  I  resent  the  efforts  of  various 
public  utility  representatives  to  secure  from  each  State  commission  the  enact- 
ment of  a  resolution  formally  resolving  that  the  commission  will  not  order  the 
railroads  and  other  public  utilities  to  incur  unnecessary  expenditures  during  the 
war.  Such  efforts  are  entirely  unnecessary  and  are  not  creditable  to  those  who 
make  them.  The  State  commissions  are  just  as  patriotic  as  the  railroads.  Be- 
fore any  of  those  recent  suggestions  were  made,  most  of  the  State  commissions 
had  already  decided,  as  a  matter  of  patriotism  to  refrain  from  directing  any 
public  utility  to  incur  substantial  expenditures  which  can  fairly  and  reasonably 
be  deferred  until  after  the  war.  This  policy  will  be  carried  out  without  formal 
resolutions  and  without  self-laudatory  publicity,  because  it  is  the  fair  and 
patriotic  thing  to  do. 

FINANCING. 

Supervision  over  the  finances  of  public  utilities,  including  their  issues  of  stock 
and  bonds,  their  encumbrances,  consolidations,  and  mergers,  is  perhaps  the  most 
important  branch  of  all  public  utility  regulation.  The  increasing  number  of 
securities  of  foreign  Governments  and  of  our  own  Government  which  are  being 
offered  for  sale  in  the  United  States  at  constantly  higher  rates  of  interest  have 
made  it  almost  impossible  to  sell  in  the  financial  centers  of  the  United  States 
new  security  issues  of  public  utilities  and  other  industries.  The  only  class  of 
such  securities  which  are  still  finding  a  reasonably  ready  sale  in  the  financial 
centers  of  the  United  States  are  short-term  notes,  which  are  in  general  an 
expensive  and  unsatisfactory  method  of  financing. 

The  increasing  cost  of  money  and  the  impossibility  of  selling  long-term  se- 
curities have  made  the  problem  of  public  utility  financing  at  this  time  a  very 
serious  one.  Electric  companies  need  more  money  for  the  development  of  addi- 
tional power  to  revolve  the  wheels  of  industry  and  to  pump  water  for  the  irri- 
gation of  additional  crops.  Water  companies  need  funds  for  the  construction  of 
additional  reservoirs  and  irrigation  systems  for  the  irrigation  of  additional 
lands.  Railroad  companies  need  enormous  additional  amounts  of  money  to  in- 
crease their  transportation  equipment  and  their  terminal  facilities. 

The  situation  demands  sympathetic,  affirmative  assistance  from  all  the  State 
commissions  which  have  jurisdiction  over  public  utility  finance.  One  of  the 
State  railroad  commissions  of  the  West,  foreseeing  this  situation,  conferred 
some  months  ago  with  the  leading  public  utilities  of  the  State  and  took  up  with 
them  the  matter  of  immediately  securing  additional  funds  so  as  to  enable  them 
to  continue  their  development  work  for  at  least  another  year.  The  principal 
utilities  of  that  State  have  now  financed  themselves  for  the  next  year's  require- 
ments, although  it  was  necessary  in  certain  instances,  because  of  war  conditions, 
to  pay  materially  higher  rates  of  interest.  In  this  particular  State,  the  sale  of 
public  utility  securities  to  the  local  people  has  for  a  number  of  years  been  en- 
couraged by  the  State  railroad  commission,  with  the  result  that  in  the  present 
emergency  it  was  possible  to  sell  large  additional  security  issues  in  the  local 
markets  after  the  money  markets  of  New  York  and  Chicago  had  refused  to  pur- 
chase   additional    long-term    securities. 

In  each  State  in  which  the  railroad  or  public  service  commission  has  jurisdic- 
tion over  public  utility  finance,  the  commission,  if  it  has  not  already  done  so, 
should  at  once  confer  with  such  of  the  State's  utilities  as  are  likely  to  require 
substantial  additional  funds  for  development  purposes  and  give  more  careful 
consideration  to  the  problem  of  meeting  the  utilities'  financial  requirements.  At 
this  time,  more  than  ever,  there  is  need  for  the  most  sympathetic  and  construc- 
tive cooperation  between  the  public  utilities  and  the  regulatory  authorities,  both 
State  and  Federal. 

The  general  problems  of  public  utility  regulation  which  have  grown  out  of 
the  war  and  which  are  now  before  most  of  our  State  commissions  for  solution, 
will  no  doubt  receive  earnest  consideration  in  the  presentation  to  this  associa- 
tion of  its  various  committee  reports  and  in  the  discussion  of  these  reports  on 
the  floor  of  the  convention.  In  my  judgment,  this  association  can  perform  no 
greater  service  at  this  time  than  to  work  out  and  apply  uniform  and  construc- 
tive solutions  of  these  problems. 
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IMPORTANT   CONTINUING   UTILITY  PROBLEMS. 

When  the  light  of  peace  shall  again  shine  upon  our  country,  our  Nation 
will  be  a  different  country  from  the  one  which  we  have  known. 

Never  before  have  our  people  realized  as  fully  as  they  now  do  the  need  for 
greater  efficiency,  both  in  public  and  in  private  affairs.  Never  before  have 
our  people  so  thoroughly  understood  the  desirability  and  necessity  of  govern- 
mental action  in  the  supervision  and  regulation  of  the  Nation's  business. 
Collective  action  during  the  war  will  prepare  our  people  for  collective  action 
after  the  war. 

Elihu  Root,  speaking  before  the  American  Bar  Association,  in  1916,  said : 

"  That  surrender  of  individual  liberty  to  superior  control  which  is  essential 
to  the  discipline  and  efficiency  of  an  army  has  been  extended  to  civil  life  and 
applied  to  governmental  direction  of  productive  industry,  of  transportation,  and 
of  consumption.  The  habits  of  communities  accustomed  to  the  least  possible 
control  over  individual  action  proved  wholly  unfit  in  a  sudden  emergency  to 
meet  the  military  competition  of  highly  disciplined  masses.  The  question  how 
far  the  abandonment  of  individualism  and  the  establishment  of  rigid  govern- 
mental control  is  to  be  continued  or  extended  for  purposes  of  efficiency  in 
peaceful  competition  is  of  the  highest  interest  and  importance  to  us." 

In  view  of  the  situation  which  will  exist  in  this  country  after  the  war.  and 
of  the  necessity  for  maintaining  the  increase  of  national  efficiency  which  has 
followed  the  spur  of  necessity,  it  is  the  duty  of  all  American  citizens  to  con- 
sider by  what  means  they  can  contribute  in  their  own  fields  of  action  toward 
the  permanent  higher  efficiency  of  the  people  of  the  United  States. 

In  the  hope  that  consideration  of  this  problem  now  will  make  us  more  able 
to  perform  our  duty  then,  I  suggest  that  this  convention  take  time  by  the  fore- 
lock and  at  this  time  consider  in  the  light  of  the  need  for  greater  national  effi- 
ciency a  few  of  the  more  important  and  permanent  problems  of  public  utility 
regulation. 

THE  RAILROAD  PROBLEM. 

The  railroad  problem  in  the  United  States  has  permanently  moved  beyond 
the  ownership  and  operation  of  the  railroads  as  disconnected  entities  by  private 
companies.  The  issue  now  and  hereafter  is  an  issue  between  consolidated 
operation  of  our  railroads  in  private  ownership  and  their  unified  operation 
directly  by  the  people  through  Government  ownership.  National  exigency, 
lofty  patriotism,  and  perhaps  a  realization  that  Government  operation  was 
immediately  impending  unless  private  operation  met  the  emergency,  prompted 
the  railroads  of  the  United  States,  immediately  after  the  declaration  of  war, 
to  operate  as  a  single  consolidated  American  system  and  in  doing  so,  to  elimi- 
nate a  portion  of  the  waste  and  inefficiency  which  were  pointed  out  by  the 
Interstate  Commerce  Commission  in  the  5  per  cent  advance  rate  case  and  which 
for  years  have  been  recognized  and  commented  upon  by  State  railroad  commis- 
sioners and  other  students  of  railroad  problems.  But  what  is  now  being  accom- 
plished is  only  a  small  part  of  what  must  be  done  if  our  railroads  are  to 
measure  up  to  our  new  standards  of  national  efficiency. 

Who  has  not  seen  passenger  and  other  trains  constantly  running  half  empty 
over  two,  three,  or  four  parallel  railroad  tracks  between  the  same  communities? 
Who  has  not  seen  in  our  large  cities  splendidly  equipped  passenger  and  freight 
offices  of  competing  railroad  systems,  side  by  side,  on  the  same  street,  with  hosts 
of  competing  passenger  solicitors,  freight  solicitors,  and  other  employees,  all 
striving  to  take  business  away  from  the  competing  railroads?  Who  has  not 
seen  luxurious  and  unnecessary  passenger  trains  operated  by  rival  railroads 
at  great  expense  between  competitive  points  for  the  purpose  of  attracting 
freight  business  from  other  railroads  operating  between  the  same  points?  Who 
has  not  seen  in  multitudinous  forms  the  results  of  our  laissez  faire  policy 
which  has  permitted  our  railroads  to  develop  duplications  of  facilities  and  of 
service  which  have  resulted  and  still  result  in  enormous  annual  losses  to  the 
Nation?  Who  has  not  observed  the  increasing  difficulty  of  our  railroads  in 
securing  at  reasonable  interest  rates  or  at  all  the  new  capital  imperatively 
necessary  for  extensions  and  betterments?  Who  has  not  observed  the  unsound 
financial  structures  of  many  of  our  railroads,  leading  to  bankruptcy  proceedings 
as  inevitably  as  the  inexorable  laws  of  time?  I  am  not  now  speaking  of  causes 
but  only  of  the  facts  which  are  patent  to  all. 
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These  conditions  may  be  summarized  as  follows  : 

1.  Duplication  of  facilities. 

2.  Duplication  of  service. 

3.  Duplication  of  operating  expenses. 

4.  Difficulty  in  securing  necessary  new  funds. 
r>.  Unsound  financial  structures. 

What  the  railroads  are  now  doing  is  being  patriotically  (lone,  and  deserves 
and  is  receiving  the  unstinted  praise  and  commendation  of  all  American  citi- 
zens. But  what  they  are  now  doing  in  seeking  to  ameliorate  car  shortage  is 
merely  a  scratching"  of  the  surface.  The  other  conditions  to  which  I  have 
referred  must  lie  remedied  if  our  railroad-transportation  system  is  to  substitute 
efficiency  and  financial  stability  for  inefficiency  and  weakness,  and  if  it  is  to 
measure  up  to  the  standard  of  national  efficiency  which  the  people  of  the  United 
States  will  imperatively  demand  after  the  war. 

The  question  to  which  thoughtful  students  of  public  affairs  have  been  and 
are  now  giving  attention,  and  to  which  we  as  public  officials  engaged  in  the 
supervision  and  regulation  of  railroads  must  give  consideration  is:  Will  these 
necessary  changes  be  brought  about  under  private  consolidated  management  of 
the  railroads  or  are  we  to  he  driven  for  their  solution  to  Government  owner- 
ship? 

NEWLANDS   COMMITTEE. 

These  problems  and  others  are  included  in  the  exhaustive  program  of  the 
joint  congressional  committee  of  the  Senate  and  the  House  of  Representatives, 
commonly  known  as  the  Newlands  committee. 

With  the  exception  of  Federal  control  over  the  issue  of  securities,  the  reme- 
dies which  have  been  proposed  by  the  railroads  to  the  Newlands  committee 
are,  in  my  opinion,  merely  patchwork.  They  will  not  cure  the  matters  to  which 
I  have  referred,  which  matters  are  fundamental.  Federal  incorporation  of  the 
railroads  is  in  itself  merely  a  shifting  of  the  machinery  of  corporate  organiza- 
tion and  control,  and  as  proposed  by  the  railroads  will  cure  none  of  the  funda- 
mental conditions  from  which  the  railroads  are  suffering. 

The  Newlands  committee  has  shown  every  disposition  to  investigate  and 
ascertain  the  truth  with  reference  to  the  fundamentals  of  the  railroad  problem. 
The  committee  on  State  and  Federal  legislation  of  this  association  appeared 
before  the  Newlands  committee,  as  directed  by  the  last  convention  of  this 
association,  and  to  the  best  of  its  ability  cooperated  with  the  committee  in  its 
arduous  task. 

I  recommend  to  this  convention  that  the  new  committee  on  State  and  Federal 
legislation  be  directed  to  continue  its  appearance  before  the  Newlands  com- 
mittee and  to  do  whatever  lies  in  its  power  to  assist  the  committee  in  its  impor- 
tant and  responsible  work. 

PUBLIC  OWNERSHIP. 

One  of  the  questions  which  is  included  in  the  program  of  the  Newlands  com- 
mittee is  the  comparative  worth  and  efficiency  of  Government  regulation  and 
control  as  compared  with  Government  ownership  and  operation  of  public 
utilities. 

The  last  convention  of  this  association  authorized  the  appointment  of  a  spe- 
cial committee  on  public  ownership  and  operation,  with  instructions  to  consider 
and  report  at  this  convention  on  the  question  of  public  ownership  and  operation 
as  contrasted  with  private  ownership  and  operation  of  public  utilities.  This 
committee  will  present  to  the  convention  a  report  showing  its  understanding 
and  interpretation  of  the  present-day  trend  of  the  changing  relations  between 
the  public  utilities  and  the  people  and  suggesting  to  this  association  a  general 
outline  of  the  subject,  with  recommendations  indicating  along  what  lines  fur- 
ther investigations  and  studies  should  be  made. 

The  subject  is  one  of  increasing  importance.  In  my  opinion  this  association 
can  do  no  greater  constructive  work  than  to  ascertain  and  report  the  facts  in 
connection  with  the  private  and  the  public  ownership  and  operation  of  public 
utilities,  so  that  if  this  Nation  should  hereafter  find  it  necessary  to  resort  to 
public  ownership  and  operation  of  our  railroads  and  other  public  utilities  it 
may  have  at  hand  a  solid  foundation  of  fact,  on  the  basis  of  which  it  can  enter 
on  such  task  wisely  and  successfully. 

I  recommend  to  this  convention  that  the  special  committee  on  public  owner- 
ship and  operation  be  made  permanent  and  that  the  committee  be"  directed  to 
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continue  its  work  of  ascertaining  and  reporting  to  this  association  the  facts 
bearing  on  the  comparative  worth  and  efficiency  of  Government  regulation  and 
control  as  compared  with  Government  ownership  and  operation  of  public 
utilities. 

FEDERAL  RAILROAD  VALUATION. 

The  Interstate  Commerce  Commission  is  at  the  present  time  engaged  in  the 
most  gigantic  public-utility  valuation  in  the  world's  history.  I  refer  to  its  ascer- 
tainment of  the  facts  entering  into  the  value  of  the  property  of  the  railroads  of 
the  United  States,  generally  known  as  the  Federal  railroad  valuation. 

In  its  report  to  this  association  in  1915  the  committee  on  railroad  taxes  and 
plans  for  ascertaining  the  fair  valuation  of  railroad  property  suggested  that  the 
findings  of  the  Interstate  Commerce  Commission  on  the  various  elements  of 
value  be  made  in  such  form  and  detail  that  they  can  be  most  advantageously 
used  for  every  purpose  for  which  the  American  people  may  hereafter  desire  to 
use  them.  The  committee  suggested  that  the  greatest  public  good  can  be  sub- 
served by  reporting  simply  the  facts  with  reference  to  each  element  of  value, 
without  the  embarrassments  which  would  follow  from  ultimate  findings  of  value 
for  any  specific  purpose.  By  reason  of  the  wide  experience  of  the  State  com- 
missions in  the  valuation  of  properties  of  different  classes  of  utilities,  the 
committee  reported  that  it  is  the  solemn  duty  of  the  various  State  commis- 
sions to  their  States  and  to  the  Nation  to  render  all  possible  assistance  in  the 
Federal  railroad  valuation. 

The  Interstate  Commerce  Commission,  through  its  division  of  valuation,  has 
been  hard  at  work,  and  has  made  substantial  progress.  The  valuation  will  be 
of  tremendous  importance  to  the  people  of  the  United  States,  not  only  in  the 
establishment  and  testing  of  rates  but  also  when  our  people  finally  enter  upon 
the  scientific  and  comprehensive  control  over  the  issue  of  railroad  securities 
and  if  it  hereafter  becomes  necessary  to  have  the  Government  itself  take  over 
and  operate  the  railroads. 

The  carriers  seem  to  be  generally  opposed  to  the  ascertainment  of  the  facts 
by  the  Federal  Government.  The  Boston  American  of  August  23,  1917,  is  au- 
thority for  the  statement  that  the  Advisory  Council  of  the  Council  for  National 
Defense,  consisting  largely  of  representatives  of  the  railroads  and  affiliated 
interests,  had  advised  the  National  Council  of  Defense  to  have  (lie  valuation  of 
the  railroads  suspended  during  the  war.  That  an  effort  to  suspend  or  stop  the 
valuation  was  made  is  generally  known.  The  effort  thus  tar  has  been  un- 
successful. 

There  is  nothing  in  the  present  emergency  which  would  justify  the  suspension 
of  the  valuation  work.  For  the  purpose  of  taking  intelligent  action  hereafter, 
the  people  of  the  United  States  are  entitled  to  know,  as  promptly  as  possible, 
the  facts  with  reference  to  the  value  of  our  railroad  properties.  The  valuation 
work  must  go  on. 

In  the  desire  to  be  of  service  to  the  Federal  Government,  this  association, 
acting  through  its  valuation  committee,  has  maintained  a  solicitor  in  AYashing- 
ton,  who  has  carefully  observed  the  work,  has  advised  the  commissions  of  its 
progress,  has  filed  briefs  giving  the  point  of  view  of  the  public,  and  has  done 
everything  in  his  power  to  assist  the  Federal  authorities.  The  association  was 
particularly  fortunate  in  securing  for  this  purpose  the  services  of  Clyde  B. 
Aitchison.  While  his  promotion  will  create  a  vacancy  which  it  will  be  difficult 
to  fill,  we  all  rejoice  that  his  honorable  and  able  public  career  has  found  recog- 
nition by  his  appointment  as  a  member  of  the  Interstate  Commerce  Commission, 
and  we  all  congratulate  the  Federal  Government  on  having  added  to  the  great 
Federal  railroad  tribunal  a  member  of  such  distinguished  ability,  fairness,  and 
efficiency. 

I  recommend  to  this  convention  that  the  work  of  its  valuation  committee  be 
continued  and  to  the  various  States  of  the  Union  that  they  continue,  to  the 
extent  of  their  respective  abilities,  the  altruistic  support  which  they  have  here- 
tofore given  to  this  association  and  to  its  valuation  committee  in  this  work. 

TELEPHONE  CONSOLIDATIONS. 

The  growng  tendency  toward  the  consolidation  of  competing  telephone  com- 
panies presents  problems  worthy  of  careful  consideration  by  all  State  commis- 
sions which  have  jurisdiction  over  this  class  of  utility.  To  a  considerable 
extent  the  telephone  companies  which  heretofore  enjoyed  a  monopoly  failed 
in  their  duty  to  the  public.    Their  service  was  largely  poor,  their  policy  as  to 
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extensions  narrow   and   their   treatment   of   the   public    inconsiderate.     These 

conditions  gave  rise  in  various  sections  of  our  country  to  so-called  independent 
or  home  telephone  companies,  which  received  a  hearty  welcome  and  support 
from  the  public.  After  a  number  of  years  of  competition,  with  very  much 
improved  service,  our  people  are  now  largely  becoming  restive  under  the  expense 
and  inconvenience  of  duplicate  telephone  systems.  A  movement  toward  tele- 
phone consolidation  and  elimination  of  duplicate  service  is  growing  in  strength. 
The  most  notable  instance  in  which  the  consolidation  of  competing  telephone 
systems  has  been  authorized  is  in  the  city  of  Los  Angeles,  in  which  city  con- 
solidation between  two  competing  systems,  one  using  the  automatic  instrument 
and  the  other  the  manual  instrument,  was  recently  permitted  by  the  Railroad 
Commission  of  California.  The  commission's  authority  was  granted  only  on 
condition  that  each  pal ron  should  have  his  choice  of  manual  or  automatic 
instrument  and  should  have  equal  access  to  the  lines  of  all  long  distance  tele- 
phone companies.  Much  has  been  said  and  written  in  the  United  States  with 
reference  to  the  relative  merits  of  the  manual  instrument  and  of  the  automatic 
instrument.  In  Los  Angeles,  with  entire  freedom  of  choice  of  instruments  to 
all  telephone  users,  we  shall  have  an  opportunity  to  test  out  the  question  as  to 
which  of  these  instruments,  in  a  field  of  open  competition  will  survive. 

In  the  last  analysis,  the  vital  question  in  connection  with  consolidations  re- 
sulting in  the  granting  of  a  monopoly  to  a  utility  in  a  given  field,  will  always  be 
whether,  under  the  supervision  and  regulation  now  established  in  most  of  the 
States,  the  States  will  be  strong  enough  and  effective  enough  to  compel  good 
service  at  reasonable  rates  and  an  enlightened  policy  toward  the  public,  in  case 
the  utility  having  such  monopoly  should  be  disinclined  to  do  its  duty  toward  the 
public.  If  regulation  should  be  inadequate  to  handle  the  situation,  and  to 
give  to  the  public  the  efficient  service  to  which  the  public  is  entitled,  there  is 
always  the  final  remedy  of  acquisition  and  operation  of  the  utilities  by  the 
public.  The  problem  is  one  of  great  importance,  which  deserves  the  careful  and 
serious  consideration  of  all  public  regulatory  authorities. 

HYDROELECTRIC    DEVELOPMENT. 

The  development  of  additional  electric  energy,  particularly  in  those  portions 
of  our  country  in  which  other  forms  of  fuel  are  not  readily  available,  is  a  press- 
ing problem.  The  further  development  of  our  industries  and  the  increase  of 
our  national  efficiency  require  that  where  water  power  is  readily  available  for 
the  generation  of  electric  energy,  its  development  should  be  encouraged.  Where 
such  water  powers  are  located  on  Government  lands,  a  constructive  policy 
should  be  adopted  so  that  development  may  proceed  itnder  conditions  just  and 
reasonable  both  to  the  utilities  and  to  the  public. 

IRRIGATION   DEVELOPMENT. 

The  further  development  of  water  for  irrigation  is  a  matter  of  vital  impor- 
tance, particularly  in  the  western  portion  of  our  country.  As  far  as  possible, 
every  drop  of  water  in  those  sections  of  our  country  should  be  impounded  and 
placed  to  beneficial  use.  The  problem  is  of  such  magnitude  and  the  expense 
of  tlie  development  so  great  that,  to  a  considerable  extent,  the  necessary  develop- 
ment can  be  done  only  from  public  funds.  In  each  of  the  States  affected  the 
State  commission  should  make  a  careful  study  of  the  problem  and  do  whatever 
lies  in  its  power  toward  the  solution. 

I  have  thus  referred  to  a  few  of  the  large  problems  affecting  various1 
classes  of  our  public  utilities,  to  which  problems  earnest  consideration  must  be 
given  by  the  public  authorities  now  and  after  the  war.  This  association  long 
ago  passed  beyond  the  consideration  of  petty  problems  affecting  only  one  class 
of  public  utility.  At  present  the  association  has  before  it  the  entire  field  of 
public  utility  regulation,  and  it  is  my  hope  that  in  the  consideration  of  these 
problems  the  association  will  climb  the  mountain  tops  and  then,  looking  over 
the  fields  below,  will  be  able  to  distinguish  what  is  important  and  significant 
from  mere  detail,  and  from  this  exalted  elevation  will  concentrate  its  efforts 
ou  such  public  utility  problems  as  are  large  and  vital  in  the  Nation's  welfare. 

RAILROAD    PUBLICITY    CAMPAIGN. 

Within  the  lasr  few  months  the  railroads  have  resumed  their  campaign  of 
publicity  against  the  State  and  Federal  commissions.     I  have  purposely  said 
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nothing  on  this  subject  in  my  address  and  I  do  not  propose  now  to  do  so. 
While  this  Nation  is  al  war  is  not  a  proper  time  for  the  railroads  to  again  enter 
upon  their  attacks.  Rather  should  we  all  unite  our  efforts  and  present  a  com- 
mon front,  so  that  in  harmonious,  united  action  the  Nation  can  be  most  effective 
in  the  present  contest. 

COMMITTEE    REPORTS. 

Referring  now  to  committee  reports,  it  gives  me  very  great  satisfaction  to  be 
able  to  announce  that  each  of  the  17  committees  of  this  association  is  here 
readv  with  its  report.  This  rather  unique  situation— which  I  am  sure  is  ex- 
tremely gratifying  to  all  of  us— prompts  me  to  tender  to  the  chairman  and  the 
members  of  the  various  committees  the  appreciative  thanks  of  the  association 
both  for  the  quantity  and  the  quality  of  their  reports. 

It  is  the  hope  of  the  president  and  of  the  executive  committ >J  this  associa- 
tion that  these  reports  will  be  presented  to  the  convention  in  summary  form  and 
that  in  this  way  a  large  amount  of  time  heretofore  consumed  by  the  reading 
of  reports  may  be  saved  for  their  discussion  and  for  the  discussion  of  other 
important  subjects  on  the  floor  of  the  convention.  The  executive  committee 
has  suggested  that  the  president  appoint  some  member  of  this  association  to 
bad  the  discussion  on  each  of  these  reports.  We  hope  that  in  the  discussion  of 
these  reports  attention  will  be  directed  to  the  larger  issues  of  public  utility  regu- 
lation now  and  hereafter. 

TRIBV'I  ES. 

We  miss  at  this  convention  the  presence  of  the  man  who  for  many  years  as 
secretary  of  this  association  unselfishly  gave  to  the  association  the  very  best 
thai  was  in  him.  William  H.  Connolly  has  passed  in  his  reward,  hut  his  service 
to  this  association  will  ever  be  green  in  our  memory,  and  each  of  us  through 
reflection  on  his  unselfish  service  will  be  inspired  to  do  better  and  more  helpful 
work. 

While  mourning  the  loss  of  our  friend,  we  all  owe  a  debt  of  gratitude  to 
Assistant  Secretary  James  I'..  Walker,  who  immediately  jumped  into  the  traces 
and  has  rendered  splendid  service  to  this  association  continuously  since  the 
last  convention.  To  the  thanks  which  I  know  that  all  the  other  members  of 
the  association  will  freely  give  to  Air.  Walker.  I  wish  to  add  my  own  personal 
deep  gratitude  for  the  assistance  which  he  has  given  to  the  president. 

We  also  look  in  vain  in  this  convention  for  the  lace  of  Judson  C.  Clements, 
than  whom  no  member  of  the  Interstate  Commerce  Commission  has  been  more 
faithful  and  helpful  in  the  work  of  the  National  Association  of  Railway  Commis- 
sioners. He  has  left  behind  him  a  record  of  public  service  which  will  never 
grow  dim  and  has  set  an  example  of  faithful  devotion  to  duty  which  will  bear 
fruit  in  the  acts  of  the  regulatory  commissions.  State  and  Federal,  in  the  years 

to  collie. 

THE    BABY    COMMISSION — UTAH. 

We  welcome  to  the  ranks  of  this  association  our  baby  member,  the  Public 
Utilities  Commission  of  Utah.  As  is  well  known,  the  railroads  and  afliliated 
ilnterests  in  the  State  of  Utah  have  for  many  years  ardently  endeavored  to 
create  in  that  State  a  railroad  commission.  It  must  he  a  source  of  great  grati- 
fication to  them  that  their  efforts  along  this  line  have  finally  been  successful. 
Each  State  of  the  Union,  except  Delaware,  now  has  its  railroad  or  public-service 
commission  represented  in  this  association.  As  Delaware  is,  after  all,  only  a 
tiny  State,  we  may  assume  that  the  list  of  State  railroad  and  public-service 
commissions  has  now  been  filled  and  that  the  insignia  is  complete.  To  the 
State  of  Utah  and  to  her  new  public-utilities  commission  we  give  cordial  greet- 
ings.    In  every  way  in  which  we  can  be  of  service  we  are  at  their  command. 

May  we  in  this  convention  have  the  vision  to  see  and  the  strength  to  do  the 
tilings  which  will  be  helpful  to  our  Nation  in  the  present  emergency.  And  may 
we.  piercing  the  veil  of  the  future,  see  what  lies  before  our  people  in  our  field 
of  activity  and  take  thoughtful  and  timely  action  now,  so  that  when  the  prob- 
lems of  to-morrow  and  the  clay  after  come  to  us  for  solution,  we  shall  be  ready 
to  do  our  part  as  public  officials,  so  that  what  is  then  done,  he  it  by  the  States 
or  by  the  Nation,  may  be  done  wisely,  efficiently,  and  patriotically. 


RECEIVERSHIP  AND  REORGANIZATION  OF  STEAM  RAILROADS. 

[Prepared  by  Mr.  Funkhauser,  of  the  California  Railroad  Commission.] 

LNTRODIN  TOBY    81  VI  EMENT. 

Tliis  study  of  railroad  receivership  and  reorganization  covers  34  companies, 
which,  on  June  30,  L916,  owned  36,199.046  and  operated   13,748.176  miles  of  road. 

Each  company  is  treated  separately.  An  effort  has  been  made  to  set  forth 
facts  rather  than  the  writer's  opinions.  The  views  of  railroad  officials,  us  well 
as  excerpts  from  editorials  of  the  Railway  Age  Gazette,  Commercial  and 
Financial  Chronicle,  Wall  Streel  Journal,  and  other  financial  papers,  appear 
in  the  report  ;  likewise,  the  conclusion  of  the  Interstate  Commerce  Commission 
in  the  case  of  the  Rock  Island,  St.  Louis  &  Sun  Francisco,  Boston  &  Maine, 
and  Cincinnati,  Hamilton  &  Dayton. 

In  general,  The  discussion  of  each  company  contains  a  reference  to — 

1.  History  ; 

2.  Mileage; 

3.  Causes  of  receivership; 

4.  Financial  status ;  and 

5.  Reorganization  plans. 

Reference  is  made  to  reorganization  plans  for  the  reason  that  they  are 
indicative  of  the  excessive  iixed  charges  which  some  roads  haye  been  endeavor- 
ing to  pay. 

The  following  roads  are  covered  by  this  report: 


Name  of  company. 


Mileage  June  30,  1916. 


Owned. 

Operated. 

637.6 

(HO.  42 

97.13 

132.02 

707. 33 

2,298.49 

73. 15 

73.15 

989. 07 

1,136.46 

7,300.89 

8,024.13 

234. 32 

255.47 

52.0 

52.(1 

314.08 

621.53 

261.01 

337.64 

22.82 

22.82 

318.5 

348. 10 

1,106.0 

1 .  159. 5 

96.87 

96.  S7 

15.  27 

45. 27 

3,038.16 

3,604.44 

6,962.17 

7.514.63 

336. 97 

352. 33 

402. 39 

402.39 

172.886 

286.036 

116.00 

116.00 

1,791.88 

2,248.75 

313. 06 

313.66 

502. 24 

548.18 

3,540.1 

5,257.02 

294. 93 

294. 93 

L, 851. 92 

1,944.07 

303.33 

462. 16 

450.58 

150.58 

63.31 

63.31 

2,033.8 

2,519.1 

392. 57 

688.  59 

926.0 

926.0 

451.01 

512.13 

30,199.946 

43, 748. 176 

Atlanta,  Birmingham  &  Atlantic-  R.  R.  Co.. 

Apalachicola  Northern  R.  R.  Co 

Boston  &  Maine  R.  R.  Co 

Boyne  City,  Gaylord  &  Alpena  R.  R.  Co 

Chicago  ^Eastern  Illinois  R.  R.  Co 

Chicago,  Rock  Island  &  Pacific  Ry.  Co 

Chicago,  Peoria  &  St.  Louis  R.  R.'Co 

Cincinnati,  BlulTton  &  Chicago  R.  R.  Co 

Cincinnati,  Hamilton  &  Dayton  Ry.  Co 

Colorado  Midland  Ry.  Co 

Columbus  &  Southern  Ry.  Co 

Georgia  &  Florida  Ry.  Co 

International  i  Great  Northern  Ry.  Co 

Macon  &  Birmingham  Ry.  Co 

Marietta,  Columbus  A:  Cleveland  R.  R.  Co  .. 

Missouri,  Kansas  <v  Texas  Ry.  Co 

Missouri  Pacific-Iron  Mountain  Ry.  System. 

Missouri,  Oklahoma  &  Gulf  Ry.  Co.  et  al.  . . 

New  Orleans,  Mobile  &  Chicago  Ry.  Co 

New  ( )rleans,  Texas  &  Mexico  R y.  Co 

Xew  Mexico  Central  R.  R.  Co 

Pere  Marquette  R.  R.  Co 

San  Antonio,  Uvalde  &  GulfR.  It.  Co 

St.  Louis,  Brownsville  &  Mexico  Ry 

St.  Louis  A  San  Francisco  R.  R.  Co 

Tennessee  Central  R.  R.  Co 

Texas  &  Pacific  Ry.  Co 

Trinity  &  Brazos  Valley  Ry.  Co 

Toledo,  St.  Louis  &  Western  Ry 

Wabash-]  ittsburgh  Terminal  Rv.  Co 

Wabash  R.  R.  Co 

Western  Maryland  Ry.  Co 

Western  Pacific  Rv.  Co 

Wheeling  &  Lake  Erie  Ry.  Co 


Total. 


Of  the  36,199.946  miles,  the  so-called  '"Gould  lines"  comprise'  13,786.78.  The 
Rock  Island,  the  Frisco  with  its  affiliated  companies,  the  Pere  Marquette,  and 
Cincinnati,  Hamilton  &  Dayton,  all  of  which  have  been  wrecked  by  financial 
jugglery,  as  indicated  by  reports  of  the  Interstate  Commerce  Commission,  com- 
prise L3.925.406  miles. 

1937 


1938 
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A  variety  of  causes  have  contributed  to  the  appointment  of  receivers  for  the 
various  railroad  companies.  Anions  others,  the  following  are  the  more  im- 
portant: 

1.  Short-term  financing. 

2.  Excessive  fixed  charges. 

3.  Security  speculation  and  unprofitable  investments. 

4.  Floods. 

5.  War. 

6.  Panics. 

7.  Unwarranted  extensions  into  new  territory. 

8.  Charter  restrictions. 

9.  Failure  of  hanks. 

10.  Trust  deed  restrictions. 

11.  Reduction  in  rates. 

12.  Increase  in  wages  and  Taxes. 

13.  Restrictive  legislation. 

14.  Deferred  maintenance  and  improvements. 

15.  Competition. 

1<>.  Unprofitable  and  burdensome  leases. 

Obviously,  all  of  the  causes  are  not  operating  in  each  instance  where  a  re- 
ceiver is  appointed.  Frequently,  however,  we  find  that  three,  four,  or  more  of 
the  causes  are  present. 

1.  Short-term  financing. — Among  the  more  important  railroads  which  have 
come  to  grief  because  of  short-term  financing — that  is,  the  issue  of  one,  two,  and 
three  year  notes — are  the  followinc  : 

Notes  outstanding 
at  time  receiver 
was  appointed. 

Chicago,   Rock   Island  ,x  Pacific .$11,600,000 

St.  Louis  &  San  Francisco 4,850.000 

Missouri  Pacific  Rv ^ 24,845,000 

Wheeling  &  Lake  Erie 8.000,000 

International  &  Great  Northern 11,000,000 

Western  Maryland 16,  000,  000 

Boston  &  Maine 13.000,000 

Missouri,  Kansas  &  Texas 25,000,000 

2.  Excessive  fixed  charges. — For  the  purpose  of  comparing  fixed  charges  of 
companies  which  to-day  are  regarded  as  solvent  with  those  which  have  recently 
been  reorganized  or  are  in  the  process  of  reorganization  and  for  the  purpose  of 
this  report  are  considered  insolvent,  the  following  tables  may  be  of  interest: 

Takle  No.  1. — dross  revenue,  net  income,  fixed  charges  exclusive  of  taxes,  and 

surplus  per  mile  of  road  operated  for  the  year  ending  June  SO,  1915. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Name  of  company. 


1.  Solvent  companies: 

Ne w  York  Central 

Baltimore  &  Ohio 

Pennsylvania 

Atchison,  Topeka  &  Santa  Fe 

Southern  Pacific 

I'nion  Pacific 

Chicago,  Burlington  &  Quincy 

Southern  Ry 

Great  Northern 

Illinois  Central 

2.  Insolvent  companies: 

St.  Louis  &  San  Francisco 

Chicago.  Rock  Island  &  Pacific 

Missouri  Pacific 

Wabash 

Wheeling  &  Lake  Frie 

Texas  &  Pacific 

Western  Maryland 

Boston  &  Maine 

Missouri.  Kansas  &  Texas 

Pere  Marquette 

i  Deficit. 


Gross 
revenue. 


$28, 

20, 
40, 
10, 
12, 

11, 
9, 


543 
246 
564 

5sii 
305 
171 
757 
,846 
,329 
,021 

,183 
,517 
,990 
,  545 
,599 
,440 
,136 
,272 
,512 
,791 


Net 
income. 


SI 1,371 
7,306 
13.917 
4,008 
5,671 
6,183 
3,414 
1'.  77.", 
4,636 
4,627 

2,606 
2,252 
2,294 
2,532 
2,797 
2.297 
4,206 
5,208 
2,626 
2,087 


Fixed 
charges. 


$7,294 
4.157 
4;  968 
1,342 
3,027 
1,937 
937 
2,165 
1,521 
2,510 

2,467 
1,937 
2,114 
2,963 
3,988 
1,314 
5,117 
4,460 
1,900 
2,545 


Surplus 

over 
charges. 


$2,533 
2,377 
7,342 
2,171 
1,949 
3,650 
2,039 
241 
2,535 
1,438 

1245 

188 

1170 

1  817 

1  1,945 

525 

11,374 

illl 

382 

1619 
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Table  No.  2.—  Gross  revenue,  net  income,  fixed  charges  exclusive  of  taxes,  ami 
surplus  per  mile  of  road  operated  for  ih<   year  ending  June  30,  1916. 

[Data  from  Moody's  Analyses  of  Railroad  [nvestmenl  .] 


Xame  of  company. 


Solvent  companies: 

New  York  Central 

Baltimore  &  Ohio 

Pennsylvania 

Atchison,  Topeka  &  Santa  Fe. 

Southern  Pacific 

Union  Pacific 

Chicago,  Burlington  &  Quincy. 

Southern  Ry 

( Ireat  Northern 

Illinois  Central 

Insolvent  companies: 

St .  Louis  &  San  Francisco 

Chicago,  Rock  Island  &  Pacific 

Missouri  Pacific 

Wabash 

Wheeling  &  Lake  Erie 

Texas  &  Pacific 

Western  Maryland 

Boston  &  Maine 

Missouri,  Kansas  &  Texas 

Pere  Marquette 


Mel 

Fixed 

revenue. 

income. 

$34, 930 

$15,  709 

24,594 

8,  107 

1, 530 

48, 002 

19, 439 

6,056 

11,  Ml') 

1,  739 

1,290 

13, 934 

6, 153 

2,  576 

13, 237 

7,508 

1,937 

10, 925 

4,593 

931 

9,962 

3,948 

2,195 

10, 089 

5,569 

1,501 

l  i,  4  st; 

5,  769 

2,509 

9,207 

3,113 

2,417 

9,301 

2,667 

1,861 

8,761 

2, 374 

2,168 

13, 778 

4,522 

2,  672 

17,938 

6,440 

3, 975 

9,849 

2,951 

1,293 

16,  169 

6,323 

5, 009 

23, 123 

7,569 

4,834 

S,402 

1,833 

1,890 

9,419 

3  

2,  676 

Surplus 
ovei 

charges. 


$6,  709 
3,017 
11,767 
2,897 
2,819 
4,900 
3, 180 
1,338 
.;.  131 
2,  (78 

282 

365 
'183 
1,440 
1,581 
1,182 

798 
1,853 
i486 

113 


1  Deficit. 

While  not  conclusive,  ye1  the  foregoing  figures  are  suggestive  of  the  difficulties 
encountered  by  certain  railroad  companies.  The  surplus  over  fixed  charges 
measures  the  resistance  of  any  railroad  and  its  ability  t<>  meet  successfully 
adverse  conditions.  Contrast  the  $6,709  of  surplus  per  mile  of  the  New  York 
Central  with  the  $365  per  mile  of  the  Rock  Island,  or  the  $4,900  surplus  of  the 
Union  Pacific  with  the  $183  deficit  of  the  Missouri  Pacific,  or  the  $2,819  surplus 
of  the  Southern  Pacific  with  the  $282  surplus  of  the  St.  Louis  oc  San  Francisco 
for  the  year  ending  June  30,  1916. 

That  many  of  the  companies  covered  by  this  report  have  been  suffering  from 
too  heavy  fixed  charges  is  recognized  by  the  reorganization  committees  which 
have  been  called  upon  to  prepare  plans  to  place  the  carriers  upon  a  more  stable 
financial  basis.  In  advocating  the  adoption  of  the  various  reorganization  plans 
the  committees  have  alleged  that  the  plans  submitted  to  security  holders  would 
reduce  fixed  interest-bearing  obligations  and  interest  charges  as  follows: 


Name  of  company. 


Chicago,  Rock  Island  &  Pacific. . 

St.  Louis  &  San  Francisco 

Wabash  <k  Pittsburgh  Terminal . 

Western  Pacific 

Wheeling  &  Lake  Erie 

Missouri  Pacific 

Colorado  Midland 

New  <  Orleans,  Texas  &  Mexico. . . 
Atlanta,  Birmingham  &  Atlantic 

Western  Maryland 

Pere  Marquette 

Wabash  Railroad , 


Approximate  reduction. 


Funded 


188,000 
678, 864 

000, 000 
603,  LOO 
552, 558 
469, 000 
582,930 
174,000 
000,000 
300,000 


Interest. 


$2, 054, 400 

i  5, 728, 135 

2, 500, 000 

2.  750, 000 

976,435 

3,580,772 

170,000 

926,000 

1,(153,  000 

1, 080, 000 

2,611,363 


i  I  ndudes  interest  on  securities  of  companies  not  covered  bj  reorganization  plan. 


3.  Security  speculation  and  unprofitable  investments. — Security  speculation 
and  the  purchase  of  stocks  and  bonds  of  carriers  unable  to  pay  dividends  or 
interest  has  been  one  of  the  principal  causes  which  led  to  the  appointment  of 
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receivers  in  the  case  of  the  Wabash  ;  St.  Louis  &  San  Francisco ;  Chicago,  Rock 
Island;  Missouri  Pacific;  Iron  Mountain:  Toledo,  St.  Louis  &  Western:  Pere 
Marquette;  and  Cincinnati.  Hamilton  &  Dayton. 

As  illustrations  of  unprofitable  investments,  reference  is  here  made  to  the 
Wabash's  acquisition  of  the  Wheeling  &  Lake  Erie  and  its  endeavor  to  get  into 
Pittsburgh  over  the  lines  of  the  Wabash  Pittsburgh  Terminal  Co.;  to  the  St. 
Louis  ,S:  San  Francisco's  entrance  into  Chicago  through  the  purchase  of  a  eon- 
trolling  interest  in  the  Chicago  cV  Eastern  Illinois;  to  iis  endeavors  to  gain 
access  to  the.  Gulf  through  the  New  Orleans.  Texas  &  Mexico  and  affiliated 
companies;  to  the  Toledo.  St.  Louis  &  Western  in  acquiring  control  of  the  Chi- 
cago &  Alton:  to  the  Missouri  Pacific's  financing  of  the  various  Gould  projects; 
and  to  the  Cincinnati,  Hamilton  &  Dayton  purchase  of  110,000  shares  of  stock 
of  the  Pere  Marquette  at  $125  per  share,  which  later  were  sold  at  $23  per  share, 
resulting  in  a  loss  of  more  than  $12,000,000. 

Each  of  the  foregoing  companies,  as  well  as  the  Chicago,  Lock  Island  ..v 
Pacific  and  the  Pere  Marquette,  suffered  severe  losses  through  stock  manipula- 
tion and  conversion  of  stock  into  fixed  interest  bearing  obligations. 

4.  Floods. — The  New  Orleans.  Mobile  &  Chicago;  Missouri.  Kansas  &  Texas: 
and  Cincinnati,  Hamilton  &  Dayton  sustained  heavy  losses  at  various  times  on 
account  of  Hoods.  In  1913  the  Cincinnati.  Hamilton  &  Dayton  lost  through 
Hoods  i)  bridges,  61  miles  of  track,  numerous  station  buildings,  and  had  to  prac- 
tically suspend  business  for  several  months.  Up  to  June  .'!<>.  L914,  the  Baltimore 
&  Ohio  had  expended  in  behalf  of  the  Cincinnati.  Hamilton  &  Dayton  to  repair 
flood  damages  the  amount  of  $1,277,933.18.  This,  of  course,  does  not  take  into 
.account  any  losses  clue  to  suspension  of  traffic. 

5.  War. — The  International  &  Great  Northern:  St.  Louis,  Brownsville  &  Mex- 
ico; and  New  Orleans,  Texas  &  Mexico  earnings  have  been  seriously  affected 
for  the  past  few  years  by  the  unsettled  conditions  in  Mexico.  It  was  the  hope 
of  B.  F.  Yoakum,  in  charge  of  the  St.  Louis  &  San  Francisco  in  1912.  to  develop 
a  large  Mexican  traffic.  To  this  end  agreements  were  entered  into  with  the 
national  lines  of  Mexico.  Because  of  the  activities  of  the  Mexican  revolutionists 
not  only  has  the  traffic  of  the  Mexican  lines  been  seriously  interfered  with,  but 
likewise  the  Texas  lines  have  suffered  severely  because  of  lack  of  interchange 
of  traffic. 

The  construction  of  the  Missouri,  Oklahoma  &  Gulf  was  undertaken  by  Boston 
and  French  capitalists.  First  the  Boston  interests  withdrew  their  support,  and 
after  the  outbreak  of  the  European  war  the  French  bankers  were  unable  to  con- 
tinue to  advance  funds  to  assure  the  completion  of  this  project.  The  earnings  of 
the  portion  of  the  line  completed  being  inadequate  to  pay  interest,  a  receiver 
was  appointed. 

6.  Panics. — There  is  little  question  but  that  the  panic  of  1907-S  prevented  the 
refunding  of  the  Wheeling  &  Lake  Erie  $8,000,000  three-year  notes  in  1908.  The 
general  depression  in  1913-14,  coupled  with  the  outbreak  of  the  European  war, 
produced  a  money-market  condition  which  was  unfavorable  to  the  refunding  of 
large  issues  of  short-term  notes,  such  as  the  Rock  Island.  Missouri  Pacific,  Bos- 
ton &  Maine,  and  others,  or  to  the  sale  of  bonds  other  than  at  ruinous  discounts. 

7.  Unwarranted  extensions  into  new  territory. — It  is  conceded  by  all  that 
railroads  are  not  charitable  institutions.  Investments  are  made  in  these  enter- 
prises with  a  view  of  profit.  The  amount  of  traffic  handled  is  in  the  end  the 
only  criterion  by  which  the  investment  can  be  justified.  Applying  this  criterion, 
it  is  doubtful  whether  any  real  necessity  existed  for  the  construction  of  the 
Western  Pacific,  New  Mexico  Central,  Georgia  &  Florida.  Wabash  Pittsburg 
Terminal,  or  the  Colorado  Midland. 

8.  Charter  restrictions. — The  Wall  Street  Journal  states  that  the  Federal 
charter  is  responsible  for  the  receivership  of  the  Texas  &  Pacific.  This  is  the 
only  road  operating  under  a  Federal  charter  at  this  time.  The  charter  was 
granted  by  an  act  of  Congress  March  3,  1871.  It  provides  that  the  company  may 
issue  two*  classes  of  bonds — construction  and  land  bonds.  The  former  may  be 
issued  in  amounts  not  exceeding  $30,000  per  mile;  the  latter  in  amounts  not  to 
exceed  $2.50  per  acre  of  land  granted  by  the  Federal  Government  in  aid  of 
constructing  the  road. 

While  the  Federal  charter  may  have  prevented  the  Texas  &  Pacific  from  en- 
gaging in  a  method  of  financing  such  as  the  Rock  Island  and  Missouri  Pacific,  it 
did  not  prevent  the  company  from  issuing  $24,660,975  of  5  per  cent  income  bonds. 
Of  this  issue,  the  St.  Louis.  Iron  Mountain  &  Southern,  a  subsidiary  of  the  Mis- 
souri Pacific,  owned  $23,703,000  at  the  time  of  the  appointment  of  the  receiver. 
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Deferred  maintenance,  an  endeavor  to  pay  Lnteresl  on  Lnv»me  bonds  when 
ii  was  nol  earned,  and  inefficient  operation  rather  than  Hie  Federal,  charter 
seem  to  have  led  to  the  appointmeni  of  a  receiver  for  the  Texas  vV  Pacific. 

9.  Failure  "I  banks.  Several  of  the  smaller  roads  appear  to  have  been 
thrown  into  the  hands  of  receivers  through  the  failure  of  banks,  construction 
companies,  or  promoters.  Reference  is  made  to  the  New  Mexico  Central,  Mis- 
souri, Oklahoma  &  Gulf,  and  Atlanta.  Birmingham  vV  Atlantic. 

LO.  Trust-deed  restrictions. — There  are  those  who  trace  the  receivership  of 
the  Wabash  Railroad  to  its  debenture  mortgage  of  L889.  In  brief,  tins  instru- 
ment   provided   for  the   issue  Of  series  A   and   series    B   income  bonds.      Series   A 

were  callable  at  par,  while  ao  provision  was  made  to  call  the  Series  B.  Before 
setting  aside  any  earnings  to  pay  interest  on  the  income  bonds,  the  board  of 
directors  had  to  provide  for  the  payment  of  operating  expenses,  maintenance. 
renewals,  interest,  sinking  fund,  and  increase  of  equipmenl  commensurate  with 
the  business  requirements  of  the  company.  Because  of  this  provision,  the 
Wabash  board  of  directors  fell  it  incumbent  upon  themselves  to  invest  the  net 
earnings  of  the  company  in  extensions  and  equipmenl  rather  than  to  pay  inter- 
est  on   income  bonds.      As  the  years  passed  by,  the  series   !'.   income  bondholders 

became  dissatisfied  and  threatened   to  initiate  legal   proceedings  to  determine 

whether  the  earnings  of  the  company  did  not  justify  the  payment  Of  interest  On 
their  bonds.  Rather  than,  to  fight  such  proceedings  in  the  courts,  the  Wabash 
management  concluded  to  refund  the  income  bonds  through  the  issue  of  4  per 
i  i  nt  first  refunding  extension  bonds.  The  holder  of  a  $1,000  series  A  income 
bond  received — 

l    first  refunding  4  per  cent  bonds $795.00 

2.  Preferred   stock 580.00 

::.  Common   stock 580.00 

The  holder  of  a  $1,000  series  B  income  bond  received — 

1.  First  refunding  4  per  cent  bonds $720.  00 

2.  Preferred  stock 520.  00 

:;.  Common  stock 520.  00 

While  the  debenture  mortgage  of  1889  may  have  necessitated  the  investment 
of  earnings,  experience  has  demonstrated  that  such  a  procedure  was  preferable 
to  the  conversion  of  the  income  bonds  into  4  per  cent  bonds,  preferred  and  com- 
mon stock. 

11.  Reduction  in  rates — 12.  Increase  hi  wages  ami  taxes — 13.  Restrictive 
legislation. — Railroad  presidents,  in  explaining  to  stockholders  why  their  com- 
panies are  unable  to  pay  dividends,  invariably  referred  to  the  reduction  in  rates 
b\  regulatory  or  legislative  bodies,  to  the  increase  in  wages  and  taxes,  and  to 
the  imposition  of  additional  noncompensatory  burdens  by  legislatures.  Very 
seldom  do  they  refer  to  the  increase  in  fixed  charges.  Rarely  is  any  reference 
made  to  the  low  loading  of  freight  cars,  the  lack  of  operating  efficiency,  to 
excessive  damage  claims,  expensive  leases,  or  unprofitable  investments  in  stock, 
and  bonds  of  other  carriers. 

Expensive  leases  and  unprofitable  investments  have  frequently  been  abrogated 
through  reorganization.  For  example,  the  St.  Louis  >.V-  San  Francisco  reorgani- 
zation excluded  the  Chicago  &  Eastern  Illinois  and  the  New  Orleans.  Texas  & 
Mexico  and  affiliated  companies,  sometimes  referred  to  as  the  "Southern  Texas 
lines." 

During  the  receivership  of  the  St.  Louis  &  San  Francisco  the  average  train- 
load-revenue  ton  was  increased  from  281  in  1912-13  to  334  in  1915-16. 

In  the  case  of  the  Chicago,  Rock  Island  &  Pacific,  Receiver  Dickinson  re- 
duced the  freight  loss  and  damage  claims  from  $1,285,100  in  1014-1.")  to  $882,076 
in  1915  L6,  or  by  the  sum  of  $403,024.  In  1915-16  the  average  revenue  tons  of 
freighl  per  train  was  4iM  as  compared  with  394  for  the  preceding  year.  The 
cosl  of  handling  less-thah-cartoad  freight  was  reduced  from  37.99  to  37.59  per 
ton  through  the  purchase  of  up-to-date  equipment. 

Contrast  'he  achievements  of  Receiver  Dickinson  with  the  allegations  of 
Ii.  F.  Mudge,  president  of  the  Rock-  Island,  when,  in  1014.  he  told  the  stock 
holders  that  the  primary  causes  for  the  failure  to  pay  dividends  were: 

1.  Reduction  in  rates. 

2.  Increase  in   wages. 

.'!.    Increased  expenses  due  to  legislative  enactment. 
4.  Increased  taxes  per  unit  of  value. 
.).   Increased  cost  of  capital  funds. 
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14.  Deferred  maintenance  and  improvements.— In  the  majority  of  instances 
railroad  properties  have  been  turned  over  to  the  receivers  in  a  depreciated 
condition.  This  condition  is  the  logical  result  of  the  management  endeavoring: 
to  pay  dividends  or  interest  when  such  payments  are  not  earned.  The  amounts 
which  experts  have  advised  reorganization  committees  to  raise  to  insure  a 
successful  reorganization  run  into  millions.  The  rehabilitation  program  of  the 
Chicago.  Rock  Island  &  Pacific,  as  outlined  by  J.  W.  Kendrick.  calls  for  an  ex- 
penditure of  $27,204,000  up  to  .Tune  30,  191!).     This  consists  of: 

Grade  revision  for  new  lines,  sidings,  and  second  track -  .$6,008,000 

New  freight  locomotives 1,000,000 

Improvements  to  existing  equipment    (cars  and  engines)--  —     3.442,000 

Hails  _     750,000 

Ballast  and  bank  widening 3,587.000 

Tie  Plates 3.000.000 

Yards  and  terminals 2,207,000 

Track  motor  cars 17(5,000 

Bridges    280,000 

Track  elevation  and  grade  separation —     3.392.000 

Advances —         309,000 

Telegraph  and  telephones 275.000 

Signals      291.000 

Miscellaneous -•  4S7-  000 

Total 27.  204,  Odd 

li  should  be  noted  that  J.  W.  Kendrick  makes  no  provision  to  pay  matured 
notes,  receiver's  certificates,  reorganization  expenses,  or  working  capital,  for 
which  the  reorganization  plan  provided  an  additional  $29,743,889. 

The  Missouri.  Kansas  &  Texas.  J.  W.  Kendrick  estimated  should  expend 
within  the  next  eight  years  the  sum  of  $64,764,750  for  the  following  purposes: 

Standardization,  drainage,  and  protection  of  roadbed-—    ._.  $1,265,000 

Rail   replacement 4.535,000 

Ballast  4,  085.  000 

Bridges    962.000 

Replacing  wooden  trestles  and  culverts  1.481.000 

Yard,  industry,  and  passing  tracks,    2,060,000 

\\  ater  stations 547.  000 

Fuel   stations 195,  000 

Buildings,  scales,  crossings,  assessments     1.786.000 

fencing  and  cat  t  le  guards    350.000 

Shops,  roundhouses,  and  machinery 2,745.000 

Signals,  telegraph,  telephone,  etc 2.193,000 

Track  motor  cars 70,000 

Rock  crushers    95,000 

Grade  revisions,  new  projects,  and  extensions 14,075,000 

Unanticipated 2, 186,  800 

Equipment - 26.133,750 

Total 64.  764,  550 

Here  again,  no  allowance  is  made  to  pay  short-term  notes  and  reorganization 
expenses  in  excess  of  SJ5.000.000. 

Other  instances  might  he  cited,  but  we  believe  it  is  sufficient  in  this  intro- 
ductory statement  if  attention  is  called  to  the  fact  thai  the  reorganization  plan 
of  the  St.  Louis  &  San  Francisco  provided  for  $25,000,000  cash:  the  Wabash 
lor  $27,720,000;  Wabash  Pittsburgh  Terminal  for  $9,070,800;  the  Wheeling  & 
Lake  Erie  for  $9,984, 70S ;  the  Western  Pacific  for  $18,600,000:  Missouri  Pacific- 
Iron  Mountain  for  $41,419,792;  and  the  Pere  Marquette  for  $16,000,000. 

1").  Competition. — The  competition  which  a  road  like  the  Western  Pacific,  or 
the  Wabash  Pittsburgh  Terminal,  or  the  Missouri.  Kansas  &  Texas,  or  the 
Chicago  Eastern  Illinois,  or  the  Chicago,  Peoria  &  St.  Louis,  or  the  Texas  & 
Pacific,  has  to  encounter  is  not  conducive  to  financial  success.  Add  to  this  com- 
p<  tition,  a  top-heavy  financial  structure  and  there  is  little  wonder  for  the  appoint- 
ment of  receivers  for  these  properties. 

16.  Unprofitable  and  burdensome  leases. — The  Boston  &  Maine  officials  are 
inclined  to  the  idea  that  its  leases  are  too  burdensome  and  must  be  abrogated 
in    some   manner.      The   company    owns    707   miles   and    operates   under    lease 
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1,515  miles.  In  addition  to  leasing  a  Large  portion  of  its  mileage  operated,  it 
hires  a  lar.^c  part  of  its  equipment.  The  amount  expended  for  lease  of  road 
and  hire  of  equipment  in  1906,  as  compared  with  1915  and  1!>1<*>,  is  shown  in 
the  following  statement : 


Item. 


Interest  on  bonded  doi>i . . 

Other  interest 

Kent  paid  for  leased  road . 
Kent  paid  for  equipment . 

Other  rents 

Sinking  funds 

Miscellaneous 


Total. 


1915 


1916 


81,366,854.62       II  754,980.00        * 1 .  75 1 . 980. 00 


107,815.81 
5,074,  554.26 


136, 285. 00 


1,271,581.00 
5,589,405.41 
L,  665, 116. 66 

8,177.70 
28,785.00 

5,944.26 


970,497.25 

5,626,028.77 

2,542,988.83 

17.103.40 

82,004.13 

2,624.23 


6,685,509.69  I     10,323,990.03  I       10,996,226.41 


The  names  of  the  roads  whose  properties  have  been  leased,  us  well  as  the 
revenues  and  expenses  of  the  Boston  &  Maine  from  1906  1"  1916,  both  years 
inclusive,  appear  in  another  part  of  this  report. 

The  Railway  Age  Gazette,  volume  61,  page  1183,  shows  a  summary  of  fore- 
closure sales  during  the  past  41  years,  as  follows: 


Year. 

Num- 
ber of 
roads. 

Miles. 

Bonds  and 
stoel 

i  em 

Miles. 

Bonds  and 
stocks. 

1876 

30 

54 
48. 
65 
31 

29 
16 
18 
15 
22 
4.') 
31 
19 
25 
29 
21 
28 
25 
42 
52 
58 

3.840 
3,875 
3.906 
4,909 
3,775 
2,617 
867 
1 .  354 
710 
3,156 
7.  US 7 
5,  478 
1,596 
2,930 
3,825 
3,223 
1,922 
1,613 
5, 643 
12.  8H1 
13. 730 

-■217.848,000 

198,984,000 

311,631,000 

243.288,000 

263,882,000 

137,923,000 

65,426,000 

47, 100, 000 

23,504,000 

278,394,000 

374.109,000 

328,181,000 

64,555,000 

137,815,000 

182,495,000 

169, 069, 000 

95,898,000 

79,924,000 

318,999,000 

761,791,000 

1,1.50,377,000 

1897 

1898 

1899 

1900 

1901 

1902 

190:; 

^2 

47 

32 

24 

iv 

20 

13 

6,  675 

6,054 

4,294 

3, 477 

1,139 

693 

555 

524 

679 

262 

114 

138 

2,629 

1,100 

1 ,  386 

661 

1,159 

1,470 

3,914 

8,  3.55 

$517,680,000 

252.910,000 
267,534,000 
190,374,000 
85,808,000 
39,7  g,000 

1^77 



1879 

1880 

L881 

Issu 

15  885  000 

1883 

1904 

1905 

13 

fi 

28,266,000 

20,307,000 

1884 

1885 

1906 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915  . 

8 

6 

3 

12 

17 

13 

12 

6 

9 

11 

10,400,000 
13,777,000 

1S86 

2, 547, 000 



1888 

2.50, 033, 000 
93,660,109 

40. 741. 453 

1889 

1890 

1891 

25,910,990 

1892 

86,163,850 

1893 

83,  189,500 

1804      .. 

285  258,782 

1895 

1916 

26 

703.  144,855 

1896 1 

The  Railway  Age  Gazette,   volume  til.  page   1183,  published  a   summary  of 
"in  railroads  for  the  past  41  years.    The  summary  shows  the 


receiverships  of  stea 
following : 


Year. 


1878 

1877 
•s7s 
1879 

1881 
1882 
1883 
1884 
1885 
1886 
1\S7 
Issv 

1889 
1890 
1891 

1892. 

1893 
1894. 
1895 
1896. 


Num- 
ber of 
roads. 


Miles. 


Bunds  and 
stocks. 


662 
637 
320 
102 
885 
110 
912 
990 
038 
836 
799 
046 
270 
803 
963. 
159 
508 
340 
025 
089 
441 


$467, 
220, 

92, 

39, 

140, 

3, 

39, 
108, 
714, 
385, 

70, 

90, 
186, 

99, 
105, 

84, 

357, 

1,781, 

395, 

369. 
275. 


000, 000 
294, 000 
:;-,-,.  mi  io 
367,000 
205,  OIK  I 
742,1X10 
074.OH0 
470,000 
755,000 
460,000 
346, 000 
318, 000 
814,000 
664,000 
007,000 
479,000 
692,000 
046,000 
791,000 
075,000 
.597, 000 


Year. 


1S97 
1898 
1899 
1900 
1901 
1902 
1903 
1904 
1905 
1906 
1907 
L908 
1909 
1910 
1911 
1912 
1913 
101  I 
1915. 
1916 


Num- 
ber of 

roads. 


Miles. 


Bonds  and 

slocks. 


1.537 
2,069 
1,019 

1.165 

7:; 

278 

229 

744 

3.593 

21  1 1 

317 

s.ooo 

859 

735 

2,606 

3,784 

9.020 

4,222 

20,143 

4.439 


$92, 909,  000 

1  18,701,000 

52.28.5.000 

78/  234  000 

L,  627, 000 

5,835,000 

18,823,000 

36, 069, 000 

170,  321,  000 

5.5.042,000 

13,  .58.5.  000 

596,359,000 

7\  095,000 
51. 427, 500 
210,606,882 
182,112,497 
477,780,820 
199,571,446 
1,070,808,628 
208,159,689 
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Receivership. of  Atlanta.  Birmingham  &  Atlantic  Railhoad  Co. 

Flagrant  overcapitalization,  limited  funds  of  promoters,  and  the  business 
depression  following  the  panic  of  1907  appear  to  have  caused  the  downfall  of 
the  Atlanta,  Birmingham  &  Atlantic  Railroad  Co.  That  the  capitalization  of 
this  company  was  excessive  is  evidenced  by  the  reorganization  plan  put  into 
effect  on  January  1,  1916.  This  plan  reduced  the  capital  stock  from  $35,000,000 
to  $30,000,000,  or  from  $54,517  to  $46,948  per  mile;  reduced  the  funded  debt 
from  $24,264,407  to  $9,290,000,  including  $5,200,000  of  income  bends,  or  from 
$38,419  to  $14,538  per  mile.  The  total  capitalization  was  reduced  by  approxi- 
mately $20,400,000,  of  which  75  per  cent  represents  a  reduction  in  the  outstand- 
ing bonds.  Fixed  charges,  exclusive  of  taxes,  were  reduced  from  $1,398,834  to 
$345,984,  or  from  $2,179  to  $541  per  mile.  On  June  30,  1915.  the  outstanding 
bonds  represented  59  per  cent  of  the  total  capitalization;  on  June  30,  1016,  24 
per  cenl  of  the  total  capitalization  of  this  company. 

The  Atlanta.  Birmingham  &  Atlantic  Railroad  Co.,  hereinafter  referred  to  as 
the  Atlanta  company,  was  organized  April  21,  1905.  under  the  laws  of  Georgia. 
The  company  was  conceived  and  promoted  by  Boston  and  Atlanta  capitalists. 
They  contemplated  the  development  of  a  harbor  at  Brunswick,  Ga.,  connect 
the  same  with  Atlanta,  Ga.,  and  Birmingham,  Ala.,  divert  transcontinental 
traffic  from  Savannah,  Ga„  to  Brunswick,  Ga.,  thereby  shortening  the  trans- 
continental route  by  200  miles,  and  operate  a  line  of  steamers  between  Bruns- 
wick, Ga.,  New  York,  and  Boston.  The  project  involved  the  acquisition  of  lines 
of  railway  owned  by  the  Atlantic  &  Birmingham  Railway  Co.,  the  construction 
of  terminals  at  Atlanta,  Ga.,  and  Birmingham,  Ala.,  and  the  acquisition  of 
steamers. 

Shortly  after  its  incorporation  the  Atlanta  company  entered  upon  negotiations 
to  acquire  the  properties  of  the  Atlantic  &  Birmingham  Railway  Co.,  owning  a 
line  of  railway  from  Brunswick.  Ga.,  to  Montezuma.  These  properties  were 
acquired  in  1906,  the  Atlanta  company  assuming  the  payment  of  $4,090,000  of 
bonds  and  issuing  as  part  payment  for  the  property  $1,970,000  of  its  first- 
mortgage  bonds  in  exchange  for  a  like  amount  of  Atlantic  &  Birmingham  Co.'s 
preferred  stock  (three-year  interest  coupons  detached  from  bonds).  $2,462,000 
of  Atlanta  company's  preferred  stock,  and  $4,923,800  of  common  stock  in  ex- 
change for  $4,923,800  of  common  stock  of  the  Atlantic  &  Birmingham  Railway 
Co.  At  the  same  time  the  company  proceeded  with  its  plans  to  extend  the  lines 
of  the  Atlantic  &  Birmingham  Railway  Co.  west  from  .Montezuma  for  a  dis- 
tance of  about  322  miles.  At  the  same  time  that  the  construction  work  was 
being  prosecuted  those  in  charge  took  active  steps  to  acquire  and  develop  the 
terminal  properties  at  Birmingham,  Ala.,  and  Atlanta.  Ga.  They  also  persuaded 
friendly  interests  to  organize  the  Brunswick  Steamship  Co.,  which  was  to 
operate  a  line  of  steamers  from  Brunswick,  Ga..  to  New  York  and  Boston.  The 
construction  of  the  new  line  was  undertaken  by  the  Atlanta  &  Birmingham 
Construction  Co.,  hereinafter  referred  to  as  the  construction  company. 

On  May  1,  1907,  the  construction  company  authorized  an  issue  of  $8,000,000 
five-year  collateral  notes,  being  the  joint  obligation  of  the  construction  com- 
pany and  the  Atlanta  company.  The  notes  of  this  company  were  underwritten 
by  Clark,  Dodge  &  Co.  and  offered  to  the  public  al  96.  The  payment  of  the 
notes  was  secured  by  the  following  collateral : 

Brunswick  Steamship  Co.  bonds $1,000,000 

Brunswick  Steamship  Co.  common  stock 1,000,000 

Atlanta  company  equipment  notes 1,206,000 

Birmingham  Coal  &  Iron  Co.  stock 3,  000,  000 

Atlanta  company  first-mortgage  bonds 0,  000,  000 

Atlanta  company  common  stock 10,000,000 

Atlanta  company  preferred  stock 4,600,000 

The  Interstate  Commerce  Commission  in  its  tentative  valuation  of  the  prop- 
erties of  the  Atlanta  company  finds  that  it  issued  to  the  construction  company 
$19,976,200  of  its  common  stock  and  $7,538,000  of  its  preferred  stock  and 
$14,443,000  of  its  first  mortgage  5  per  cent  bonds. 

Georgia  Terminal  Co.  was  organized  to  acquire  and  develop  200  acres  of  land 
for  terminal  purposes  at  Atlanta,  Ga.  The  terminal  company  has  an  authorized 
capital  of  $1,500,000,  of  which  $500,000  was  sold  to  the  construction  com- 
pany for  each,  and  $1,000,000  was  issued  to  the  construction  company  in  ex- 
change for  property.     The   terminal   company  also  issued   $3,000,000  *  of  first 
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mortgage  5  per  cent  bonds  of  which  sl\iis9,000  were  delivered  to  the  construc- 
tion company  in  payment  for  property  and  $911,000  were  sold  at  85,  realizing 
$774,350  in  cash,  which  was  used  for  construction  purposes.  Reference  will 
hereafter  be  made  to  the  cost  of  the  properties  of  the  terminal  company. 

For  the  purpose  of  acquiring  and  developing  terminal  properties  al  Birming- 
ham, Ala.,  the  construction  company  caused  the  organization  of  the  Alabama 
Terminal  Railroad  Co.,  hereinafter  referred  to  as  the  Alabama  company.  This 
company  has  $3,000,000  of  capital  stock  outstanding,  $2,000  of  which  was  issued 
for  cash  a1  par  and  $2,998,000  together  with  certain  bonds  were  issued  to  the 
construction  company  in  exchange  for  the  properties  above  mentioned.  One 
million  two  hundrd  and  forty-five  thousand  dollars  of  bonds  were  sold  to  the 
const  ruction  company  at  85,  netting  $1,058,250. 

Receivers'  certificates  amounting  to  $4,994,000  and  a  note  for  $110,000,  being 
the  joint  obligations  of  the  Atlanta  company,  the  terminal  company,  and  the 
Alabama  company,  are  also  outstanding. 

In  a  letter  of  .May  15,  1907  (Commercial  and  financial  Chronicle,  vol.  84, 
p.  14271,  H.  A.  Atkinson,  president  of  the  Atlanta  company,  estimated  the  gross 
earnings  after  the  road  is  completed  and  has  had  time  to  build  up  business. 
as  follows : 

Gross $7,  785,  600 

Net 2,  335,  680 

Interest 1,  005,  640 

Surplus 1,  330,  040 

He  further  called  attention  to  the  sale  of  the  following  bonds : 

Georgia  Terminal  Co.  bond $3,000,000 

Alabama  Terminal  Co.  bonds 2,  500,  000 

Birmingham  Coal  &  Iron  Co.  bonds 2,000,000 

Atlanta  company  first  mortgage  bonds 2,  000,  000 

Continuing,  he  says :  "  This  completes  the  financing  of  the  enterprise  and  pro- 
vides funds  to  finish  extensions,  to  pay  for  steamships,  a  substantial  amount 
for  equipment,  shop,  coal  and  iron  projects,  and  improvements,  and  will  com- 
plete the  water  terminals  at  Brunswick  and  pay  for  additional  freight  steamer 
and  many  other  items  of  construction." 

As  against  Atkinson's  estimated  gross  revenue  of  $7,700,000.  one  finds  that 
the  earnings  of  this  system  during  1916  were  $3,000,000 ;  the  net  revenue  was 
$590,000,  as  compared  with  the  estimate  of  $2,300,000,  and  the  surplus  over- 
charges $150,000,  as  compared  with  the  $1,300,000  estimated  by  the  president 
of  the  road  in  1907. 

During  1907  and  1908  the  earnings  of  the  company  were  inadequate  to  pay 
the  fixed  charges.  Stockholders  of  the  construction  company  from  time  to 
time  advanced  the  moneys  necessary  to  pay  the  interest  on  the  bonds  and  other 
indebtedness. 

On  January  2.  1909,  receivers  were  appointed  to  take  possession  of  the  prop- 
erty of  the  Atlanta  company.  Shortly  thereafter  receivers  were  also  appointed 
to  take  possession  of  the  properties  of  the  terminal  company  and  the  Alabama 
company.  The  properties  of  these  two  companies  have  been  operated  by 
receivers  from  1909  to  January  1,  1916.  The  reorganization  plan,  as  above 
stated,  called  for  a  reduction  in  the  indebtedness  of  the  company  and  a  cor- 
responding reduction  in  the  fixed  charges.  The  plan  further  called  for  a  con- 
solidation of  the  properties  owned  by  the  Atlanta,  Birmingham  &  Atlantic 
Railroad  Co.,  the  Georgia  Terminal  Co.,  and  the  Alabama  Terminal  Railroad 
Co.  The  properties  of  these  companies  have  been  sold  at  foreclosure  sale  and 
acquired  by  the  newly  acquired  Atlanta,  Birmingham  &  Atlantic  Railway  Co. 

The  reorganization  plan  summarized  in  Moody's  Manual  of  Railroads  and 
Corporation  Securities  (1916,  p.  50)  shows  the  indebtedness  of  the  old  company 
and  the  capitalization  of  the  new  company,  as  follows : 

Old  company: 

Atlantic  &  Birmingham  5s $4,090,000 

Equipment  obligations 1,  266,  306 

Receiver's  certificates 4.  695,  000 

Other  obligations  of  receiver 497,  625 

Atlanta,  Birmingham  &  Atlantic  Railroad  Co.'s  5s 14,443,000 

Georgia  Terminal  Co.'s  5s 3,  000,  000 

Alabama  Terminal  Railroad  Co.'s  5s 2,  44.",  000 
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Old  company — Continued. 

Atlanta,  Birmingham  &  Atlantic  Railroad  preferred  stock $10,  000,  00O 

Atlanta,  Birmingham  &  Atlantic  Railroad  Co.  common  stock 25,000,000 


Total 65,  436,  931 

Total  annual  fixed  charges  as  of  June  30,  1915 1,  515,  222 

Total  annual  fixed  charges  per  mile  of  road  operated 2,  366 

Capitalization  of  new  company: 

Atlantic  &  Birmingham  Co.'s  5s 4,  090,000 

First  and  refunding  bonds  (none  to  be  issued),  15-year  5  per 

cent  income  bonds 5,200,000 

Common  stock 30.  000,  000 


Total 39.  290, 000 

Total  annual  fixed  charges 204,  500 

Total  annual  fixed  charges  per  mile  of  road  operated 321 

Disposition  of  new  securities — 

(a)   First  and  refunding  5  per  cent  bonds No  present  issue. 

(&)  15-year  5  per  cent  income  bonds 5,200.000 

To  holders  of  receiver's  certificates  at  par  for  face 

amount  of  certificates 4,  476,  000 

Interest    on    receiver's    certificates    July    1,    1914,    to 

Nov.  1,  1915 358,080 

To  retire  an  equal  amount  of  equipment  trust  bonds__        146,  000 
Sold  at  par  for  cash  to  provide  $100,000  paid  in  court 

in  connection  with  foreclosure  sale 100,  000 

Sold  at  par  for  cash  to  pay  additional  interest  on  re- 
ceiver's   certificates 50,000 

Interest  on  the  preceding  items  to  Nov.  1,  1915 19,434 

Retained  to  treasury  of  new  company 50,  4S6 

(c)   Common  stock  sold  to  syndicate  to  provide  cash  re- 
quirements  30,  000.  000 

The  syndicate  has  agreed  to  acquire  the  $30,000,000  of  common  stock  ;it  -S12 
per  share,  netting  the  company  $3,000,000,  which  was  to  bo  used  for  the  follow- 
ing purposes :  $1,105,492  to  pay  obligations  of  receiver,  for  equipment  acquired 
during  receivership,  tax  loans,  claims,  and  judgment  interest,  etc.;  $930,237  to 
retire  outstanding  equipment  obligations  issued  prior  to  receivership  without  in- 
terest ;  $66,000  legal  expenses  of  counsel  for  trustees  in  foreclosure  proceedings ; 
$185,225  to  pay  reorganization  expenses,  including  trustee's  fees  and  disburse- 
ments; $84,546  to  pay  expenses  of  receivers'  certificates  and  the  organizing  of 
the  new  company  and  negotiation  for  underwriting;  S12,.">00  for  compensation 
of  receiver  and  his  counsel:  £216,000  commission  to  syndicate  managers  and 
underwriting  sj'ndicate;  $900,000  for  working  capital,  improvements,  and  repair 
of  equipment. 

The  construction  companv  notes  in  the  sum  of  $6,000,000  were  offered  by 
Clark,  Dodge  &  Co.  at  96,  and  $2,000,000  at  96*.  The  notes  were  the  .joint  obli- 
gation of  the  Atlanta  &  Birmingham  Construction  Co.  and  Atlanta,  Birmingham 
&  Atlantic  Railroad  Co.  They  matured  on  May  1, 1910.  At  that  time  the  stock- 
holders raised  $800,000.  of  which  $194.97".  was  used  to  pay  interest  on  the  notes, 
the  balance  to  pay  part  of  the  principal. 

Under  date  of  April  30,  1910,  the  note  holders'  committee  requested  the  note 
holders  to  extend  the  payment  of  the  notes  for  two  years,  for  the  reason  that 
the  stockholders  would  guarantee  the  payment  of  the  interest,  while  the  pay- 
ment of  the  notes  would  be  covered  by  the  reorganization  plan  of  Atlanta,  Bir- 
mingham &  Atlantic  Railroad  Co. 

In  May,  1912,  about  98  per  cent  of  the  holders  of  the  $6,216,800  notes  out- 
standing agreed  to  a  three-year  extension,  and  further  agreed  that  the  re- 
organization plan  of  the  railroad  company  need  not  provide  for  the  payment  of 
the  notes.  Additional  collateral  was  deposited  to  secure  the  payment  of  the 
notes,  including  $4,000,000  of  stock  of  Woodward  Iron  Co.,  successor  to  Bir- 
mingham Coal  &  Iron  Co.  A  circular  of  December  15,  1915  (Commercial  and 
Financial  Chronicle,  Jan.  22,  1916,  p.  347),  reads,  in  part,  as  follows: 
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Every  one  of  the  ($5,761,000)  notes  having  been  deposited  under  the  pro- 
tective agreement  of  April  1,  L915,  the  committee  has  caused  the  "Noteholders 
Liquidation  Co."  to  be  incorporated  in  Delaware,  with  a  capital  stock  of 
$720,125  (par  oi  shares,  $25),  and  has  transferred  to  thai  company  all  the  se- 
curities ami  cash  held  by  the  committee  as  (he  result  of  the  purchase  al  tore- 
closure  sale,  except  the  10,000  shares  of  the  Woodward  iron  Co.,  viz: 

(a)  $59,000  cash,  no  charge  for  services  having  been  made  by  the  committee. 

(o)  $1,000,000  stock  and  $700,000  first  mortgage  5  per  cenl  bends  ofBrunswick 
Steamship  Co. 

(c)  $5,005,000  first  and  refunding  o  per  cenl  bonds  of  Atlanta.  Birmingham  & 
Atlantic  Railroad  Co. 

The  40,000  shares  of  Woodward  Iron  Co.  stock  and  all  the  stock  of  the  "  Note- 
holders Liquidation  Co."  will  now  be  distributed  to  the  note  holders  as  follows: 
For  each  $1,000  note  represented  by  trust  certificates  the  holder  will  receive — 

(a)  Six  shares  of  the  fully  paid  stock  of  Woodward  Iron  Co.,  par  $100  per 
share,  and  cash  at  the  rate  of  $50  per  share  for  the  $94.32  slock  scrip  of  that 
company  to  which  he  is  entitled. 

(b)  Five  shares  of  fully  paid  stock  of  "Noteholders  Liquidation  Co."  The 
property  of  the  Atlanta.  Birmingham  &  Atlantic  Railroad  Co.  has  been  sold 
under  foreclosure.      From  the  sale  nothing  was  realized  for  the  capital  stock. 

Under  date  of  January  14,  1916,  the  note  holders  were  advised  thai  the 
"Noteholders  Liquidation  Co.."  as  the  owner  of  $5,005,000  first  and  refunding 
bonds  of  the  railroad  company,  was  entitled  to  60,415  shares  of  the  capital 
stock  of  the  new  Atlanta,  Birmingham  &  Atlantic  Railway  Co.  This  right  is 
all  that  is  of  value  accruing  from  the  ownership  of  first  and  refunding  bonds. 
Inasmuch  as  the  "Noteholders  Liquidation  Co."  has  no  funds  to  subscribe  for 
stock,  its  stockholders  are  entitled  to  subscribe  for  shares  of  railway  stock  al 
$12  per  share. 

The  revenues  and  expenses  of  the  Atlanta  company  are  reported  as  follows 
(see  p.  11)  : 

Operating  statistics  per  mile  of  road. 

[Data  from  Moody's  Analyses  of  Investments,  1917.) 
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The  capitalization  of  the  Atlanta  Co.  is  reported  as  follows  (seep.  13)  : 
Capitalization    per    mile. 
[Data  from  Moody's  Analyses  of  Investments.] 


Year  ended  June  30 — 

Stock- 
outstanding. 
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outstanding. 

Rentals 
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ized at  5 
per  cent. 
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(  >wned 
by  com- 
pany as 
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sheet. 
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1907 

.1  mount. 
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of  whole. 
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36 
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Note.— The  capitalization  figures  prior  to  1916  are  those  of  the  old  company. 

The  tentative  valuation  of  the  Atlanta,  Birmingham  &  Atlantic  Railway  Co. 
and  affiliated  companies  by  the  Interstate  Commerce  Commission  shows  the 
following: 

A.    ATLANTA,    BIRMINGHAM     ,\     \ll   win      RAILWAY    CO. 

St.x-k    outstanding,    common $25,  000,000.00 

stock   outstanding,   preferred 10,  000,  000.  00 

Bonds    outstanding 18,  533.  000.  00 

Equipment    notes 1,028,000.00 

Receiver's  certificates,  joint  obligation  of  railroad  company  and 

Georgia  Terminal  Co.  ami  Alabama  Terminal  Co _' 4,994,000.00 

Due   construction    company 404,269.57 

Due  receivers  for  paymenl  of  interesl  taxes,  etc 1,264,686.89 

Duo  receivers  for  additions  and  betterments 1,284,006.44 

Miscellaneous ..  10, 176. 14 

Total  capitalization  and  debt 62,518,139.04 

Investment  in  road  and  equipment  June  3<).  1914 53,325,751.58 

Cost  of  property  constructed  by  construction  company  as  per 

const  i-uct  ion  company  books 16,  946,  758.  89 

Cost  of  same  property  per  Atlanta  Co.  hooks 36,211,204.44 

Difference 19.  264,  445.  55 

Cost  of  property  purchased  from  Atlantic  *Sc  Birmingham  Rail- 
way Co.  as  per  its  hooks 11,492,520.77 

Cost  of  same  property  to  Atlanta  Co 13,  795,  606.  81 

Difference 2,  303,  086.  04 

Common-carrier  property  of  Atlanta  Co. : 

Reproduction  cost,  exclusive  of  lands 22,  716,  SS6.  00 

Reproduction  cost  less  depreciation,  exclusive  of  lands 18,071,950.00 

Present  value  of  lands 1,091,886.00 

Total    present    value 19, 163,  836.  00 

Excess  of  stock,  bonds,  and  debt  over  present  value 43,  354,  303.  00 

Excess  of  book  cost  over  present  value 1_  34, 161.  915.  00 
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B.    GEORGIA   TERMINAL   CO. 

Stock  outstanding $1,500,000.  00 

Bonds  outstanding 3,  000,  000.  00 

Investment  in  road  June  30,  1914 4,  870,  081.  86 

Cos1  of  same  property  to  construction  company 2,842,465.76 

Difference - 2,  027,  616.  10 

Common-carrier  property : 

Cost  of  reproduction,  new 903,270.00 

Cost  of  reproduction,  less  depreciation 830,  316.  00 

Present  value  of  lands 604,459.00 

Total  present  value  of  common-carrier  property 1,434,775.00 

Noncommon-carrier  lands 853,  811.  00 

Grand  total,  present  value 2,288,576.00 

C.    ALABAMA    TERMINAL    RAILROAD   CO. 

Stock  outstanding 3,000,000.00 

Bonds  outstanding 2, 445, 000.  00 

Investment  in  road  June  30,  1914 6.681,360.77 

Cost  of  same  property  to  construction  company 3, 192,  458.  55 

Difference 3,  488,  902.  22 

Common-carrier  property  : 

Cost  of  reproduction,   new 1,493,985.00 

Cost  of  reproduction,  less  depreciation . 1,  367,  411.  00 

Present  value  of  lands 661,331.00 

Total  present  value . 2,028,742.00 

Noncommon-carrier  land 166,  438.  00 

Total  present  value 2,195,180.00 

Summary  of  valuation  of  property  of  Atlanta,  Birmingham  &  Atlantic  Railway 
Co.,  Georgia  Terminal  Co.,  and  Alabama  Terminal  Co. 

A.  Common-carrier  property: 

Reproduction  cost,  new $24.  325,  752.  00 

Reproduction  cos;,  loss  depreciation 19,520.176.00 

Present   value  of  Lands 2,  2S2,  785.00 

Total  present  value 21,802.961.00 

B.  Present  value  of  noncommon-carrier  lands 1,020,249.00 

APALACHICOLA    NORTHERN    RAILROAD    COMPANY. 

[Data  from  Moody's  Manual  of  Railroads  and  Corporation  Securities.] 

Organized  in  1903  under  laws  of  Florida;  road  opened  in  1907.  Receiver 
appointed  in  .luly,  1907.  Receiver  discharged  and  property  restored  to  company 
in  October,  190S.    No  foreclosure  sale. 

Line  owned:  River  Junction  to  Port  St.  Joe,  Fla.,  97.13  miles;  side  tracks, 
4.S9  miles.     Total  owned,  102.02  miles. 

Operated  under  contract:  Atlantic  Coast  Fine — River  Junction  to  Climax, 
Ga.,  30  miles;  total  miles  operated,  132.02;  stock  issued  and  outstanding, 
$3,000.000 ;  bonds  issued  and  outstanding,  $2,000,000. 

Receiver:  On  May  27,  1914.  L.  H.  Dimmitt  appointed  receiver  on  application 
of  Illinois  State  Trust  Co.,  Fast  St.  Louis,  Mo.,  trustee  of  the  $2,000,000  first 
mortgage  5  per  cent  bonds.  Trust  company  alleged  that  the  company  defaulted 
in  interest  payment.  On  February  21,  1916,  the  receivership  was  terminated 
without  foreclosure  proceedings. 
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Ownership  of  stock  and  bonds :  During  April,  1916,  entire  stock  issue,  $3,000,- 
000,  formerly  owned  by  St.  Joe  Bay  Co.,  was  purchased  by  Henry  C.  Hoarstick, 
Albert  T.  Perkins,  and  Daniel  N.  Kirby  as  a  committee  for  the  bondholders. 
The  same  committee  purchased  all  of  the  $2,000,000  bonds  formerly  owned  by 
St.  Joe  Bay  Co. 

Revenues  and  expenses  are  reported  as  follows : 


Item. 

1911 

1912 

1913 

1914 

1915 

1916 

$109, OSS 

58, 721 

184,003 

131,455 

7,  tWO 

44,888 
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'  4ti.  825 

SI  18,557 

7S.600 

2.36, 475 

152,673 

9,960 

7::!,.S42 

37 

2, 534 

171,345 

$160,484 
72,659 

261,740 
172,790 
10,  950 
78,000 
5,713 
102, 689 
L8.976 

63,143 

164,715 
11,450 
50, 587 
9, 206 

103,730 
43,937 

$90, 999 
31,358 

1  n,  335 

120,923 

10, sou 

9,612 

13 

104,539 

94,914 

$124,796 

41,376 

1S9, 635 

157,  267 

12, 860 

19,508 

5,117 

110,663 

Deficit      

86,038 

1  surplus;  bond  interest  of  $100,000  pe  rannum  not  dedueted. 

The  assets  and  liabilities  of  the  company  as  of  June  30,  1916.  are  reported 
as  follows : 


ASSETS. 

Road  and  equipment $4,420,400 

Stocks  and  bonds  owned 450,  513 

Materials  and  supplies 25,605 

Cash 24, 185 

Bills  receivable , 20, 378 

Current  accounts " 23,  526 

Deferred  debit  items 60,591 

Profit  and  loss 759,502 

Total  assets 5,784,706 

LIABILITIES. 

Stock 3,  000, 000 

Bonds 2,  000,  000 

Interest  and  taxes  accrued 730, 131 

Current    liabilities 27,  442 

Unadjusted  credits 1,  397 

Deferred  credit  items 25,  736 

Total  liabilities 5,  784,  706 

The  earnings  of  the  company  are  inadequate  to  pay  fixed  charges. 

Receivership  of  Boston  &  Maine  Railkoad. 

In  April,  1906,  Boston  &  Maine  Railroad's  common  stock  sold  at  $180.50  per 
share  on  the  Boston  Stock  Exchange,  while  in  1917,  the  stock  dropped  to  $24 
per  share.  During  the  period  of  10  years  the  value  of  Boston  &  Mobile  common 
stock  declined  $156.50  per  share. 

In  1906  the  surplus  from  operations  amounted  to  $2,051,919.69,  of  which 
$1,834,646  was  disbursed  as  a  dividend,  while  in  1916,  the  surplus  from  opera- 
tions amounted  to  $4,065,691.09,  with  the  company  facing  receivership.  The 
unusually  large  earnings  for  1916  were  not  adequate  to  prevent  the  appointment 
of  a  receiver  on  August  29,  1916.  From  1906  to  1912  the  surplus  earnings  of 
the  company  gradually  decreased,  amounting  to  $49,696.82  in  1913,  while  in 
1914  the  company  suffered  a  deficit  of  $2,044,742.01,  and  a  deficit  of  $334,462.13 
in  1915.  On  page  47  of  this  report  is  a  table  showing  the  revenues  and  expenses 
of  Boston  &  Maine  from  1906  to  1916. 

The  causes  of  the  receivership  of  Boston  &  Maine  are  summarized  by  J.  H. 
Hustis,  president,  in  his  annual  report  to  the  stockholders  for  the  year  ending 
June  30,  1916,  as  follows : 
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"We  have  hitherto  had  occasion  to  say  to  you  repeatedly  that,  in  the  opin- 
ion of  this  board,  :i  reorganization  of  the  Boston  >x  Maine  system  offered  the 
only  practicable  way  in  which  the  road  could  be  effectively  relieved  from  its 
financial  difficulties.  Better  credit,  new  capital,  and  a  safer  ratio  of  fixed 
charges  to  income  have  appeared  to  us  to  be  indispensable  to  the  permanently 
successful  operation  of  the  system  as  a  whole,  and  we  have  believed  thai  these 
could  be  adequately  obtained  only  by  a  consolidation  of  its  component  parts 
into  one  strong  corporation.  Hence  we  have  done  all  w.e  could  t<»  bring  aboul 
such  a  reorganization  by  friendly  negotiations  and  to  avoid  a  receivership.  A 
majority  of  our  board  has  been  willing  to  make  concessions  to  the  leased  lines 
to  accomplish  this  result,  feeling  thai  the  ultimate  gain  would  justify  the 
present  sacrifice. 

"  Rut  with  dee],  regret  we  are  obliged  to  report  that  our  efforts  have  failed. 
It    became    apparent    before    the    meeting    of    our    board    on    AugUSl    22    thai     ;i 

friendly  reorganization,  outside  of  ;i  receivership,  could  not  be  accomplished 
on  any  fair  basis. 

'•  In  this  state  of  things  it  became  necessary  for  us  to  determine  what  it 
was  our  duty  to  do.  It  seems  hardly  necessary  for  us  to  say  that  this  board, 
which  has  fought  off  a  receivership  for  nearly  two  years,  could  bring  itself  to 
accept  such  an  outcome  only  with  the  greatest  reluctance. 

•'  Hut  upon  the  most  careful  consideration  we  could  give  to  the  matter  there 
seemed  to  be  nothing  else  to  do.  Thar  the  road  could  not  pay  its  maturing 
obligations  was  perfectlj  clear.  The  $13,306,060  of  short-term  notes  of  the 
r.osfon  v\:  Maine  and  the  $2,300,000  of  notes  of  the  Vermont  Valley  Railroad 
indorsed  by  the  Boston  &  .Maine  were  sure  to  be  overdue  on  the  1st  day  of 
September.  On  the  same  day  claims  were  sure  to  be  made  against  the  Boston 
&  Maine  on  $2,000,000  of  notes  of  the  Connecticut  River  Railroad.  To  meet 
these  claims  amounting  to  about  $17,600,000  the  road  had  $S.107.717.-!6  of  cash 
on  hand  and  $2.3S9.930  of  so-called  quick  assets,  which  could  probably  be 
realized  on  at  short  notice  only  by  a  considerable  sacrifice.  Nor  could  the 
available  cash  be  properly  applied  in  part  paymenl  of  these  claims,  for  it  is 
obvious  that  a  road  without  credit  must  carry  a  considerable  cash  balance  to 
nieei  its  current  operating  obligations,  and  debts  of  this  character  to  the 
amount  of  approximately  $3,000,000  must  be  paid  between  now  and  the  1st  of 
January.  It  is  clear,  of  course,  that  if  all  these  claims  were  permitted  to  be- 
come overdue  and  were  not  extended,  the  company  would  probably  be  immedi- 
ately overwhelmed  with  attachments  of  its  property,  which  it  would  have  no 
means  of  removing  and  which  would  probably  seriously  impede,  if  not  prevent, 
its  operation  of  the  road.  Sound  judgment  required  us  to  take  stub  action  as 
would  protect  the  road  against  such  attachments. 

"  Furthermore,  your  officers  realize  that  upon  them  is  put  the  responsibility 
of  seeing  that  the  company  performs  its  full  duty  of  service  to  the  public.  The 
physical  limitations  of  the  road  as  a  transportation  agency  are  a  matter  of 
public  record.  We  do  not  feel  that  under  present  conditions  it  can  satis- 
factorily care  for  the  business  which  is  offered  to  it.  much  less  take  care  of 
the  probable  growth  of  its  traffic.  Our  sense  of  responsibility  requires  us  to 
say  that  it  is  the  duty  of  the  company  to  put  itself  in  a  position  where  it  can 
fully  perform  these  public  functions. 

"  It  is  claimed  by  some  that  we  should  have  sought  a  further  extension  of 
these  notes.  Rut  it  seemed  clear  to  us  that  we  ought  not  to  do  so  unless  we 
saw  in  such  a  move  some  reasonable  hope  of  permanent  relief.  Under  the 
law.  such  notes  can  be  extended  only  for  short  periods,  not  exceeding  one  year, 
and  there  seems  to  be  no  reasonable  expectation  that  they  could  be  taken  care 
of  in  that  time  out  of  earnings.  Funding  them  by  the  issue  of  stock  or  bonds 
is.  of  course,  impossible  in  the  present  condition  of  the  road's  credit.  Were  we 
to  obtain  one  extension  ii  would  only  lead  up  to  another,  and  merely  per- 
petuate present  conditions  with  no  likelihood  of  permanent  relief. 

"  It  must  be  remembered  that  we  have  already  extended  many  of  these  notes 
seven  times.  A  majority  of  our  board  have  thought  it  wise  to  do  this  as  long 
as  there  was  a  reasonable  hope  of  a  friendly  reorganization  which  would  take 
care  of  them  permanently.  In  fact,  the  prospect  of  such  a  reorganization  has 
been  the  chief  argumenf  which  has  persuaded  the  note  holders  to  extend.  And 
there  is  every  reason  to  suppose  that  many  of  them  would  refuse  to  extend 
further  now  that  there  is  no  longer  hope  of  such  reorganization.  There  never 
has  been  an  extension  yet  in  which  some  have  not  refused  to  extend,  and  the 
number  of  refusals  would  probably  be  very  greatly  increased  when  it  is  appar- 
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ent  that  one  extension  can  only  lead  to  another  and  that  no  extension  by  part 
of  the  note  holders  will  do  any  good  unless  the  number  and  amount  of  those 
who  refuse  be  such  that  the  company  can  justly  pay  them  in  full  without 
seriously  impairing  the  security  of  the  other  creditors. 

"  But  even  if  practically  all  the  holders  of  these  notes  stood  ready  to  extend. 
it  would  not  materially  affect  the  desirability  of  a  receiver.  In  the  absence  of 
any  hope  of  a  friendly  reorganization  the  argument  in  favor  of  extension  is  that 
if  given  time  the  road  may  be  able  to  pay  these  notes  out  of  its  own  earnings. 
But  if  the  present  favorable  conditions  continued  long  enough  to  enable  the 
road  to  pay  this  debt,  it  is  evident  that  the  radical  difficulty  with  the  present 
system  will  remain  and  our  troubles  will  recur  whenever  we  strike  a  few  bad 
years.  Assuming  that  it  were  possible  for  the  road  to  work  itself  out  of  its 
financial  difficulties  by  its  own  efforts,  it  is  clear  that  it  would  take  time  to  do 
so,  and  that  in  the  meantime  it  should  be  protected  from  the  ruinous  attacks 
of  creditors  seeking  to  get  ahead  of  each  other  in  the  collection  of  their  claims. 
In  short,  if  there  is  anything  in  the  claim  that  the  company  can  rehabilitate 
itself  if  given  ;i  chance,  a  receivership  offers  the  best  opportunity  to  try  the 
experiments  under  the  most  favorable  conditions. 

"Whatever  view  may  be  taken,  therefore.  as  t<>  the  future  of  the  road— 
whether  it  is  believed  that  its  only  safety  lies  in  a  fair  and  just  consolidation 
or  that  it  should  be  left  to  its  own  resources— a  receivership,  conducted  under 
the  direction  of  the  court,  seems  equally  necessary  and  desirable,  and  seems  to 
us  to  guarantee  equitable  treatment  to  all  parties.  Believing  this,  we  ap- 
proved of  the  petition  for  a  receivership  brought  by  the  Intercontinental  Rubber 
Co.  and  tiled  in  the  United  States  district  court  for  the  district  of  Massachusetts 
on  Augusl  22,  1916,  and  at  the  meeting  held  that  day  our  board  unanimously 
voted  to  instruct  council  to  admit  the  allegations  of  the  petition  and  consent  to 
the  appointment  of  a  receiver.  We  did  this  because  ii  commended  itself  to  our 
judgment  as  the  best  thing  to  do  for  the  interests  of  all  concerned,  under  the 
Circumstances,  and  in  taking  this  action  we  were  actuated  by  the  desire  to 
safeguard  your  interests  to  the  best  of  our  ability.  We  firmly  believe  that  time 
will  show  that  we  acted  wisely." 

In  substance,  the  causes  of  the  present  difficulty  of  the  Boston  ..V  Maine,  as 
set  forth  by  .1.  H.  Hustis,  its  president,  are  due  to  short-term  financing,  exces- 
sive rentals  paid  for  leased  roads,  and  wage  increases. 

Reference  will  hereafter  be  made  t<>  the  company's  short-term  debt  and  its 
leased  properties. 

In  the  opinion  of  the  Railway  Age  Gazette  the  difficulties  of  the  Boston  & 
Maine  are  due  to  excessive  rentals  paid  for  leased  lines  rather  than  inadequate 
earnings  and  high  operating  costs.  Back  of  the  present  difficulties,  says  the 
Railway  Age  Gazette,  is  the  Massachusetts  law,  which  did  not  permit  the  sale  of 
sto.k  of  Boston  &  Maine  at  less  than  its  market  quotation.  As  the  result  of 
this  law  the  company  had  to  resort  to  short-term  financing  rather  than  to  the 
sale  of  stock.  • 

The  Interstate  Commerce  Commission  (vol.  -~.  I.  < '.  ('..  p.  561  t  suggests  that 
the  difficulties  of  the  Boston  &  Maine  are  due  to  the  poor  maintenance  of  its 
property  because  of  its  endeavor  to  continue  the  payment  of  dividends  in  1906, 
1907.  and  1908,  and  the  injudicious  management  of  the  properties  by  the  New 
Haven  &  Hartford  after  it  had  acquired  control  of  the  properties  in  1907. 
The  report  of  the  Interstate  Commerce  Commission  indicates  that  the  New 
Haven  management  at  the  time  it  took  active  charge  of  the  Boston  &  Maine  in 
1910  realized  that  the  properties  bad  not  been  adequately  maintained.  It 
mapped  out  and  undertook  an  extensive  reconstruction  program.  It  acquired 
motive  power  too  heavy  for  the  bridges  and  roadbed  of  the  Boston  &  Maine.  In 
the  interest  of  economy  it  removed  a  large  number  of  the  experienced  em- 
ployees. The  actions  of  the  New  Haven  management  demoralized  the  Boston 
&  Maine  traffic  movements.  The  public  lost  its  confidence  in  the  new  manage- 
ment. 

Boston  &  Maine  was  incorporated  in  1835  in  New  Hampshire,  in  1841  in 
Massachusetts,  and  in  1843  in  Maine.  On  January  1,  1842,  Boston  &  Maine 
of  New  Hampshire  and  the  Boston  &  Portland  Railroad  of  Massachusetts,  and 
the  New  Hampshire  &  Massachusetts  Railroad  of  Maine  were  consolidated. 

In  1845  the  Boston  &  Maine  Railroad  extension,  which  build  a  line  from 
Wilmington  to  Boston,  was  merged  with  and  into  the  Boston  &  Maine.  In 
1S90  the  Eastern  Railroad,  119  miles,  and  the  Portsmouth.  Great  Falls  & 
Conway  Railroad,  73  miles,  were  absorbed.     From  time  to  time  other  small 
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railroads  were  acquired  by  Boston  <.V  .Maine.  In  June,  L911,  Boston  &  Maine 
acquired  all  of  the  outstanding  stock  of  the  Worcester,  Nashua  ..v  Rochester 
Railroad,  paying  therefor  $150  per  share,  and  assumed  all  of  the  company's 
indebtedness. 

On  June  30,  1916,  Boston  o<  Maine  owned  and  operated  tot. i'.:'.  miles,  oper- 
ated under  lease  1,515.4  miles,  and  under  trackage  rights  an  additional  28.96 
miles,  making  a  total  mileage  operated  of  2,2ol.69.  In  addition  to  this  mileage, 
the  company  operated  electric  lines  having  a  mileage  of  46.S. 

The  lines  of  the  Boston  &  Maine  and  its  leased  mads  extend  in  general 
from  Boston  to  Rigby,  Me.,  via  Dover  and  Portsmouth;  Boston  to  Croveton, 
X.  II..  via  Lowell.  Nashua,  and  Concord ;  Boston  to  Northampton,  Mass.; 
Boston  lo  Rotterdam  Junction  and  Troy.  N.  Y.,  via  Fitchburg  and  Greenfield; 
Springfield,  Mass..  to  Sherbrooke,  Canada,  via  Bellows  Falls  and  St.  Johns- 
bury,  Vt. :  Jewett,  Me.,  to  [ntervale,  X.  IF:  Westbrook,  Me.,  to  Worcester, 
Mass..  via    Rochester  and   Nashua.   N.  H. 

The  various  critics  of  the  financial  condition  of  the  Boston  tV  Maine  seem 
to  agree  thai  unless  the  parent  company  can  obtain  more  favorable  conditions 
under  which  to  operate  the  leased  properties  its  future  success  is  very  doubtful. 

As  shown  by  the  earning  statement  en  page  47,  Boston  &  Maine  in  1916 
paid  for  leased  roads  the  sum  of  $5,626,028.77.  This  stun  was  distributed  to 
the  following  companies : 


Name  i 1 


Fitchburg 

Concord  &  Montreal 

Boston  &  Lowell 

Connecticut  River 

Connecticut  &  Passumpsic  River 

Vermont  &  Massachusetts 

Northern 

M  anchester  &  Lawrence 

Nashua  &  Lowell 

Lowell  &  Andover 

Pemigewasset  Valley 

Concord  &  Portsmouth 

Massawippi  Valley 

Stony  Brook 

Wilton 

Peterborough 

Troy  A-  Bennington 

Suncook  Valley 

Kennebunk  &  Keimebiuikport. 

New  Boston 

Newport  &  Riehford  (sublet  to 

Montreal  cV-  Atlantic  Ry.) 

Citizens  Ry.  Materials  Co 


Total 

Additions     and      betterments 
charged  as  additional  rental . . . 


Grand  total. 


Lease  expire  . 


July 
Apr. 
Apr. 
Jan. 
Jan. 
Jan. 
Jan. 

Sept. 

Oct. 
Dec. 
Feb. 
Jan. 
July 
Jan. 
Oct. 
Apr. 


1,1999 
1,1986 
1, 1986 
1,1992 
1,1986 
1 ,  2873 
1,1989 
1,1937 
1,1979 
1,1973 
1,1982 
1,  1961 
1,2869 
1,1989 
1,1982 
1,19,86 


In  perpetuity. 
Jan.  1,1916 
May    15,1982 

Juiie  19,1992 


Jan. 
<  »Cl . 


1,1986 
1,1915 


tionap-  Portion  ap- 
portion apply-     plying  to  plying  to 
Rental  accrued.  Lag  to  interest  dividend  on  organiza- 
on  debt.               pital         tion,  ex- 
stock.  |ienses,  etc. 


S2, 109, 
871, 
901, 

56.5, 
229, 
221, 
218, 
112, 
73, 
52, 
32, 
25, 
24, 
21, 
20, 
15, 
15, 
10, 
2, 


722.  21 
503.  00 
025.  41 
761.  65 
000. 00 
600.  00 
604. 00 
960.  00 
000.00 
500.  00 
79D.01I 
000.  00 
000. 00 
500.  00 
400. 00 
700.  00 
400. 00 
551.  00 
925.  00 
800.  00 


17,500.00 
83.  29 


5,544,325.56 
81,703.21 


5,626,028.77 


$1,156,722.21 
286,555.00 
279, 673.  41 
240,  131.65 

76,000.00 
27,020.00 
29, 500. 00 
10,960.00 


17,500.00 


2,124,302.27 


S943, 000 
577,948 
614,352 

[50,000 
191,580 
184,104 

11)1), 00(1 
7.',  0110 
51,500 
32,  490 
24,500 
24,000 
21,000 
21,400 
15,  '00 
15,080 
10,251 
2,925 
2,800 


3,377,660 


510,000.00 
7, 000.  00 
7,000.00 
2,000.00 

3,000.00 
3, 000.  00 
:,.  iioo.  mi 
2,000.00 
1,000.00 

'"m.  66 
500.  oo 


300.  00 
320.00 
300. 00 


83.  29 


42, 303. 29 


On  June  30,  1916,  Boston  &  Maine  reported  short-term  notes  outstanding  in 
the  amount  of  $13,306,060.  On  June  ~.U),  1913,  the  company's  short-term  note 
indebtedness  amounted  to  $27,000,000.  The  amount  of  short-term  note  indebt- 
edness was  reduced  by  refunding  a  part  through  the  issue  of  5  per  cent  coupon 
gold  noies  of  the  Maine  Railways  Co.  The  payment  of  the  Maine  Railways 
notes  was  secured  by  stock  owned  by  Boston  &  Maine. 

<  »n  June  30,  L915,  the  company  reported  short-term  notes  outstanding  in  the 
amount  of  $24,310,000.  This  note  indebtedness  during  the  year  was  reduced 
as  follows : 

Notes  settled  by  delivery  of  Maine  Railways  Co.'s  notes .$5,487,400 

Notes  settled  by  payment  of  verdict  secured  by  holders  as  result 
of  court  proceedings .. 1,486.000 
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Notes  extended  to  Sept.  2,  1915 17,083,600 

Notes  on  which  suits  were  pending 220,  000 

Notes  on  which  no  action  had  been  taken 33,000 


Total 24,  310,  000 

During  1915  and  1916  adjustments  in  the  Boston  &  Maine's  short-term  notes 
were  reported  as  follows  ; 

Notes  settled  by  delivery  of  Maine  Railways  Co.'s  notes $3,710,290 

Notes  settled  by  payment  of  verdicts  secured  by  holders  as  result 

of  court  proceedings 320,250 

Notes  extended  to  July  17,  1916 13,233,510 

Notes  on  which  no  action  was  taken - 72.  550 

Total 17.  336,  600 

Some  of  the  short-term  notes  of  Boston  &  Maine  have  been  renewed  11  times. 
President  Hustis  concluded  that  the  extraordinary  earnings  during  1916  were 
not  sufficiently  large  to  justify  the  holders  of  these  notes  to  grant  further  ex- 
tension in  the  time  for  payment.  Moreover,  he  was  of  the  opinion  that  the 
equity  of  the  note  holders  could  best  be  preserved  by  the  appointment  of  a  re- 
ceiver. By  this  procedure  the  creditors  would  be  prevented  from  attending  the 
property  and  obtaining  preferred  claim  judgments. 

Following  is  a  table  which  shows  the  assets  and  liabilities  of  Boston  &  Maine 
annually  from  June  30,  1906,  to  June  30,  1916;  likewise  the  revenues  and  ex- 
penses, the  amount  of  interest,  rent,  and  dividends  paid  each  year: 


1956 


INTERSTATE   AND   FOREIGN   TRANSPORTATION. 


Book  cost  of  property,  investments,  revenues,  expenses, 

[Data   from  stock 


Item. 

1916 

1915 

1914                       1913 

1912 

Assets: 

$60,571,229.58 

30, 108, 570. 57 

$60,225,684.96 
30,490,463.45 

$59,  927, 508. 51 
30,726,331.82 

$58,081  .919.54 
30,040.032.60 

$55, 326, 452. 03 
28,660,650.89 

Total   

90,679,800.15 
6,480,831.83 

90,716,148.41 

5,770,779.1.4 

90,653,840.33 
1,969,160.06 

88,126,952.14 
1,182,211.58 

83, 987, 102. 92 
3,070.228.49 

Accrued  depreciation... 

Net 

83.188,968.32 

84,945,368.77 

85,684,680.27 

83,944,740.56 

80,916,874.43 

Investments,    book 
value: 

Stock 

7.  Hi.".,  142.09 

671,156.05 

2,464,953.45 

844,188.21 
1,446,205.96 

Ki3.440.99 

7,  495, 142. 09 

545,618  50 

5,915,312.38 

3,221,702.97 

1,321,512.53 

162,725.56 

7,495,142.09 

545,618.50 

9,522,000.00 

1,560,684.  H 

1,243,706.97 

200,178.24 

23,794,090.38 
545,618.50 

11,955,066.22 
545,618.50 

Advances  to  leased 
roads,  etc 

Sinking  funds 

II    .',40.37 

1  ms.::: 

21 4.. ".71.77 

3,623,619.62 

l.(i!  is,  280. 96 
218,086.77 

Total 

13,085,OS6.75 

18,662,014.03 

23,567,329.94 

30,030,4S9.39 

17,  440. 672. 07 

Liabilities: 

Capita]  stock,  par  value. 
Premiums   on   capital 

12,655,190.70 

6,501,620.  1  i 

42, 589, 000. 00 
13,306,060.00 
1,661,513.29 

12,655,190.70 
6,501,620.14 

13,338,000.00 

.(«).  00 
2  3,814,172.74 

12,655, 190  70 

6,501,620.14 

i,  000. 00 

24,310,000.00 

!  376.34 

12,655,190.70 
6,  501,620.14 
13,338,000.00 

27.O00.OO0.O0 
-  14.295.64 

12,655,190.70 
01,620.14 

13,849,000.00 

12,000,000.00 
1,812,090.64 

Funded  debt  held  by 
public 

Loans  and  bills  payable. 
Corporate  surplus 

Revenues  and  expenses: 

52,075,  127.89 
36,197,958.  17 

16,673,048.84 
35,909,771.58 

47,413,905.73 
38,296,678.73 

18,513,507.35 
38,  101,  424.62 

15,990,363.96 
35,087,295.34 

Net  operating  rei  e- 

nues 

Taxes,  railway 

15,877,469.42 
L,  986, 267.31 

10,763,277.26 

1,978,223.09 

9,  117.227.00 
■  016.83 

10,  112,1 

628.78 

10,903,068.62 
2,086,863.88 

Net  operating  income . 

13,891.202.11 

S, 785, 054. 17  |    7,058.210.17 

8,386,4.53.95 

8,816,204.74 

Other  income: 

39.64           187,913.41 
}  1,166,414.92       1,023, 7(  1.30 

L43,  122.84 
562,632.71 

Dividends  received 

Interest  received 

Interest   from   sinking 

175, 266.  SO 
229. 643. 39 

219. 13 

677,542.95 
35,043.12 

174,766.80 
363,296.90 

Rents'  and  hire   of 
equipment 

626,982.39 
39,427.64 

309,809.22 
785.68 

321,591.93 

Hl.s77.2l, 

273,997.00 
19,236.34 

Total 

1,170,715.39 

1,204,473.73 

1,702,249.46 

1,544,141.90 

999, 288. 89 

Gross  income 

15,061,917.50 

9,989,527.90 

8,760,459.63 

9,930,595.85 

9,815,493.63 

Deductions: 

Interest  on  bonded 
debt 

1.754.980.00 
970,497.25 

5,626,028.77 

2,542. 

17,103.40 
82,004.13 

2,624.23 

1,754,980.00 
1,271,581.00 

5, 589,  40.",.  41 

8,177.70 

28,785.00 

5,944.26 

1.7. VI,  980. 00 
1,562. 

."..  !s7,028.95 

1,686,033.95 
10,700.62 
28,785.00 

274.10S..  33 

1,765,200.00 

782,111.04 

5,312,700.28 

1.911.393.57 

5,959.14 

28,785.00 

74,750.00 

1,775,420.00 
308,282.88 

5,176,878.74 

1,230,417.37 

.".,461.94 

28,785.00 

Rent   paid   for   leased 

Rent  paid  for  equip- 

Total  deductions    . . . 

10,996,226.41 

10.323,990.03 

10,S05,201.64 

9,880,899.03 

8,525,245.93 

Surplus  for  year  from  oper- 

4,065,691.09 

334. 

2  2,044,742.01 

49, 696. 8  2 

1,290,247.70 

i  Does  not  include  equipment  belonging  to  leased  roads  inventoried  at  the  inception  of  leases  at  $8,194 ,707.8 
Deficit. 
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Interest,  and  dividends  received,  interest,  taxes,  rent,  etc.,  paid. 

holders'  reports.] 


1911 

L910 

1909 

1908 

1907 

1906 

$56,824,251.91 
27,664,548.71 

147,222,833.  19 
21,230,383.88 

$46,624,658.21 
18,627,033.34 

$46,  787,  285.  58 
17,515,097.60 

15,  lss.  25 
12,699,266.04 

337,275.30 
8,602,430.81 

84,488,800.62 

1,949,317. 4s 

68, 453, 217. 07 
929,814.49 

65,251,691.55 

64,302,383.18 

57,294,454.29 

52,439,706.11 

82,539,483.14 

67,523,402.58 

65,251,691.55 

64,302,383.18 

57,294,454.29 

52,439,706.11 

8,301,008.31 
545,618.50 

11,073,845.31 
545,618.50 

9,55'  . 
545,618.50 

9,557,476.68 
545,618.50 

9,556,726.68 
,618.50 

9,564,476.26 

970, r, is  :,D 

3,705,596.94 

1,030,579.02 

218, 759.  7:! 

3,295,866.97 
965,226.41 

290,552.35 

1,636,160.05 

902,537.  (Hi 
248, 852. 17 

1,596,281.63 
S42, 453. 86 
243,052.17 

1,392,174.36 

785,609.41 

1,383,873.  L3 

1,292,435.32 

996,689.43 

1,3(11,708.10 

13,801,562.50 

16, 171, 109. 54 

12,890,694.46 

12,784,882.84 

13,664,002.08 

14,186,927.61 

42,062,340.70 

ti,  453, 416. 02 

43,849,000.00 
6,250,000.00 

2,284,912.41 

31,991,490.70 

5,446,331.02 

42,073,000.00 
4, 400, 000. 00 

31,421,590.70 

5, 199, 136. 90 

42,073,000.00 

31,395,265.70 

5, 1S2.025.65 

30,373,000.00 

11,053,000.00 

2,414,404.26 

31,022,  165.70 

4,939,510.65 

30,486,500.00 
3,700,000.00 
3,437,528.19 

27,787,870.70 

2,837,218.90 

31,305,543.91 
3,450,000.00 
2,591,590.56 

3,610,423  81 

2, 659, 929. 10 

44,815,084.40 

35,148,703. 13, 

43,357,175.26 
31,336,324.07 

39,528,698.45 
28, 263, 855. 31 

38,990,748.94 
29,354,196.92 

40,879,653.21 
30,968,397.46 

38,962,436.78 

29,353,368.57 

9,666,381.27 
2,089,905.26 

12,020,851.19 

2,076,880.06 

11,264,843.14 

1,789,932.71 

9, 636, 552. 02 
1,712,272.66 

9,911,255.75 
1,674,835.61 

9,609,068.21 
1,745,490.16 

7,576,476.01 

9,943,971.13 

9,474,910.43 

7,924,279.36 

8,236,420.14 

7,863,578.05 

68, 235. 93 
592,161.85 

47, 259. 86 
501,494.78 

83,413.97 
385,625.61 

65, 721. 61 
461,020.18 

160, 306. 82 
381,393.43 

166,  1 
297,667.07 

261,399.79      231.8S5.50 
7,942.67       8,372.19 

218,701.56 

14,573.11 

218, 160. 39 
12,897.96 

381,754.87 

26,507.15 

360, 

49, 179.  23 

929,740.24  ;     789,012.33 

702,314.25 

757,800.14 

949,962.27 

873,851.33 

8,506,216.25    10,732,983.46 

10,177,224.68 

8,682,079.50 

9,186,382.41 

8, 737, 429. 38 

1,704,380.00  ■   1,704,380.00 
129,791.31  '     79,530.05 

5, 385, 053. 56     5, 265, 497. 95 

8%,!'!         797,21 
5, 269.  Si        6,968.61 
28,785         28,785.00 

1,309,505.00 
549,- 

5,  246,  432.  77 

655,046.75 

1,179,015.00 
590,890.12 

5, 183, 515. 06 

948,  378. 16 

1,242,079.11 
203,432.40 

5,112,890.29 

1,366,854.62 

107,815.81 

5,074, 

2S.785.00 

28,  785. 00 

28,785.00 

136, 285. 00 

8, 150, 227. 16 

7,882,361.76 

7,789,621.88 

7,930,583.34 

6, 587, 186.  SO 

r.,f,v-,..-,i'.) 

355,988.49 

2,850,621.70 

2,387,602.80 

751, 496. 16 

2, 599, 

2,051,919.69 

1958 
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Hook  coal  of  property,  investments,  revenues,  expenses,  interest. 

(Data  from  stock 


Item. 

1916 

1915 
P 

1914 

1913 

1912 

Profit  and  loss  statement: 
Surplus    beginning    of 

113,814,172.74 

4  065  691.09 

i|3,153.376  34 

1  114,295  64 

11,812,090.64 

49,696.82 
3.013.36 

$2, 284, 912. 41 

1.290,247.70 
346,377.39 

Operating  surplus   for 

Miscellaneous  additions 

67,523.13 

32.243.12 

460.600.00 

Total 

319,041.48 

1  3,121,133.22 

446,304.36' 

1.864,800.82. 

3, 921, 537. 50 

i  'eductions: 

Invested    m    additions 

334,462.13 

2.041.742.01 

1.374.  13S.  00 

220. 433  46 
284,525.00 

1,767,951.00 

325.001.15 

Retired    and    depreci- 
ated property 

225,397.26 
68,002.45 

329,487.39 
29, 090. 00 

70.058.50 

1,  136,898.54 

347.  981  65 

16,494.71 

Total  deductions 

295,075.36 

693,039.52 

3, 599, 680. 70 

1,879,096.46 

2,109,446.86 

23,966.12 

»3,814,172.74 

3,153,376.34 

14,295.64 

1,812.090.64 

»  Deficit. 
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and  dividends  received,  taxes,  rent,  etc.,  paid   -Continued, 
holders'  reports.] 


1911 

1910 

1909 

1908 

1907 

1906 

$3,610,  123.81 

355,988.  19 
474,510.00 

',929.10 

2,850,621.70 
343,644.13 

$2,414,404.26 
2,387,602.80 

$3,437,528.  19 

751,  196.  16 

543,20ii.  11 

$2,591,590.56 

2,599,195.61 
845,937.63 

$2,  194, 140.56 

2,051,919.69 

97  450  00 

4,440,922.30 

5,854.194.93 

4,802,007.06 

4,732,230.46 

6,030,723.80 

4,643,580.25 

198,841.84 

41,099.38 

80,536.74 

193,248.88 

1,958,971.45 
190,735.10 

1,868,520.00 
176,409.28 

1  si"   S80.63 
'.Hi.  408. 07 

50,621  10 
155,299.51 

1,973.332.10 

1,834,646.00 

£,106   14 

193, 209.  88 

1,368.85 

132,614.57 

217.273.69 

2, 156, 008. 89 

2,243.771.12 

2,142,077.96 

2,317,826.20 

2,599,205.61 

2,051,919.09 

2,284,912.41 

3,610,423.81 

2,659,929.10 

2,414,404.00 

3,437,518.19 

2,591,590.56 

1960 
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The  foregoing  table  shows  that  the  operation  ratio  of  Boston  & 
Maine  from  1906  to  1916  varied  as  follows : 

1906 7r'-  :54 

1907 '■'■  ,,; 

1908 '■'■  29 

1909 71.  50 

1910 72.  27 

1911 Ts-  4:i 

1912 76.  29 

1913 7S-  54 

1914 80.  77 

1910 76.  94 

1916 W-  51 

The  decrease  in  the  operating  ratio  for  L916,  as  compared  with 
L915,  is  due  to  the  large  increase  in  earnings  amounting  to  more  than 
11  per  cent  and  the  small  increase  of  0.8  in  operating  expenses.  In 
1915  the  gross  earnings  amounted  to  $46,673,048.84,  in  1916  to 
$52,075,427.89,  while  the  operating  expenses  in  L915  were  $35,909,- 
771.58,  and  in  1916  $36,197,958.47. 

The  foregoing  table  shows  that  the  rent  paid  for  leased  roads  in 
1906  amounted  to  $5,074,554.26  and  1916  to  $5,626,028.77,  represent- 
ing an  increase  of  $551,474.51.  In  addition  to  this  increase,  there 
was  an  increase  of  $2,543,988.63  of  rent  paid  for  equipment. 

Boston  &  Maine  reports  operating  revenues  and  expenses  per  mile 
of  road  operated  as  follows: 


Operating  statistics  per  milt  of  road. 
[Data from  Moody's  Vnalysesol  Envestments.] 


Year. 

Miles 
operated. 

Gross 

revenues. 

Operating 

expenses. 

Net  oper- 
ating 
revenues. 

Net 

accrued. 

Fixed 

charges. 

Surplus. 

1907 

2,288 
2,288 
2,289 
2,243 
2,243 
2,244 
2,252 
2, 252 
2,302 
2,252 

S17.974 
17,070 
17,306 
19,330 
19,980 
20,494 
21 .  542 
21,054 
20,272 
23, 123 

$13,535 
12,829 

12, 34S 
13,971 
15,640 
15,636 
16,919 
17,006 

16,073 

4.211 
4,958 

4,340 
1,858 
4,623 
4,048 
4,673 
7,049 

1,543 
5,228 

5.711 
4,692 

5,309 
4,816 
5,208 

7, 569 

748 

7SL< 
!  |2| , 

930 
899 
914 
859 
882 

12,877 

3,466 
3,403 
3.514 
3,637 

4,388 

4,777 
4,460 
4,834 

$1,245 

1908 

329 

1909 

1,043 

1910            

1.271 

1911   .             

123 

1912 

574 

1913 

■>■! 

1914 

1875 

1915 

Ull 

191li 

1,853 

10-year  average.. 

^,265 

19, 815 

14,956 

4,859 

5.323 

860 

3,916 

547 

i  Deficit. 

Note. — Above  table  is  based  on  the  average  mileage  directly  i  <    year,  whether  owned, 

leased,  or  otherwise  controlled. 

No  plan  of  reorganization  lias  to  date  been  approved  by  the  stuck  and  security 
holders  of  the  Boston  &  Maine. 

Receivership  of  Boyne  City,  Gaylobd  ..V  Alpena  Railroad. 

Boyne  City,  Gaylord  &  Alpena  Railroad  was  incorporated  March  28,  1905, 
under  the  laws  of  Michigan  and  succeeded  to  the  properties  of  the  Boyne  City  & 
Southeastern  Railroad.  The  road  extends  from  Boyne  City  to  Gaylor,  Mich., 
and  branches,  73.15  miles;  sidings.  15.67  miles.  The  company  is  controlled 
through  stock  ownership  by  W.  H.  White  Co. 

In  November,  1913.  the  Michigan  Trust  Co.,  of  Grand  Rapids,  Mich.,  was 
appointed  receiver  for  the  railroad  company,  and  also  for  W.  H.  White  Co. 
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The  information  available  al  this  time  does  not  show  the  cause  fior  the 
receivership  of  the  railroad  company.  The  financial  statemenl  of  the  railroad 
company,  however,  indicates  thai  the  receivership  was  precipitated  by  the 
financial  difficulties  of  W.  H.  White  Co. 

The  railroad  company  has  an  authorized  capital  stock  of  $1,000,000,  of  which 
$501,200  is  outstanding. 

The  railroad  company  lias  an  authorized  bond  issue  of  $250,000.  Bonds  in 
the  amounl  of  $100,000  were  redeemed  prior  to  June  30,  1915.  Bonds  in  the 
amount  of  $25,000  matured  April  1.  1915,  and  $125,000  on  April  1,  1916. 

The  balance  sheet  of  the  company  as  of  June  30,  1916,  published  in  .Moody's 
Analyses  of  Railroad  Investments,  shows  thai  all  of  the  company's  bonds  have 
been  redeemed.  The  working  liabilities  are  reported  at  $502,580,  whereas  on 
June  :'.<>.  1915,  they  were  reported  at  $426,343,  or  $76,237  less  than  on  June  30, 
L916.  It  is  possible  that  the  increase  in  working  liabilities  is  due  to  the 
redempi ion  <>r  the  bonds. 

In  his  Analyses  of  Railroad  investments  Moody  shows  the  revenues  and 
expenses  of  Ilo.vno  City,  Caylord  &  Alpena    Railroad,  as  follows: 


Item. 

1916 

191.". 

1914 

1913 

1912 

1911 

$263, 753 
175,122 

$243,  172 

$292, 453 
179,859 

is:,.  179 

$253, 325 
172,884 

$248,773 

L9]   324 

88,031 
328 

87,971 

112,594 

77,823 

1.  120 

80,441 
3,169 

57, 149 

5  :as 

8S,959 
9.  910 
15,404 

87,971 

9,568 

26, 638 

112,594 
11,549 
36, 945 

78,943 
L3.043 

39,042 

83, G10 
L4,350 
32, 561 

32,026 

63,639 

51,765 

64,100 

26,858 

30, 699 

16  Ms 

The  foregoing  income  statement  clearly  indicates  that  the  financial  difficulties 
of  the  Boyne  City.  Gaylord  ..V.  Alpena  Railroad  are  attributable  to  causes  other 
than  its  operating  revenues  and  expenses,  including  fixed  charges. 

Receivership   of   Chicago   iV   Eastern    Illinois   Railroad   Co. 


The  collapse  of  the  St.  Louis  &  San  Francisco,  hereinafter  referred  to  as  the 
Frisco,  carried  with  it  the  Chicago  &  Eastern  Illinois  Railroad  Co.,  hereinafter 
referred  to  as  the  Chicago  Co. 

On  June  30,  1916.  the  Chicago  Co.  operated  1,136.46  miles  of  road,  of  which 
it  owned  989.07  miles  and  operated  under  trackage  rights  147.39  miles.  The 
lines  of  the  company  extended  from  Chicago  southwesterly  to  St.  Louis  and 
also  south  from  Chicago  to  Evansville,  Ind. 

The  desire  of  the  Frisco  for  an  entrance  into  the  city  of  Chicago  resulted  in 
the  purchase  in  1902  of  common  and  preferred  stock  of  the  Chicago  Co.  In 
exchange  for  preferred  stock  the  Frisco  agreed  to  deliver  its  6  per  cent  pre- 
ferred  stock  trust  certificates,  payable  July  1,  1942.  at  the  rate  of  $150  for  each 
-hare  of  Chicago  Co's  preferred  stock.  In  exchange  for  the  common  stock  of 
the  Chicago  Co.  the  Frisco  agreed  to  deliver  its  10  per  cent  common  trust  cer- 
tificates, payable  July  1,  1942,  at  the  rate  of  $250  for  each  share  of  common 
stock. 

T'ne  Interstate  Commerce  Commission  (vol.  29,  p.  157)  finds  that  on  June  30, 
1903,  70, 042  out  of  a  total  of  72,178  shares  of  outstanding  common  stock  were 
acquired  by  the  Frisco  in  exchange  for  $17,660,500  Frisco  common  stock  trust 
certificates.  The  commission  also  finds  that  41.717  shares  out  of  a  total  of 
68,307  of  the  preferred  stock  of  the  Chicago  Co.  were  acquired  by  the  Frisco  in 
exchange  for  $6,257,500  of  Frisco  preferred  stock  tru<i  certificates. 

On  .May  27,  1913,  the  Chicago  Co.  had  $13,626,100  of  common  and  $12,191,700 
.if  preferred  stock  outstanding.  At  thai  time  S7. 217.800  of  common  and  $8,402.- 
500  of  preferred  stock  of  the  Chicago  Co.  was  exchanged  for  Frisco  stock  trust 
certificates.  To  acquire  the  common  and  preferred  stock  of  the  Chicago  Co. 
the  Frisco  had  issued  up  to  May  27,  1913.  $18,044,500  of  common  stock  trust 
certificates  and  $12,603,750  of  preferred  stock  trust  certificates,  making  a  total 
of  $30,648,250  issued  in  exchange  tor  $15,620,300  of  Chicago  Co.  stock.  Up 
to  May  27.  1913,  the  Frisco  Co.  had  acquired  and  placed  in  its  treasury  $2,520,- 
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000  of  common  stock-  trust  certificates,  ;it  a  cost  of  $1,884,320,  leaving  out- 
standing  in  the  hands  of  the  public  $15,524,500  of  the  common  certificates  and 
$12  603,750  of  the  preferred  certificates.  By  this  exchange  of  Chicago  Co.  stock 
for  Frisco  trust  certificates  the  Fiasco  burdened  its  system  with  a  fixed  obliga- 
tion equivalent  to  0  per  cent  on  the  preferred  and  10  per  cent  on  the  common 
stock  trust  certificates. 

The  Frisco  management  has  been  severely  criticized  for  this  transaction.  To 
pas^  upon  the  justice  of  such  criticism  it  should  he  remembered  that  during 
1899,  1900,  and  1901  the  Chicago  Co.  paid  6  per  cent  on  its  preferred  stock  and 
3£,  44,  and  51  per  cent,  respectively,  on  its  common  stock.  The  surplus  carried 
to  profit  and"  loss  after  paying  dividends  during  these  years  was  $100,598.69  in 
1899,  $232,423.71  in  1900,  $317,245.45  in  1901.  amounts  entirely  inadequate  to 
warrant  Frisco  to  agree  to  pay  10  per  cent  on  the  common  stock  trust  cer- 
tificates The  Interstate  Commerce  Commission  finds  that  by  virtue  of  this 
transaction  the  Frisco  from  1903  to  1913,  inclusive,  lost  $2,057,073.  At  the 
time  the  Frisco  acquired  control  of  the  Chicago  Co.  there  was  no  physical  con- 
nection hetween  the  two  properties.  To  effect  a  connection  it  was  necessary 
for  the  Chicago  Co.  to  enter  into  a  contract  with  the  Cairo,  Vincennes  &  Chi- 
cago  Railway  (Big  Four)  for  trackage  rights  from  Pana  to  East  St.  Louis,  111., 
approximately  75  miles. 

The  capital  stock  and  funded  debt  of  the  Chicago  &  Eastern  Illinois  Kail- 
road  on  June  30,  1900,  aggregated  $42,661,003.25,  divided  as  follows; 

Common   stock - $12,  044,  S00.  00 

Preferred  stock   7.696,600.00 

Total  capital  stock $19,741,400.00 

Ponds 22.682,900.00 

Equipment  trust   notes 236. 703.  2o 

Total   funded  debt 22,  919,  603.  25 

Total   capital   liability 42,661.003.25 

The  capital  liabilities,  including  short-term  notes  outstanding  on  May  27, 
1913,  aggregated  $101,009,731.25,  an  increase  of  $58,348,728.  The  amounl  out- 
standing at  the  latter  date  was  distributed  as  follows: 

Common   stock $13,626,100.00 

Preferred   stock 12,191,700.00 

Bonds - 63, 155,  200.  00 

Equipment    trust   notes 6,917,000.00 

Notes  payable 5,  119,  731.  25 

Total  capital  liability 101,009,731.25 

The  increases  in  the  capital  liability  during  this  period  consist  of: 

Common  stock $1,581,300.00 

Preferred  stock 4,  495, 100.  00 

Ponds 40,  472,  300.  00 

Equipment   trust   notes 6,680,296.75 

Notes  payable 5, 119,  731.  25 

Increased  capital  liabilities 58,348,728.00 

The  increase  in  capital  stock,  bonds,  and  notes  is  accounted  for  by  the  fol- 
lowing expenditures : 

Additions  and  betterments $10,  785,080.  64 

Acquisition  of  other  railroads '•>,  100,  914.  48 

Expenditures   account  of  the  Evansville  &   Indianapolis   Rail- 
road         2.  302.  860.  46 

Equipment 24,  434,  885.  99 

Coal  properties  purchased 4.418,632.11 

Total  expenditures 51,042,  373.  68 

Net  discount  on  bonds  sold 2,151,951.17 

Total  accounted  for 53,194,324.85 
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In  several  instances  capital  stock  of  the  Chicago  &  Eastern  Illinois  Railroad 
was  sold  above  par.  <>n  such  sales  premiums  wore  realized  to  the  extern  of 
$495,000.  Adding  this  sum  to  the  increase  in  the  capital  liabilities,  the  differ- 
ence between  thai  item  and  the  amounts  expended,  including  discount,  aggre 
gates  $5,649,403.15.  This  latter  umouhl  represents  in  pari  securities  of  various 
companies  acquired  by  the  Chicago  iV  Eastern  Illinois  Railroad  and  securities 
of  its  own  issue  held  in  the  treasury.  Of  the  total  net  discount  on  sale  of 
bonds,  $1,826,302.1  I  is  still  carried  on  the  1 ks  as  an  asset. 

<  >n  July  20,  1911,  Chicago  Co.  acquired  the  properties  of  the  Evansville- 
Torre  Haute  Railroad,  controlled  through  stock  ownership.  Through  the 
acquisition  <>('  these  properties  the  Chicago  Co.  assumed  a  bonded  indebtedness 
of  the  Evansville  Co.  in  excess  of  $8,000,000. 

The  Interstate  Commerce  Commission  finds  that  the  operating  revenues  of 
the  Chicago  Co.  increased  front  $6,000,000  in  1901  to  $15,000,000  in  1912,  while 
the  operating  expenses  increased  from  $3,000,000  in  1901  to  $11,000,000  in  1912. 
The  operating  ratio  increased  from  54.75  per  cent  in  1901  to  80.19  per  cent  for 
11  months  in  1913.  Il  is  erroneous  to  conclude  from  this  showing  that  the 
property  was  being  well  maintained,  for  the  ratio  of  71.58  per  cent  applied  to 
maintenance  of  way  in  1001  decreased  to  16.33  per  cent  in  1913.  While  equip- 
ment maintenance  increased  proportionately,  no  proper  provision  was  made  for 
equipment  depreciation,  as  the  rate  used  was  one-fourth  of  1  per  cent,  which 
assumes  that  the  equipment   has  a   life  of  4(H)  years. 

The  ratio  of  interest  on  funded  debt  to  net  earnings  increased  from  px.4l'  per 
cent  to  101.4  per  cent  in  the  same  period. 

The  Interstate  Commerce  Commission  (vol.  •_><),  p.  159)  finds  the  surplus  of 
tlie  ( !hicagO  <  'o.,  after  payment  of  dividends,  to  have  been  as  follows  : 


Year. 

Surplus. 

Deficit. 

1902 

$607,171.77 
1,261,800.73 

757,952.23 

1903   

1904 

1905 

$80,265.67 

1906 

37, 692.  27 
418,545.77 

1 907 

1908 

115,394.24 

1909 

20,972.94 
68, 524. 16 

28, 807. 12 
104,946.42 

1910 

1911 

1912 

1913  to  May  27 

976, 582. 68 

The  funded  debt,  revenues,  and  expenses  of  Chicago  &  Eastern    Illinois  Kail- 
road  Co.  are  reported  by  the  Interstate  Commerce  Commission  (vol.  29,  p.  162), 

as  follows  : 

Funded  debt,  revenues,  <ni<l  expenses  of  Chicago  d-  Eastern  Illinois  /'.  /,'.  Co. 
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Funded  debt,  revenues,  and  expenses  of  Chicago  &  Eastern  Illinois  R. 

Continued. 


R.  Co. 


Fiscal  years  ended 
June  30— 


1901. 
1902. 
1903. 
1904. 
1905. 
1906. 
1907. 
1908. 
1909. 
1910. 
1911. 
1912. 


1913  to  May  27 70,072,200.00 


Total  funded 
debt  (including 
equipment 
trust)  out- 
standing on 
June  30. 


823,975,4-17.85 
23,909,292.45 

'  25,940,594.24 
29, 593, 536. 48 
.'.,478.72 
43,015,420.96 
45,9.54,363.20 
47,409,005.44 
18,830,547.68 
48, 549,489. 92 
49, 277, 432. 16 
66,739,374.40 


Net  interest 

deductions 

on  funded 

debt. 


Total 
mileage 

owned 

on  June 

30. 


81,224, 

1,245, 
1,612, 
1,356, 
1, 506, 
1,829, 
2,043, 
2,087, 
2, 136, 
2, 197, 
2,231, 
2,956 
2,954 


285.43 

SSS.  tiS 

999. 47 
778.  in 
467.  57 
461. 71 
685. 15 
471.00 
177. 26 
958. 36 
402. 65 
983.  74 
,857.68 


TIM 
715 
728 
735 
817 

sir 

sl7 
SIT 
819 
819 
si  9 
1,123 
1,123 


Average 
amount  of 
funded  debt 
per  mile  of 
line  owned. 


<;;.;,  sun. :-;:, 
33, 439. 57 
35, 632. 68 
40, 263. 31 
13,737.42 
52,650.45 
56,247.69 
58,028.16 
59,622.16 
59.2Ts.99 
60,167.80 
59, 429. 53 


Average 

annual 

interest 
on  funded 
debt  per 

mile  of 
line 

owned. 


Ratio  of  Ratio  of 
net  earn-  interest 
ings  to    on  funded 


total 
funded 
debt. 


debl  to 

net  earn- 
ings. 


Per  cent. 

10. 63 

12.09 

13. 65 

11.69 

7.97 

s.19 

s.lT 

T.15 

6.83 
7.82 

7.99 

6.47 
4.16 


Per  a  nt. 
48.42 
43.  08 
45.  55 
39. 22 
52. 91 
51.92 
54.42 
61.61 
64. 05 
57. 90 
56. 68 
68.52 
101.40 


1  Included  interest  to  maturity  on  ear  trust  notes  for  deferred  payments  on  1,000  l>ux  and  750  coal  cars 
purchased  from  the  American  Car  &  Foundry  Co.  during  the  year. 


The  increase  in  funded  debt  in  1.912  as  compared  with  I'.Ml  and  the  increase 
in  mileage  owned  is  primarily  due  to  the  acquisition  of  the  properties  of  the 
Evansville,  Terre  Haute  Railroad. 

On  May  27,  1913,  Edwin  W.  Winter,  of  New  York,  and  William  .1.  Jackson,  of 
Chicago,  were  appointed  receivers  for  the  Chicago  .V  Eastern  Illinois  Railroad 
Co.  The  Frisco  reorganization  plan  docs  not  cover  the  Chicago  company. 
The  plan  contemplates  a  separate  reorganization  for  ilie  Chicago  &  Eastern 
Illinois  Railroad  Co.  To  date  no  plan  for  the  reorganization  of  tins  property 
has  been  announced.  The  Frisco  reorganization  plan  adopted  in  April,  1916, 
provided  thai  $12,153,750  preferred  and  $16,944,500  common  stock  trust  certifi- 
cates issued  for  preferred  and  common  stock  of  the  Chicago  vV  Eastern  Railroad 
should  be  exchanged  for  stock  of  the  Chicago  &  Eastern  Illinois  Railroad,  rep- 
resented by  the  same.  The  reorganization  managers  delivered  in  respect  to  the 
preferred-stock  certificates  so  surrended,  sis  in  6  per  cent  preferred  stock  and 
$2.50  in  common  stock  of  the  new  St.  Louis  &  San  Francisco;  and  also  delivered 
in  respect  to  common-stock  certificates  so  surrendered,  $30  in  6  per  cent  pre- 
ferred stock  and  $4.25  in  common  stock  of  the  St.  Louis  e<  San  Francisco  Kail- 
road.      (.Moody's  1917  Analysis  of  Investments,  p.  236.  i 

The  Railway  Age  <  hi/.ette.  in  its  issue  of  <  >ctober  l!7.  1916,  says  : 

"  It  seems  hard  to  believe  that  the  St.  Louis  &  San  Francisco  was  ever  willing 
to  guarantee  1<>  per  cent  on  the  $7,218,000  common  stock  of  the  Chicago  & 
Eastern  Illinois  and  6  per  cent  on  its  $11,070,000  preferred  to  get  and  to 
retain  control  of  thai  company.  As  an  investment  the  venture  was  a  failure. 
In  only  two  years  in  its  history  did  the  Chicago  c<  Eastern  Illinois  pay  10  per 
cent  on  its  stock,  and  in  the  fiscal  year  ended  June  30,  1916,  a  year  of  excep- 
tional prosperity  and  industrial  activity,  the  Chicago  &  Eastern  Illinois  earned 
only  a  few  thousand  dollars  over  and  above  interest  charges.  The  St.  Louis  & 
San  Francisco  ceased  to  carry  out  the  provisions  of  its  guarantee,  of  course,  when 
it  went  into  the  hands  of  receivers,  and  at  the  same  time  a  receiver  was  ap- 
pointed for  the  Chicago  *.V  Eastern  Illinois.  It  was  not  until  after  the  line 
had  been  operated  for  more  than  a  year  that  many  people  realized  that  the 
Chicago  >v.  Eastern  Illinois  was  not  the  prosperous  railroad  which  it  had  gen- 
erally been  considered. 

"With  its  present  rates  and  funded  indebtedness  there  is  little  prospect  of 
the  Chicago  cV  Eastern  Illinois  earning  much  profit  for  its  stockholders.  The 
road  is  not  heavily  capitalized.  Its  outstanding  funded  indebtedness  is  at 
the  rate  of  $59,136  per  mile,  and  its  stock  at  the  rate  of  $18,180  per  mile. 
What  the  company  needs  and  needs  badly  is  higher  passenger  rates  and  higher 
rates  on  manufactures  and  other  competitive  business." 
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Receivership  of  the  Chicago,  Rock  [siand  &  Pacifk    Raiiava-s  Co. 

••Alton.  New  Haven— Frisco— and  now  Rock  Island";  such  is  the  subject 
of  an  editorial  in  the  Railway  Age  Gazette  of  August  27.  1915  (vol.  59,  p.  :r74). 
The  cans.'  of  this  editorial  was  the  report  of  the  Interstate  Commerce  Commis- 
sion dated  July  31,  1915,  in  re  "Financial  transactions,  history,  and  operation 
of  the  Chicago,  Rock  island  &  Pacific  Railway  Co."     (36  I.  C.  C,  p.  43.) 

"  Regarding  the  important  and  essential  points  covered  by  the  commission's 
report,"  says  the  editorial,  "there  is  room  for  difference  of  opinion.  Taken  to- 
gether they  make  up  a  record  which  for  sOrdidness  and  dishonorableness  in  cor- 
porate management  has  hardly  been  surpassed." 

In  discussing  the  Rock  Island  affairs  we  will  refer  to  the  following: 

i.  Development  of  Rock   Island  system. 

-.  Mileage. 

."..  Receivership  and  causes  thereof. 

4.  Findings  of  the  Interstate  Commerce  Commission 

.">.   Operating    results   and   capitalization. 

<">.  Rehabilitation   program. 

7.  Reorganization  plan. 

8.  Discharge  of  receiver. 

1.  DEVELOPMENT  or   ROCK    ISLAM)  SYSTEM. 

While  this  report  is  primarily  concerned  with  the  Chicago,  Rock  Island  cV 
Pacific  Railway  Co..  hereafter  referred  to  as  the  railway  company,  yet  at 
times  it  becomes  necessary  to  refer  to  the  Chicago,  Rock  Island  ,v  Pacific 
Railroad  < 'o.  of  Iowa,  hereafter  referred  to  as  the  Iowa  company,  and  Rock 
Island  Co.  of  New  Jersey,  hereafter  referred  to  as  The  New  Jersey  company. 
The  railway  system  commonly  known  as  the  Rock  Island  has  had  a  varied 
career  dating  hack  to  1S47.  By  1880  it  had  become  so  prosperous  that  the 
stockholders  to  conceal  the  profits  doubled  the  stock  of  the  road  and  by  a  con- 
solidation of  affiliated  companies  assumed  a  bonded  debt  of  $5,000,000.  From 
1880  to  1902  the  road  extended  its  lines  into  the  more  sparsely  settled  regions 
of  Colorado.  Nebraska,  and  Kansas.  As  a  result  mileage  was  increased  from 
1,384  miles  in  1887  to  .">.:T>7  in  1889  and  to  3,408  in  1891.  The  gross  earnings 
decreased  from  .$8,899  per  mile  in  1887  to  $5,126  in  1891,  while  the  net  earnings 
decreased  from  $3,478  in  1887  to  $1,484  in  1894.  The  financing  of  new  con- 
struction increased  the  animal  charges  from  $1,795,351  to  $4,775,601,  or  from 
$1,295  per  mile  in  1887  to  §1.400  in  1891.  The  rate  of  dividends  dropped  from 
7  to  4  per  cent  and  the  market  price  of  the  common  stock  from  140|  in  1887  to 
633  in  .March,  1891.  (See  Railroad  reorganization,  by  Prof.  Stuart  Daggett, 
P.  316.) 

The  railway  company  passed  through  the  panic  of  1893  without  cessation  of 
dividends,  though  they  were  reduced  to  '_'  per  cent.  Prom  1890  t<>  1900  hut 
360  miles  were  added  to  the  system.  In  1901,  Daniel  G.  Reid.  \Y.  H.  Moore. 
J.  II.  Moore,  and  W.  B.  Leeds  purchased  about  $20,000,000  of  the  stock  of  the 
railway  company  and  by  the  use  of  proxies  they  soon  became  members  of  the 
board  of  directors.  W.  B.  Leeds  was  elected  president  and  I).  G.  Reid  chair- 
man of  the  executive  committee.  William  H.  Moore  had  made  large  profits 
out  of  the  promotion  of  the  National  Biscuit  and  Diamond  Match  Cos.  and 
was  also  interested  in  the  promotion  of  various  companies  which  were  Later 
absorbed  by  the  United  States  Steel  Corporation.  \Y.  B.  Leeds  was  also  in- 
terested in  the  promotion  of  companies  which  were  acquired  by  the  steel  cor- 
poration. The  Moores  and  their  associates,  as  later  developments  seem  to  show, 
purchased  the  controlling  stock  interest  in  the  Rock  Island  not  with  the  inten- 
tion of  developing  it  as  a  railway  property  but  rather  with  the  intention  of 
making  large  profits  through  stock  transactions  and  manipulations.  At  the 
Stockholders'  meeting  held  June  5,  1001,  the  capital  stock  of  the  railway  com- 
pany was  increased  from  $50,000,000  to  $60,000,000.  On  June  4.  1002,'  stock 
was  further  increased  to  $75,000,000.  The  board  of  directors  further  authorized 
President  Leeds  to  sell  certain  individuals  portions  of  the  increased  stock  at  par, 
although  at  the  time  the  stock  was  quoted  on  the  market  above  $175.  (Vol.  27. 
Interstate  Commerce  Commission,  p.  4."..) 

In  1902  there  was  a  general  reorganization,  but.  unlike  that  of  1887,  it  was 
apparently  not  to  conceal  profits  but  rather  to  satisfy  the  financial  ambitions 
of  the  Moore  group  and  the  chances  which  its  members  saw  of  making  larger 
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profits  through  stock  manipulations  than  the  earnings  of  the  property  would 
ever  bring.  The  1902  reorganization  called  for  the  incorporation  of  the  two 
holding  companies,  the  Chicago,  Rock  Island  &  Pacific  Railroad  Co.  of  Iowa 
and  the  Rock  Island  Co.  of  New  Jersey.  The  authorized  capitalization  of  the 
Iowa  company  was  $125,000,000  in  stock  and  $75,000,000  in  4  per  cent  col- 
lateral bonds."  That  of  the  New  Jersey  company  was  $150,000,000  in  stock, 
of  which  $54,000,000  was  preferred  and  $96,000,000  common.  The  capitalization 
Of  the  railway  company — that  is.  the  operating  company— remained  undisturbed. 
The  financial  transactions  of  the  Moore  group  is  summarized  by  Prof.  Daggett 
as  follows: 

"*  Instead    of   one    Chicago.    Rock    Island    .V    Pacific    Co.    the    Moores 

now  proposed  to  have  three  companies,  of  which  one  was  to  operate  the  rail- 
road, one  was  to  hold  the  stock  of  the  operating  company,  and  one  was  to  hold 
the  stock  of  the  company  which  held  the  stock  of  the  operating  company.  That 
is  to  say.  the  Chicago,  Rock  Island  vV  Pacific  Railway  Co.  was  left  undis- 
turbed, while  in  Iowa  a  Chicago.  Rock  Island  &  Pacific  Railroad  Co.  was 
formed  to  hold  the  stock  of  the  railway  company  and  in  New  Jersey  a  Rock 
Island  Co.  was  organized  to  hold  the  stock  of  the  railroad  company  and  of 
Such  acquisitions  as  might  afterwards  he  made.  The  retention  of  the  railway 
company  made  unnecessary  the  consent  of  creditors,  for  the  lien  and  interest 
rate  of  outstanding  bonds  remained  the  same  as  before,  the  formation  of  the 
railroad  company  served  apparently  to  meet  legal  requirements,  and  the  organi- 
zation of  the  Rock  Island  Co.  seemed  likely  to  make  more  easy  the  purchase 
Of  parallel  and  competing  lines.  Bui  the  great  advantage  of  the  new  com- 
panies lay  in  the  opportunities  for  stock  inflation  which  they  presented,  together 
with  the  lessening  of  the  amount  of  capital  required  for  control.  This  appears 
plainly  in  the  following:  The  old  railway  company  had  a  capital  stock  of 
$75,000,000;  the  new  railroad  company  issued  stock  to  the  amount  of  $125,000,000 
and  4  per  cent  bonds  to  the  amount  of  $75,000,000.  The  Rock  Island  Co.  issued 
common  stock  to  a  total  of  $96,000,000  and  preferred  stock  to  a  total  of 
$54,000,000;  and  the  aggregate,  excluding  the  undisturbed  bonds  of  the  railway 
company,  footed  up  to  $425,000,000,  instead  of  $75,000,000  as  before.  From 
this  total  must  be  deducted  $200,000,000,  which  represented  issues  of  stock  by 
one  company  to  another,  and  $21,000,000  Rock  Island  Co.  stock  and  $1,500,000 
railroad  company  bonds  reserved  for  future  extension,  leaving  a  net  Increase 
from  $75,000,000  to  $202,500,000.  This  involved  some  increase  in  fixed  charges, 
since  4  per  cent  on  $75,000,000  became  obligatory,  but  the  true  significance  lay 

in    the   inllath f  principal    rather    than    in    the   increase   of   interest    charges. 

opening  as  it  did  an  opportunity  for  great  profit  to  the  managers  in  the  sale  of 
the  new  securities.  An  incidental  result  was  the  transformation  of  the  Rock 
Island  from  investment  securities  to  media  for  speculation.  At  the  same  time 
the  investment  required  for  control  was  diminished.  Seventy-five  million  dollars 
of  railroad  stock  was  exchanged  for  $75,000,000  railroad  bonds,  $96,000,000  Rock 
Island  Co.  common  stock,  and  $54,000,000  Rock  Island  preferred  stock.  Of  these 
the  bonds  obviously  had  no  voting  rights.  To  both  the  common  and  preferred 
stock  the  light  to  vote  was  given  but  in  unequal  degrees.  '  Until  the  number 
thereof  shall  be  increased,'  read  the  certificate  of  incorporation  of  the  Rock 
Island  Co.,  '  the  number  of  directors  shall  be  nine.  There  shall  be  five  classes  of 
directors.  The  first  class  shall  contain  a  majority  of  rhe  whole  number  of  direc- 
tors as  fixed  at  any  time  by  the  by-laws  *.  The  holders  of  the  preferred 
stock  shall  have  the  right,  to  the  exclusion  of  the  holders  of  the  common  stock, 
to  choose  directors  of  the  first  class  *  :::  *.'  In  other  words,  to  the  preferred 
stock,  which  constituted  a  minority  of  the  whole,  was  given  the  right  to  elect 
a  majority  of  the  board  of  directors;  so  that  whereas  in  the  old  railroad  com- 
pany 51  per  cent  of  $75,000,000  common^stock,  selling  at  from  1:20  to  179.  had 
been  required  for  control,  in  the  new  combination  of  companies  51  per  cent 
of  $54,000,000  Rock  Island  Co.  preferred  stock,  selling  at  83J,  was  sufficient  to 
the  same  end.  in  spite  of  a  doubling  of  the  stock  outstanding. 

"To  repeat:  Two  new  corporations  were  formed,  of  which  the  Chicago,  Rock- 
Island  &  Pacific  Railroad  Co.  of  Iowa  issued  $125,000,000  stock  to  the  Rock 
Island  Co.  of  New  Jersey  and  in  return  received  $127,500,000  Rock  Island  pre- 
ferred and  common  stock.  With  this  sto<j<  and  with  $75,000;000  of  its  own  bonds 
the  railroad  company  purchased  the  $75,000,000  stock  of  the  Chicago,  Rock 
Island  &  Pacific  Railway  Co..  paying  for  each  $100  in  shares  $100  in  Rock  Island 
Co.  common  stock,  $70  in  Rock  Island  Co.  preferred  stock,  and  $100  in  its  own 
4  per  cent  bonds. 
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"  The  railway  shares  acquired  were  pledged  for  the  railroad  bonds,  and  from 
them  came  the  total  income  of  the  railroad  company,  and  dividends  upon  the 
railroad  shares,  together  with  dividends  upon  shares  of  other  companies  which 
it  might  chance  to  own,  constituted  the  total  income  of  the  Rock  Island  Co. 
After  thus  receiving  indirectly  the  earnings  of  the  railway  company  through 
two  sets  of  dividends  the  Rock  Island  Co.  paid  dividends  on  its  own  shares, 
which  were  held  by  the  public,  the  preferred  stock  being  entitled  to  4  per  cent 
from  1903  to  1909,  inclusive,  to  5  per  cent  from  1910  to  1916,  inclusive,  and  to 
6  per  cent  thereafter. 

"  Other  provisions  were  as  follows:  The  Rock  Island  common  stock  might  be 
increased  from  time  to  time  according  to  law,  but  the  amount  of  the  preferred 
stock  could  not  be  increased,  except  with  the  consent  of  the  holders  of  two- 
thirds  of  the  entire  preferred  stock  and  two-thirds  of  the  entire  common  stock 
at  the  time  outstanding,  given  at  a  meeting  called  for  that  purpose.  Preferred 
stock  was  to  be  preferred  as  to  principal  as  well  as  to  interest;  it  had  the 
right,  as  has  been  said,  to  elect  a  majority  of  the  board  of  directors,  but  this 
right  could  be  surrendered  by  the  affirmative  vote  of  the  holders  of  two-thirds 
in  amount  of  the  preferred  stock  at  the  time  outstanding  at  a  special  meeting 
of  the  holders  of  the  preferred  stock  called  for  that  purpose." 

Prof.  Daggett  further  finds  that  in  view  of  the  fact  that  the  preferred  stock 
elected  the  majority  of  the  board  of  directors,  it  was  possible  that  the  Moore 
group  would  not  have  to  expand  more  than  $1,359,379  to  control  the  Rock 
Island  property,  consisting  of  7,718  miles  of  railway  represented  by  $319,909,482 
of  capitalization.  He  arrives  at  this  conclusion  by  assuming  that  they  paid 
$140  per  share  for  the  railway  company's  stock  in  order  to  secure  a  majority 
control  in  the  old  company.  A  majority  of  the  $75,000,000  would  have  cost 
$.VJ,f)00,140.  In  return  for  this  stock  at  the  price  as  of  January  2,  1903,  the 
Moore  group  obtained : 

1.  $18,375,049  in  Rock  Island  Co.  common  stock. 

2.  $21,918,80S  in  Rock  Island  Co.  preferred  stock. 

3.  $32,765,712  in  Chicago,  Rock  Island  &  Pacific  Railroad  Co.  4  per  cent  bonds. 
Inasmuch  as  the  preferred  stock  was  sufficient  to  control  the  affairs  of  this 

railway  system,  there  was  left  $18,375,049  of  Rock  Island  Co.  common  and 
$32,764,712  of  railroad  company  bonds,  or  a  total  of  securities  at  a  nominal 
value  of  $51,140,761.  Deducting  this  from  the  original  investment,  which  he 
estimated  at  $52,500,140,  leaves  a  balance  of  $1,359,379,  representing  the  actual 
cost  of  control  of  the  Rock  Island  property.  It  is  obvious,  of  course,  that  the 
foregoing  calculations  are  based  on  various  assumptions.  First,  the  assumption 
that  the  cost  of  the  stock  necessary  to  control  the  property  was  $140  per  share, 
whereas  during  1901  and  1902  the  stock  was  selling  at  1161  to  172  £ ;  and, 
second,  the  assumption  that  it  would  have  been  possible  to  dispose  of  large 
blocks  of  securities  without  causing  a  break  in  the  market  price. 

The  acquisition  by  those  in  control  of  the  Rock  Island  properties  of  the  St. 
Louis  &  San  Francisco  Railroad  Co..  the  Chicago  &  Alton,  the  Trinity  & 
Brazos  Valley,  and  various  other  properties  will  be  covered  in  the  review  of 
the  bin  lings  by  the  Interstate  Commerce  Commission. 

2.    MILEAGE. 

On  June  30,  1916,  Chicago,  Rock  Island  &  Pacific  Railroad  Co.  operated 
8,024.13  miles  of  line  consisting  of : 

Owned 6,810.24 

Controlled  through  stock  ownership 490.65 

I  .eased 109.  29 

Trackage  rights 613.  95 

Total 8,  024. 13 

The  foregoing  figures  are  taken  from  Moody's  Manual  of  Railroads  and  Cor- 
poration Securties,  1917  edition.  The  Interstate  Commerce  Commission  re- 
ported that  on  June  30,  1915,  the  railway  company  owned  5,366.81)  and  oper- 
ated 7,854.54  miles. 

The  lines  of  the  railway  company  connect  Chicago, '  111. ;  St.  Louis,  Mo.;  St. 
Paul,  -Minn.:  Watertown,  S.  Dak.;  Denver,  Colo.;  Colorado  Springs,  Colo.; 
Santa  Rosa,  N.  Mex. ;  Dallas,  Tex.:  Memphis,  Tenn.  ;  Eunice,  La.  There  is  no 
direct  connection   between   Chicago   and    St.   Louis   or  between   St.   Louis  and 
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Oklahoma 1,346.29 

Tennessee 2.  63 

Arkansas 707.  42 

Louisiana 185.  72 

Texas 475.  69 

New  Mexico 152.  96 
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Memphis.     The  mileage  operated  by  the  railway  company  is  located  in  the 
following  States: 

Illinois 364.  42 

Iowa 2,  027.  33 

Missouri 604.  66 

South  Dakota 82.72 

Minnesota 281.  68 

Kansas 1,167.  29 

Nebraska 250.42 

Colorado 374.  90  Total 8,  024. 13 

The  location  of  the  railway  company's  lines  are  shown  on  the  map  attached 
to  the  following  page. 

3.    RECEIVERSHIP. 

On  July  29,  1915,  Chauncey  G.  Parker  was  appointed  receiver  for  the  Rock 
Island  Co.  (New  Jersey  holding  company). 

On  January  19,  1915,  Walter  Noyes  was  appointed  receiver  for  the  Chicago, 
Rock  Island  &  Pacific  Railroad  Co.  (Iowa  holding  company). 

On  April  20,  1915,  Jacob  M.  Dickinson  and  Henry  U.  Mudge  were  appointed 
receivers  for  the  Chicago,  Rock  Island  &  Pacific  Railway  Co.,  the  operating 
company.  Mr.  Mudge  resigned  as  receiver  December  30,  1915.  Mr.  Dickinson 
continued  as  sole  receiver  until  June,  1917,  when  the  properties  were  restored 
to  the  stockholders. 

The  history  of  the  railway  system  outlined  above  shows  that  the  ability  of 
both  the  New  Jersey  and  Iowa  holding  companies  to  meet  their  obligations  was 
entirely  dependent  upon  the  dividends  paid  by  the  operating  company.  When 
that  company  suspended  dividends  in  1914  (none  paid  after  1913)  receivership 
for  the  Iowa  holding  company  was  inevitable.  In  May,  1914,  the  Iowa  holding 
company  defaulted  in  the  payment  of  interest  on  its  $71,353,500  of  4  per  cent 
collateral  trust  bonds. 

On  September  3,  1914,  the  Central  Trust  Co.  of  New  York,  trustee  under  the 
mortgage  securing  the  payment  of  bonds,  initiated  proceedings  to  foreclose  the 
mortgage,  thereby  causing  the  sale  of  the  stock  of  the  operating  company 
pledged  as  security  for  the  payment  of  the  collateral  trust  bonds.  The  stock  of 
the  operating  company  so  pledged  was  sold  on  December  22,  1914,  to  the  Wallace 
committee  for  $7,135,350,  or  an  amount  equivalent  to  $10  per  share.  The  trans- 
fer of  the  stock  was  completed  January  6,  1915.  Those  who  deposited  their 
bonds  with  the  Wallace  committee  received  10  shares  of  stock  of  the  operating 
company  for  each  $1,000  of  collateral  trust  bond  deposited.  Bonds  in  the 
amount*  of  $70,171,000  were  exchanged  for  stock.  The  nondepositing  bond- 
holders received  $85  for  each  $1,000  bond,  including  the  May  1,  1914,  interest 
coupon.    Excluding  the  coupon,  they  received  $83.33. 

The  receivership  of  the  operating  company  has  been  attributed  to  a  variety  of 
causes.  In  the  annual  report  for  the  year  ending  June  30,  1914,  President  H.  U. 
Mudge  alleged  that  the  primary  and  fundamental  causes  for  the  failure  of  the 
company  to  earn  its  dividends  were: 

1.  Reduction  of  passenger,  freight,  and  express  rates  and  inadequate  mail  pay 
for  added  service. 

2.  Increased  rate  of  wages. 

3.  Increased  expenses  due  to  legislative  enactments  such  as— 
(a)   Sixteen-hour  law  for  train,  engine,  and  yard  men. 

(?>)  Nine-hour  law  for  telegraphers. 

(c)  Full-crew  bills. 

(d)  Safety-appliance  acts. 

(e)  Electric  headlight  bills. 

(/)  Laws  for  requiring  extra  trains  runs  in  case  of  30-minute  delay  to  regular 
trains. 

(g)   Boiler-inspection  law. 

(70   Steel  postal-car  requirements. 

(i)   Semimonthly  pay-roll  acts. 

(;)   Employees'  compensation  acts. 

(7c)   Orders  requiring  absolutely  unremunerative  daily  train  service. 

(I)  More  than  300  other  laws  passed  in  the  last  five  years  in  14  States  in- 
creasing expenditures  with  no  offsetting  earnings. 

4.  Increased  taxes  per  unit  of  value. 

5.  Increased  cost  of  capital  funds. 
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In  his  report  President  Mudge  calls  attention  to  the  fact  that  the  operating 
revenues  for  the  year  ending  June  30,  1914,  as  compared  with  the  year  ending 
June  30,  1913,  decreased  $3,156,822,  or  4iV,  per  cent;  that  operating  expenses 
decreased  $1,504,156,  or  2.9  per  cent,  while  the  net  operating  revenue  decreased 
$1,652,606,  or  8.8  per  cent. 

He  draws  a  comparison  of  the  traffic  and  operating  results  for  1914  as  com- 
pared with  1902.  He  alleges  that  since  1902  local  passenger  rates  were  reduced 
from  3  to  2  cents  per  mile  in  eight  States,  in  which  84.71  per  cent  of  the  mileage 
of  the  road  is  located.  He  also  alleges  that  drastic  reductions  were  made  in 
freight  rates  by  these  States  and  other  States  and  by  various  decisions  of  the 
Interstate  Commerce  Commission.  During  the  same  period  that  the  passenger 
and  freight  rates  were  decreased  wages  were  increased  to  comply  with  the 
demand  of  organized  labor  or  with  the  decisions  of  arbitration  boards.  He 
concludes  that  the  reduction  in  revenues  and  the  increase  in  expenses  on  the 
three  accounts — rates,  wages,  and  taxes — alone  amounts  to  $16,750,843  for  the 
year  ended  June  30,  1914.  to  wit : 

A.  The  average  freight  raves  received  in  1902  applied  to  the  tonnage 

of  1914  would  have  increased  the  earnings $8,975,58(5 

B.  Rates  per  mile  received  for  passengers  in  1902  applied  to  traffic 

in  1914  would  have  given  an  increase  of 2,  246,  449 

C.  The  rates  of  wages  paid  in  1902  if  applied  to  traffic  in  1914  would 

have  reduced  operating  expenses 4.  273.  222 

D.  The  taxes  per  mile  of  road  in  1902  if  applied  to  the  mileage  of 

1914,  also  allowing  for  the  increased  cost  per  mile,  would  have 

shown  a  reduction  of , 1,255,585 

Following  the  appointment  of  receivers  for  the  operating  company  on  April 
20,  1915,  President  Mudge  issued  a  statement  which  reads  in  part  as  follows: 

"  The  real  underlying  trouble  with  our  road  is  the  same  as  with  the  other 
roads  and  they  will  all  in  time  find  themselves  in  our  tix  if  this-  fundamental 
trouble  is  not  eliminated.  That  trouble  is  the  Government's  attitude  toward 
railroads.    We  must  have  higher  rates  and  lower  costs. 

"  I  do  not  mean  that  the  Atchison,  Topeka  &  Santa  Fe,  the  Chicago.  Burling- 
ton &  Quincy  and  such  systems  will  reach  the  receivership  stage  in  the  imme- 
diate future,  but  under  conditions  which  have  obtained  for  many  years  they 
could  not  survive.  They  must  in  time,  under  those  conditions,  become  insolvent, 
Happily,  however,  there  are  signs  that  the  public  attitude  is  changing  and  the 
railroads  may  have  fewer  handicaps. 

"  Despite  the  repressive  governmental  measures  of  the  last  10  years  the 
Rock  Island  lias  done  a  little  better  than  hold  its  own  in  gross  earnings  in 
comparison  with  other  railroads;  but  its  ratio  of  net  to  gross  earnings  shrank 
more  than  others  because  in  its  early  days  it  did  not  spend  enough  money  upon 
itself,  and  since  I  have  ben  president  money  for  that  purpose  has  not  been 
available  because  the  financial  organization  of  the  company  prevented  the  sell- 
ing of  our  securities.  Our  bonded  debt  might  have  been  greater  with  benefit 
to  the  road  if  the  money  had  been  put  into  the  property.  In  that  case,  we 
would  not  be  in  receivership  to-day.  We  are  overcapitalized  rather  than  under- 
capitalized." 

Mr.  T.  M.  Schumaker,  chairman  of  the  Rock  Island  executive  committee,  is 
reported  as  saying : 

"The  appointment  of  receivers  upon  the  application  of  the  creditors  was 
assented  to  by  the  president  of  the  railroad  because  of  (lie  absolute  inability 
to  give  assurances  to  creditors  that  their  obligations  would  be  mel  when  due. 
"  Previous  to  April  1,  in  order  to  meet  requirements  of  $1,600,000  on  that  date, 
the  company  was  able  to  obtain  a  temporary  loan  for  this  purpose  only  by  the 
personal  indorsement  of  five  of  the  directors.  Obviously  the  company  could 
not  be  expected  to  continue  raising  funds  by  such  a  method. 

"  It  is  necessary  to  obtain  approximately  $2,000,000  on  May  1,  and  with  a 
much  less  active  and  attractive  collateral,  from  a  banker's  standpoint,  upon 
which  to  borrow.  Furthermore,  on  July  1  an  additional  $2,000,000  will  be 
accessary.  The  short-term  loan  of  $2,500,000  due  April  30  would  only  be  re- 
newed by  the  present  owners  upon  absolute  assurance  from  the  board  that  its 
finances  for  the  balance  of  the  calendar  year  of  191."  had  been  arranged.  As 
such  assurance  could  not  be  given,  it  would  have  been  necessary  also  to  meet 
tin.  $2,500,000  on  April  30,  making  a  total  of  $4,500,000. 

"It  is   very  essential    for   the  proper  development  and   economical  operation 
of  this  property  that  many  grades  should  be  reduced,  that  a  large  amount  of 
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steel  rails  should  be  immediately  laid  for  the  safety  of  both  passenger  and 
freight  traffic,  and  that  5,000  freight  cars  should  be  ordered.  While  car  equip- 
ment notes  could  be  issued  for  80  per  cent  of  the  cost  of  the  freight  cars,  it 
would  require  $1,000,000  to  supply  the  other  20  per  cent." 

Mr.  N.  L.  Amster,  a  director  of  the  Rock  Island,  takes  issue  with  both  Chair- 
man Schumaker  and  President  Mudge  as  to  the  necessity  for  the  appointment 
of  receivers.     He  is  quoted  as  saying  in  part : 

"  The  extraordinary  and  unexpected  action  in  procuring  the  appointment 
of  receivers  was  taken  without  consulting  the  board.  The  plunging  of  your 
great  and  solvent  property  into  receivership  is  a  wanton  betrayal  of  your  in- 
terests. Within  the  past  30  days  25  per  cent  in  excess  of  the  entire  capital 
stock  has  been  bought  and  sold  on  the  New  York  Stock  Exchange.  The  trans- 
actions have  all  the  earmarks  of  a  gigantic  manipulated  stock  scheme." 

Mr.  N.  L.  Amster  is  also  quoted  as  saying  that  he  had  made  arrangements  to 
secure  the  necessary  $6,000,000  to  meet  the  immediate  needs  of  the  company. 
The  findings  of  the  Interstate  Commerce  Commission,  as  shown  below,  indicate 
that  the  causes  of  the  receivership  of  the  operating  company  were  not  so  much 
the  increase  in  wages  and  taxes,  but  rather  the  tremendous  losses  suffered  by 
the  company  through  its  purchase  of  the  St.  Louis  &  San  Francisco,  the  Chicago 
&  Alton,  the  unprofitable  investment  in  the  Trinity  &  Brazos  Valley,  the  payment 
of  exorbitant  salaries  to  executive  officers,  and  the  diversion  of  the  company's 
funds  to  purposes  foreign  to  the  successful  operation  of  the  property  as  a  rail- 
way enterprise. 

Theodore  Prince,  of  the  bond  firm  of  L.  M.  Prince  &  Co.,  in  an  article  on  the 
Rock  Island  situation  published  in  Moody's  Magazine  for  August,  1916,  attrib- 
utes the  difficulties  of  the  property  to  the  following  causes : 

1.  Injudicious  acquisitions  and  investments  involving  a  loss  of  about  $50,- 
000,000. 

2.  Wholly  inadequate  depreciation  charges. 

3.  Excessive  financing  of  improvements,  additions,  etc.  by  means  of  bonds 
and  other  obligations,  such  expenditures  aggregating  $180,000,000  from  1902  to 
1914  against  only  $26,683,690  for  the  same  purposes  derived  from  earnings  and 
surplus. 

4.  The  lack  of  strong  alliances  for  Pacific  coast  and  other  through  traffic. 

5.  Deficient  terminal  facilities. 

6.  Congestion  of  traffic  due  to  great  lack  of  second  track  and  proper  sidings. 

7.  Relative  small  freight  density. 

8.  Small  margin  of  profit  over  an  excessive  fixed  charge. 

The  Railway  Age  Gazette,  in  its  issue  of  April  23,  1915  (vol.  58,  p.  875), 
speaking  editorially  on  the  difficulties  of  the  Rock  Island,  says: 

"The  facts  show  that  the  Rock  Island  has  been  subjected  to  two  sets  of 
adverse  influences.  One  of  these  has  grown  out  of  its  peculiar  financing.  The 
other  has  grown  out  of  the  increase  in  its  operating  expenses  and  taxes,  which 
have  caused  it  to  suffer  more  severely  than  any  other  properties,  because  it 
lias  been  so  situated  that  it  has  not  enjoyed  as  large  an  increase  as  some  of 
them  in  its  gross  earnings.  Is  it  defending  the  financing  of  the  property  to 
call  attention  to  the  fact  that  the  plight  to  which  it  has  been  brought  is  chiefly 
due,  not  to  its  unwholesome  financing,  but  to  increase  in  its  operating  expenses 
and  taxes'? 

"The  final  bankruptcy  of  the  property  is  a  natural  result  of  the  operation  of 
the  two  sets  of  influences  that  have  been  acting  upon  it.  If  the  holding  com- 
pany superstructure  had  never  been  erected,  it  might  have  had  to  reduce 
or  suspend  its  dividends,  but  it  would  probably  be  a  solvent  property  to- 
day. If,  on  the  other  hand,  there  had  not  been  such  an  enormous  increase 
in  wages,  taxes,  and  other  expenses,  it  would  have  been  able  to  have  earned 
and  paid  such  dividends  to  support  the  holding  superstructure.  ■  With  the 
two  sets  of  influences  acting  on  it,  it  was  unable  to  continue  to  stand 
up.  The  outcome  may  properly  be  described  as  the  natural  result  of  the 
sort  of  financing  of  which  the  Rock  Island  has  been  the  victim,  but  it 
may  also,  with  equal  propriety  and  justice,  be  denounced  as  a  natural  outcome 
of  the  sort  of  regulation  to  which  the  Rock  Island  and  other  railways  have 
been  subjected." 

That  the  affairs  of  the  railway  company  have  not  been  economically  managed 
is  evidenced  by  the  report  of  Receiver  Jacob  M.  Dickinson  for  the  year  ending 
June  30,  1916.'  In  his  report  the  receiver  calls  attention  to  the  report  of  Mr. 
Kendrick,  referred  to  below,  in  which  he  estimates  that  an  annual  saving  of 
$10,463,822  could  be  made  by  the  expenditure  of  $32,847,685  over  a  period  of 
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three  years.  The  receiver  install.'.!  many  of  the  Improvements  recommended 
by  Mr.  Kendrick.  During  1916  the  freighl  loss  and  damage  claims  amounted 
to  $882,076,  as  compared  with  $1,285,100  in  1915,  the  decrease  being  $403,024, 
or  313  per  cent.  The  reduction  was  due  primarily  to  better  equipment,  better 
tracks,  better  freight-house  opera! ion,  better  loading,  better  handling  and 
better  organization.  Not  only  have  4.000  now  cars  hoon  a. I. led  to  the  equip- 
ment, bul  other  cars  have  been  maintained  in  hotter  repair.  The  passenger 
traffic  expenses  were  decreased  by  the  sum  of  $105,596,  or  11.4  per  cent,  while 
the  passenger  revenue  increased  3.9  per  cent.  The  freighl  traffic  expenses 
were  decreased  by  $21,701,  or  2.3  per  cent,  though  the  freight  revenue  increased 
..7  per  cent. 

■i.    FINDINGS   OF   INTERSTATE   COMMERCE   commission. 

It  will  be  remembered  that  President  Mudge,  in  Ins  report  for  the  year  end 
ing  June  30,  1914,  and  in  his  statement  following  the  appointment  of  receivers. 
attributed  the  Rock  Island  difficulties,  for  the  most  part,  to  increase  in  wages 
and  taxes,  and  to  burdensome  Legislation  and  regulation.  In  view  of  the  find- 
ings of  the  Interstate  Commerce  Commission,  decision  dated  July  31,  1915 
(36  I.  C.  C,  pli.  43-61),  it  is  difficult  to  interpret  President  Mudge's  statement 
as  being  frank,  candid,  and  complete.  It  seems  almost  impossible  that  a  rail- 
way executive  of  his  ability  should  be  ignorant  of  the  $20,249,523.45  dissipated 
and  lost  by  his  company  in  ill-advised  projects. 

In  its  report  of  July  31,  1915,  the  Interstate  Commerce  Commission  refers 
to  the  syndicate  which  obtained  control  of  the  railway  system  commonly 
known  as  the  Rock  Island  System  ;  the  organization  and  use  of  the  holding 
companies;  the  salaries  and  contributions  paid  to  officers  and  directors;  the 
purchase  of  the  common  stock  of  the  St.  Louis  &  San  Francisco  Railroad  Co. ; 
the  purchase  of  the  stock  of  the  Chicago  &  Alton  Railroad  Co.;  the  construc- 
tion of  the  line  of  railway  owned  by  Trinity  &  Brazos  Valley  Railway  Co.;  the 
organization  of  the  Consolidated  Indiana  Coal  Co.  and  the  Dering  Coal  Co. ; 
the  purchase  of  the  stock  of  the  Choctaw7,  Oklahoma  &  Gulf  Railway  Co. ;  the 
organization  of  the  Rock  Island  Improvement  Co.,  reports  to  stockholders  and 
the  status  of  the  receivership  on  July  31,  1915. 

In  1902,  says  the  Interstate  Commerce  Commission,  the  main  line  of  the 
Chicago,  Rock  Island  &  Pacific  Railway  Co.  extended  from  Chicago  to  Denver, 
with  branch  lines  to  St.  Paul,  Minneapolis,  and  Kansas  City. 

The  territory  served,  the  commission  says,  is  one  of  the  richest  and  most 
prosperous  in  the  country,  and  the  system's  ramification  of  branch  lines  in- 
sures to  it  a  large  volume  of  tonnage.  In  1902  the  Rock  Island  Co.  was  in  a 
prosperous  and  promising  condition.  Its  stock  was  selling  at  more  than  $200 
a  share,  while  in  1914  the  price  had  fallen  to  $20  a  share  and  the  road  was 
in  the  hands  of  receivers — this  in  spite  of  the  fact  that  the  earnings  of  the 
road  had  steadily  increased  and  that  in  1914  they  were  the  largest  in  the 
history  of  the  company.  The  capitalization,  indebtedness,  and  operating  ac- 
counts for  the  years  1901  and  1914  are  at  once  suggestive  of  the  causes  and 
difficulties  that  confront  the  railway  system  : 


Item. 


1901 


1914 


Capital  stock 

Funded  debt 

Loans  payable 

Operating  revenues 

Operating  expenses 

Interest  on  funded  debt 

Rentals 

Net  income 

Surplus 

Mileage  owned 

Mileage  operated 


$49,921,400.00 

$63,538,000.00 

•  None. 

$26,075,574.00 

$17,096,066.00 

$2,931,^80.00 

$473,962.00 

$5,306, 519.  00 

$10,263,184.55 

3, 128 

3,772 


$74,995, 

$235,246, 

S3, 500, 

$65,848, 

$49,517, 

$9,934, 

$1,881, 

$395, 

$6, 264, 


122. 50 
000. 00 
000.  00 
258. 00 
948. 00 
169. 00 
651.00 
915.00 
208. 84 
5,367 
7.729 


Syndicate  control. — In  1901  Daniel  G.  Reid,  YV.  H.  Moore,  J.  H.  Moore,  and 
W.  B.  Leeds  purchased  about  £20,000,000  of  stock  of  the  Rock  Island  Co.,  and  by 
the  use  of  proxies  they  soon  became  members  of  the  board  of  directors.  W.  B. 
Leeds  was  elected  president  of  the  board  and  D.  G.  Reid  chairman  of  the 
executive  committee.  This  syndicate  procured  the  election  of  F.  L.  Hine,  George 
McMurtry,  and  George  T.  Boggs  as  directors,  all  three  being  controlled  by  the 
syndicate. 
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On  June  5,  1901,  at  a  stockholders'  meeting,  the  capital  stock  was  increased 
from  $50,000,000  to  $60,000,000  and  a  10  per  cent  stock  dividend  declared. 

On  June  4.  1902,  the  capital  stock  of  the  railway  company  was  increased  to 
$75,000,000.  The  board  of  directors  authorized  President  Leeds  to  sell  to  cer- 
tain individuals  portions  of  this  increased  stock  at  par,  although  at  the  time  the 
stock  was  quoted  on  the  market  above  175. 

Organization  and  use  of  holding  companies. — In  July,  1902,  the  syndicate 
organized  two  holding  companies — the  Chicago,  Rock  Island  &  Pacific  Railroad 
Co.,  of  Iowa,  and  the  Rock  Island  Co.  of  New  Jersey.  Hereinafter  the  operat- 
ing company  will  be  referred  to  as  the  "  railway  company,"  the  holding  com- 
panies as  the  "  Iowa  company  "  and  the  "  New  Jersey  company,"  respectively. 
The  St.  Louis  &  San  Francisco  Railroad  Co.  will  be  referred  to  as  the  "  Frisco." 

The  authorized  capitalization  of  the  Iowa  company  was  $125,000,000  in 
stock  and  $75,000,000  in  4  per  cent  collateral  bonds.  That  of  the  New  Jersey 
eompany  was  $150,000,000  in  stock,  of  which  $54,000,000  was  preferred  and 
$96,000,000  common.  Each  of  these  companies  issued  its  stock  as  fully  paid. 
whereas  no  payment  was  made  on  either. 

Under  an  agreement  the  entire  bond  issue  of  the  Iowa  company  and  the 
stock  issue  of  the  New  Jersey  company  were  to  be  exchanged  for  stock  of  the 
railway  company  in  the  proportion  of  $100  in  Iowa  company  bonds  and  $70  in 
preferred  and  $100  in  common  stock  of  the  New  Jersey  company  for  each  $100 
in  stock  of  the  railway  company,  or  $270  face  value  of  the  holding  company's 
securities  for  each  $100  par  value  of  the  railway  company's  stock.  Under  this 
agreement  the  members  of  the  syndicate  deposited  railway  stock  as  follows : 

D.  G.  Reid $5,  915,  437.  50 

W.  H.  Moore 6, 118,  975.  00 

.1.  H.  Moore 3,059,262.50 

W.  B.  Leeds 5,597,100.00 

In  exchange  for  this  stock  members  of  the  syndicate  received  $20,690,775  in 
Iowa  company  bonds,  $20,690,775  in  common  and  $14,483,542  in  the  preferred 
stock  of  the  New  Jersey  company,  making  a  total  of  $55,865,092. 

The  10  per  cent  stock  dividend  declared  by  the  railway  company  on  June  5, 
1901.  had  the  apparent  intended  effect  of  creating  a  demand  for  the  stock  of  the 
holding  companies.  About  $71,000,000,  or  all  except  approximately  $4,000,000 
of  the  railway  stock,  was  exchanged  for  stock  and  bonds  in  the  holding  com- 
panies, which  issued  securities  in  the  amount  of  $191,000,000  in  exchange  for 
the  $71,000,000  of  the  railway  company's  stock. 

In  December,  1902,  and  in  January,  1903,  ('.  H.  Venner,  a  stockholder  of  the 
railway  company,  made  a  demand  for  a  list  of  its  shareholders.  The  company 
refused  to  furnish  the  list  and  Venner  instituted  a  proceeding  to  enjoin  the 
organization  of  the  holding  companies  and  to  prevent  the  exchange  of  the  rail- 
way company's  stock  for  securities  in  the  holding  companies.  In  February  and 
March,  1904,  the  railway  company  paid  Venner  $291,000  in  exchange  for  stock 
in  the  railway  company  valued  at  $91,000  and  stock  of  the  Nebraska  Central 
Railway  and  of  the  Nebraska  Construction  Co.,  having  a  nominal  value  of 
$200,000.  Neither  of  the  last  two  companies  had  any  tangible  assets.  Imme- 
diately after  these  payments  the  Venner  suit  was  dismissed.  It  is  evident  that 
the  payments  to  Venner  were  in  consideration  of  his  refraining  from  further 
prosecuting  in  the  courts  his  opposition  to  the  syndicate  plan.  In  addition  to 
the  $291,000,  the  railway  company  paid  $17,000  litigation  expenses. 

The  commission  also  finds  that  $290,000  was  improperly  diverted  from  the 
treasury  of  the  railway  company  for  payment  of  office  and  other  expenses  of 
the  holding  companies. 

Salaries  of  and  contributions  to  officers  and  directors. — The  salaries  paid  to 
some  of  the  principal  officers  at  various  periods  were  reported  as  follows: 

Per  annum. 

H.  U.  Mudge,  president $60,000 

L.  F.  Loree,  chairman  executive  committee  (one-half  to  be  paid  by  the 

Frisco) 75,  000 

R.  A.  Jackson,  vice  president  and  general  solicitor 50,  000 

R.  R.  Cable,  member  of  board  of  directors 32,  000 

W.  B.   Leeds,  president 32,000 

B.  L.   Winched,  president 40,000 

B.  F.  Yoakum,  chairman  executive  committee 30,000 

Daniel  G.  Reid,  chairman  boai'd  of  directors 32,  000 

C.  H.  Warren,  first  vice  president 35,000 
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In  addition  to  the  foregoing  salaries,  the  commission's  findings  show  that 
contributions  were  paid  to  certain  officers  in  the  following  amounts: 

"J.  E.  Gorman,  first  vice  president  in  charge  of  freight  and  passenger  traffic, 
was  secretly  paid  $18,750  per  annum,  making  his  total  compensation  $43,750, 
whereas  the  pay  roll  showed  $25,000. 

"C.  A.  Morse,  chief  engineer,  received  a  salary  of  *15,000  per  annum  and  a 
secret  bonus  of  $3,000  on  the  first  of  each  year. 

"Upon  the  retirement  of  R.  A.  Jackson  as  general  solicitor,  he  was  given 
$100,000  in  cash, 

"As  an  inducement  to  L.  F.  Loree,  chairman  of  the  executive  committee,  to 
relinquish  after  10  months'  service,  a  joint  contract  with  the  railway  com- 
pany anil  the  Frisco  under  which  be  was  to  receive  a  salary  of  $75,000  per 
annum  for  a  period  of  five  years  ami  in  addition  was  to  be  paid  a  bonus  of 
$500,000  at  the  expiration  of  the  contract,  be  was  given  bonds  of  the  railway 
company  of  a  par  value  of  $450,000.  This  was  borne  equally  by  the  two  com- 
panies, and  the  proportion  of  the  railway  company  in  this  transaction  exceeded 
$251  1,000. 

"  C.  H.  Warren,  vice  president,  was  given  by  the  railway  company  $150,000 
in  par  value  of  the  common  and  $150,000  in  par  value  of  the  preferred  stock  of 
the  New  Jersey  company  and  $50,000  in  cash.  There  was  no  board  authoriza- 
tion for  the  latter  expenditure,  the  item  being  represented  in  the  records  of 
the  railway  company  merely  by  a  voucher  signed  by  D.  G.  Reid. 

"  K.  K.  Cable,  a  member  of  the  executive  committee,  received  from  the  rail- 
way company  $30,000  in  bonds  of  the  Iowa  company,  then  worth  $24,500,  for 
his  services  in  the  acquisition  of  the  Burlington,  Cedar  Rapids  &  Northern 
Railway  Co.,  and  he  was  paid  by  the  latter  company  $85,000  in  the  same  trans- 
action. Mr.  Cable  also  received  another  contribution,  which  will  be  referred  to 
later. 

"  Robert  Mather,  vice  president,  was  given  $25,000  in  cash. 

"  George  T.  Boggs,  director  and  secretary  of  the  board  of  directors  of  the 
railway  company,  was  given  $15,000  in  cash  when  he  retired  from  the  secre- 
taryship of  the  railway  company. 

"As  hereinbefore  indicated,  when  the  capital  stock  of  the  railway  company 
was  increased  to  $75,000,000  shares  of  the  par  value  of  $880,500  were  placed 
in  the  name  of  the  president,  to  be  thereafter  distributed  in  accordance  with 
the  following  resolution  of  the  executive  committee  passed  at  a  meeting  held 
in  New  York  July  1,  1902 : 

"  'Resolved,  That  such  portion  as  the  president  may  determine  of  the  shares 
of  the  increased  capital  stock  of  the  company  not  required  for  the  purpose  of 
the  foregoing  resolutions  shall  be  disposed  of  at  par  by  the  president  for  the 
benefit  of  such  officers  of  the  company  as  the  president  shall  elect  and  de- 
termine.' 

"  This  stock  was  later  exchanged  for  securities  of  the  Iowa  and  New  Jersey 
companies  in  the  same  manner  as  was  stock  of  the  stockholders  of  the  railway 
company. 

"  Following  this  exchange  R.  R.  Cable  received  securities  of  a  market  value 
of  $368,300  for  which  he  paid  $200,000. 

"  H.  A.  Parker,  first  vice  president,  received  securities  then  worth  $27,900, 
for  which  he  paid  but  $15,000. 

"  Robert  Mather  received  securities  of  a  market  value  of  $145,912  above  his 
payments  therefor. 

"  The  contributions  to  officials  of  the  railway  company  in  excess  of  their 
salaries  aggregated  about  $1,000,000." 

The  St.  Louis  &  San  Francisco  Railroad  Co. — On  May  6,  1903,  an  agreement 
was  executed  between  the  Iowa  company,  the  New  Jersey  company,  and  J.  P. 
Morgan  &  Co.,  wherein  it  was  agreed  that  the  common  stock  of  the  Frisco 
would  be  exchanged  for  securities  of  the  Iowa  and  New  Jersey  companies. 
For  each  share  of  the  common  stock  of  the  Frisco  there  wras  to  be  delivered 
$60  par  value  in  5  per  cent  bonds  of  the  Iowa  company  and  $60  par  value  of 
common  stock  of  the  New  Jersey  company.  Common  stock  of  the  Frisco  in  the 
amount  of  $28,940,300  was  exchanged  for  $34,728,360  of  stock  and  bonds  of  the 
Iowa  and  New  Jersey  company. 

The  Frisco  stock  was  deposited  as  collateral  for  bonds  of  the  Iowa  company. 
In  December,  1909,  it  was  resold  to  B.  F.  Yoakum  for  $37.50  a  share,  or 
$10,852,000.  This  sum  was  inadequate  to  redeem  the  collateral  bonds  of  the 
Iowa  company.  To  obtain  a  release  of  the  Frisco  stock,  the  Iowa  company 
issued  to  the  railway  company  bonds  in  the  amount  of  $7,500,000,  and  received 
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in  cash  from  the  railway  company  $7,300,000,  this  being  the  net  proceeds  from 
a  $7,500,000  loan  to  the  railway  company  by  the  First  National  Bank  of  New 
York.  Of  these  bonds  $1,388,000  were  subsequently  retired,  leaving  in  the 
possession  of  the  railway  company  $6,112,000  of  Iowa  company  bonds,  with  no 
real  assets  behind  them. 

The  final  result  of  the  Frisco  transaction  has  caused  a  loss  to  the  railway 
company   in   the   amount  of   about   $6,500,000. 

Chicago  &  Alton  Railroad  Co. — From  November,  1903,  to  October,  1907,  the 
railway  company  acquired  48,800  shares  of  preferred  and  144,200  shares  of 
common  stock  of  the  Chicago  &  Alton  at  a  cost  of  $9,709,876.49. 

In  October,  1907,  the  railway  company  delivered  to  Toledo,  St.  Louis  & 
Western  Railroad  Co.  41,100  shares  of  the  preferred  and  144,200  shares  of  the 
common  stock  of  the  Alton  company,  receiving  in  exchange  4,110  series  A  and 
5,047  series  B  collateral  trust  bonds  of  the  Toledo,  St.  Louis  &  Western  Rail- 
road Co. 

In  November,  1908,  the  remaining  3,200  shares  of  the  preferred  stock  of  the 
Alton  company  were  sold  at  a  loss  of  $45,527.60.  At  the  same  time  3,710  of 
series  A  bonds  of  the  Toledo,  St.  Louis  &  Western  Railroad  were  sold  at  a  loss 
of  $393,572.44. 

On  June  30,  1914,  the  railway  company  owned  400  series  A  and  5.047  series  B 
bonds  of  Toledo,  St.  Louis  &  Western  and  4,500  shares  of  Alton  preferred,  the 
aggregate  cost  being  $6,193,240.36,  whereas  the  market  value  was  $1,582,400,  a 
difference  of  $4,610,840.36.  In  addition  the  interest  paid  amounted  to 
$1,320,644.76,  making  a  total  loss  sustained  by  the  railway  company  as  a  result 
of  the  Alton  deal  of  about  $6,370,000. 

Trinity  &  Brazos  Valley  Railway  Co. — On  March  31,  1906,  a  contract  was 
entered  into  between  the  railway  company,  the  New  Jersey  company,  the  Colo- 
rado &  Southern  Railway  Co.,  and  the  Frisco  for  the  construction  and  operation 
of  the  Trinity  &  Brazos  line.  To  June  30,  1914,  approximately  $11,000,000  was 
expended.  Of  this  amount  the  railway  company  advanced  $3,729,863.87.  Only 
$35,500  was  repaid.  The  balance  is  represented  by  certificates  of  indebted- 
ness issued  by  the  Trinity  &  Brazos.  The  unpaid  interest  on  the  certificates 
amounts  to  $774,918.20,  making  the  total  investment  in  the  Brazos  $4,504,782.07. 
In  view  of  the  fact  that  the  Trinity  &  Brazos  Valley  is  now  in  the  hands  of 
receivers  and  that  the  operation  of  the  road  has  for  some  time  resulted  in  a 
deficit,  it  appears  that  this  investment  is  of  very  doubtful  value. 

Consolidated  Indiana  Coal  Co. — On  April  29,  1905,  the  Consolidated  Indiana 
Coal  Co.  was  incorporated  under  the  laws  of  Maine  by  interests  affiliated  with 
the  railway  company.  The  coal  company  sold  to  New  York  bankers  $2,500,000 
of  bonds  and  $1,000,000  of  stock  for  a  sum  total  of  $2,375,000.  The  remaining 
capital  stock,  $2,400,000,  was  delivered  to  the  railway  company  in  consideration 
of  its  guaranty  indorsed  upon  the  coal  company's  bonds,  the  guaranty  going 
toward   the  payment  of  the  interest. 

Prior  to  June  3,  1914,  the  railway  company  had  advanced  to  the  coal  com- 
pany $2,354,453.19.  Interest  at  the  rate  of  4  per  cent  was  paid  upon  these  ad- 
vances to  June  30,  1910. 

The  loss  on  tha  part  of  the  railway  company  attributal  to  this  venture  can 
not  be  computed  exactly,  but  the  loss  in  interest  charges  alone  since  1910  has 
amounted  to  more  than  $400,000.  Inasmuch  as  the  coal  company  is  operating 
its  property  at  a  loss,  it  is  doubtful  whether  the  railway  company  will  ever  be 
reimbursed  for  its  advances. 

Bering  Goal  Co. — Rock  Island  interest  together  with  parties  affiliated  with  the 
Chicago  &  Eastern  Illinois  Railway  Co.  and  the  United  States  Steel  Corpora- 
tion, organized  the  Dering  Coal  Co.  for  the  purpose  primarily  of  furnishing  fuel 
to  these  companies  and  their  associated  interests.  The  coal  company  went  into 
the  hands  of  a  receiver  on  March  1,  1909.  The  railway  company  through  this 
transaction,  including  interest,  lost  $906,420.  This  loss  was  the  r&sult  of  a  pur- 
chase of  $450,000  of  stock  and  $1,700,000  of  bonds  of  the  coal  company  at  a 
net  cost  of  $981,000.  No  interest  was  paid  on  bonds  subsequent  to  September, 
1908,  and  in  1912,  both  the  stock  and  bonds  were  sold  to  J.  K.  Dering  for 
$225,000. 

The  loss  sustained  by  the  railway  company  in  connection  with  the  two  coal 
companies  is  in  excess  of  $1,300,000.  If  the  advances  to  the  coal  companies 
can  not  be  collected,  it  will  result  in  an  additional  loss  of  $2,500,000. 

Choctatv,  Oklahoma  &  Oulf  Railroad  Co. — In  1902,  under  contract,  Speyer  & 
Co.  purchased  for  the  railway  company  192,958  shares  of  common  and  118,871 
shares  of  preferred  stock  of  the  Choctaw,  Oklahoma  &  Gulf  Railroad  Co.    The 
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shares,  both  common  and  preferred,  had  a  par  value  of  $50  each,  Speyer  ..V 
Co.  received  from  the  railway  company  $80  per  share  for  the  common  and  $60 
per  share  for  the  preferred  or  $22,568,900.  Additional  shares,  ,'{,592  common 
and  1,129  preferred,  were  subsequently  purchased  by  the  railroad  from  various 
persons  at  a  cost  of  $430,415.  To  provide  funds  for  this  transaction  the  rail- 
way company  authorized  an  issue  of  $24,000,000  of  4  per  cent  bonds,  secured 
by  the  stock  of  the  Choctaw,  Oklahoma  &  Gulf  Railroad  Co.  Of  this  bond 
issue  $23,520,000  was  sold  to  Speyer  &  Co.  at  96i  and  accrued  interest.  The 
railway  company  also  paid  in  connection  with  this  bond  issue  a  commission  in 
excess  of  $113,000,  a  discount  on  bonds  amounting  to  $824,325,  and  incidental 
expenses  of  about  $27,000,  making  a  total  expenditure  of  more  than  $24,000,000 
for  $15,S27,000  par  value  of  stock  of  the  Choctaw,  Oklahoma  iV  Gulf  Kail- 
road  Co. 

On  March  24,  1904,  the  lines  of  the  Choctaw.  Oklahoma  .V  Gulf  Railroad  Co. 
were  leased  to  the  railway  company  for  a  term  of  999  years.  Since  then  and 
up  to  June  30,  1914,  the  railway  company  had  advanced  to  the  Choctaw,  Okla- 
homa &  Gulf  Railroad  Co.  $1,293,229.58.  No  interest  has  been  paid  on  these 
advances.  The  commission  was  furnished  with  no  positive  evidence  that  the 
Rock  Island  would  realize  in  any  material  manner  on  its  investment  in  the 
Choctaw.  Oklahoma  &  Gulf  Railroad  Co. 

Rock  Island  Improvement  Co. — The  Rock  Island  Improvement  Co.  was  in- 
corporated under  the  laws  of  New  .Jersey  for  the  purpose  of  acquiring,  on  he- 
half  of  the  railway  company,  transportation  equipment  and  facilities.  Prior 
to  June  30*,  1914,  the  railway  company  had  invested  in  the  improvement  com- 
pany nearly  $12,000,000.  The  equipment  purchased  by  the  improvement  com- 
pany is  covered  by  equipment  notes  guaranteed  both  as  to  principal  and  in- 
terest by  the  railway  company.  In  one  instance,  equipment  notes  were  sold  by 
the  railway  company  at  less  than  par,  and  within  six  months  bought  back  by 
the  railway  company  at  more  than  par.  The  only  apparent  justification  for  the 
organization  of  the  improvement  company  is  that  by  means  of  its  operations 
the  equipment  of  the  railway  company  is  exempted  from  the  lien  of  the  1898 
bond  issue.  The  commission  was  unable  to  determine  the  difference  between 
the  ultimate  cost  of  equipment  furnished  the  railway  by  the  improvement 
company  and  what  such  cost  would  have  been  if  the  equipment  had  been  pur- 
chased directly  by  the  railway  company. 

Aggregate  of  losses. — The  commission  summarizes  the  aggregate  loss  of  the 
Rock  Island  in  connection  with  the  foregoing  transactions  as  follows: 

Expenses  of  maintaining  and  housing  holding  companies,  more 

than $290,  000.  00 

Frisco  deal,  approximately 6,500,000.00 

Alton  deal,  approximately—^ 6,370,000.00 

Trinity  &  Brazos  Valley  Railway  deal,  more  than 4,  500,  000.  00 

Consolidated  Indiana  and  Dering  coal  companies,  at  least 1,300,000.00 

Contributions  or  gratuities  to  officers  and  directors,  about 1,  000,  000.  00 

Venner  transaction 217, 000.  00 

Miscellaneous  and  unexplained  expenditures , 72,523.45 

Total 20,249,  523.  45 

In  addition  to  the  aggregate  loss  of  more  than  $20,000,000,  it  should  be  noted 
that  the  railway  company  prior  to  June  30,  1914,  paid  financial  institutions  in 
connection  with  bond  issues  more  than  $1,600,000  and  suffered  discounts  of 
more  than  $17,700,000. 

Reports  to  stockholders. — The  commission .  finds  that  the  railway  company 
misrepresented  its  assets  in  reports  to  its  stockholders.  On  June  30,  1904,  the 
company  claimed  a  surplus  of  $22,343,955.26.  By  June  30,  1914,  the  company 
conceded  a  reduction  of  this  surplus  to  $6,199,841.08.  Even  this  surplus,  the 
commission  holds,  is  fictitious. 

The  railway  company  included  among  its  assets  certificates  of  indebtedness 
of  the  Trinity  &  Brazos  Valley  Railway  Co.  carried  at  a  book  value  of 
$3,694,863.87,  while  at  the  same  time  this  company  was  in  the  hands  of  a  re- 
ceiver and  was  facing  a  deficit  of  $8,000,000.  Again  the  company  carried  on  its 
books  as  assets,  bonds  of  the  Toledo,  St.  Louis  &  Western  Railroad  Co.  at  a 
valuation  of  $6,000,000  secured  by  stock  of  the  Chicago  &  Alton  Railroad  Co. 
which,  on  June  30,  1915,  had  a  market  value  not  in  excess  of  $1,600,000.  It  also 
included  in  its  assets  $370,000  par  value  of  stock  of  the  Nebraska  Central  Rail- 
way Co.  and  the  Nebraska  Central  Construction  Co..  neither  of  which  companies 
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had  any  tangible  property.  The  5  per  cent  debenture  bonds  of  the  Iowa  com- 
pany, found  to  be  worthless,  were  reported  at  nearly  $6,000,000. 

As  a  result  of  these  misrepresentations,  amounting  to  $1.8,000,000,  the  com- 
pany, instead  of  having  a  surplus  on  June  30,  1914,  of  $6,000,000,  in  reality  had 
a  deficit  of  over  $11,600,000. 

Present  status  and  receivership. — The  original  articles  of  consolidation  of  the 
railway  company  provided  that  the  maximum  of  indebtedness  should  not  exceed 
two-thirds  of  its  outstanding  capital  stock.  Tins  funded  debt  on  June  30,  1914, 
was  $238,746,000,  an  increase  of  nearly  $175,208,000  over  the  amount  outstand- 
ing on  June  30.  1901.  The  total  capitalization  on  June  30.  1914,  was  $313,741,000, 
of  which  28.73  per  cent  represented  stock  and  71.26  per  cent  funded  indebted- 
ness. The  proportion  of  funded  debt  to  stock  represents  a  clear  violation  of 
the  provisions  of  the  original  articles  of  consolidation. 

The  Iowa  company,  which  had  issued  $75,000,000  of  bonds,  was  entirely  de- 
pendent upon  the  dividends  of  the  railway  company  for  funds  to  pay  the  inter- 
est on  the  bonds.  When  in  1914  the  railway  company  failed  to  pay  dividends, 
the  Iowa  company  defaulted  in  payment  of  interest.  The  Iowa  company  bond- 
holders instituted  foreclosure  proceedings  as  a  result  of  which  on  December  31, 
1914,  the  stock  deposited  as  security  for  the  bonds  was  sold  to  J.  N.  Wallace, 
president  of  the  Central  Trust  Co.  of  New  York,  for  $7,135,350. 

The  syndicate  decided  to  put  the  railway  into  a  receivership.  The  general 
counsel  of  the  railway  company,  at  the  suggestion  of  W.  H.  Moore,  a  member 
of  the  syndicate,  drew  the  bill  asking  for  a  receivership  and  engaged  an  at- 
torney ostensibly  to  represent  the  other  side.  The  bill  was  placed  in  the  hands 
of  this  attorney  with  the  name  of  the  complainant  omitted  and  he  was  in- 
structed by  the  general  counsel  to  locate  some  creditor  of  the  railway  company 
willing  to  act  as  complainant.  There  was  an  agreement  between  the  general 
counsel  and  this  attorney  as  to  the  parties  the  latter  would  recommend  to  the 
court  as  receivers,  the  general  counsel  agreeing  to  instruct  the  attorney  appear- 
ing for  the  railway  company  to  acquiesce  in  the  recommendations  so  made. 

The  attorney  was  successful  in  pursuading  R.  P.  Lament,  the  president  of 
the  American  Steel  Foundries,  a  creditor,  to  file  the  complaint  and  asking  for 
the  appointment  of  a  receiver.  Lamont  testified  that  he  brought  the  action 
mprely  as  a  friendly  act  to  oblige  the  railway  company.  The  suit,  the  commis- 
sion finds,  was  not  a  bona  fide  proceeding  to  collect  a  debt,  but  was  instituted 
to  carry  out  the  purposes  and  schemes  of  the  syndicate  controlling  the  railway. 
The  bill  was  completed  by  the  general  attorney  on  March  29, 1915,  a  fact  known 
to  few.  It  was  filed  on  April  20.  Few  shares  of  stock  were  sold  upon  the  New 
York  Stock  Exchange  prior  to  March  29.  Subsequent  to  March  29  and  prior  to 
the  filing  of  the  bill  on  April  20  the  price  of  the  stock  was  increased  from  $20 
to  $39  a  share.  Upon  the  filing  of  the  bill  for  a  receiver  the  price  dropped  from 
$39  to  $20  a  share.  Between  March  22  and  April  20,  1915,  1,019,584  shares  were 
sold  upon  the  New  York  Stock  Exchange.. 

The  commission  comments  upon  this  part  of  the  transaction  as  follows: 

"  It  is  a  forceful  commentary  on  the  methods  by  which  a  great  railway  may 
be  manipulated  into  a  receivership  when  it  is  noted  that  the  general  counsel, 
after  drawing  the  bill  for  a  receivership,  sold  his  stock,  and  the  local  counsel, 
who  represented  the  railway  company  in  the  receivership  proceedings,  owned 
uo  stock  in  the  railway  company,  and  that  none  of  those  directly  participating 
in  the  receivership  proceedings  had  any  financial  interest  in  the  railway  com- 
pany. The  real  owners  of  the  railway,  the  stockholders,  the  security  holders, 
and  the  directors,  except  those  composing  the  syndicate  and  in  its  confidence, 
were  in  ignorance  of  the  receivership  application.  Mr.  Mudge,  former  presi- 
dent of  the  railway  company,  is  one  of  the  receivers." 

In  conclusion,  the  commission  says: 

"  By  this  case  the  need  of  some  limitations  on  the  issuance  of  stocks  and 
bonds'  by  common  carriers,  whether  directly  or  through  holding-company  de- 
vices or  otherwise,  is  again  demonstrated." 

Commenting  on  the  findings  of  the  Interstate  Commerce  Commission,  the 
Railway  Age.  Gazette,  in  its  issue  of  August  27,  1915  (vol.  59,  374),  says  in 
part: 

"Again,  the  Rock  Island  scandal  has  reflected  odium  on  the  managements 
of  all  the  railways  of  the  United  States.  Along  with  the  Alton,  New  Haven, 
Frisco,  and  other  similar  offenses  against  good  business  and  good  morals,  it  has 
contributed  toward  further  prejudicing  the  public  and  regulating  authorities 
against  the  railways,  so  as  to  render  it  impossible  for  them  to  get  fair  treatment. 
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"It  is  to  be  wished  that  such  mismanagement  could  be  stopped  by  publicity 
and  the  voluntary  concerted  action  of  the  railway  financiers  and  executives,  but 
experience  shows  that  the  hope  that  it  will  ever  be  stopped  in  this  way  is 
illusory.  There  is  no  way  to  put  unscrupulous  financiers  out  of  the  railway 
business.  There  is  no  means  except  Government  intervention  by  which  to  keep 
them  from  committing  depredations  if  they  get  into  it.  'Therefore,  as  the 
commission  points  out,  by  this  case  the  need  of  some  limitation  on  the  issuance 
of  stocks  and  bonds  by  common  carriers,  whether  directly  or  through  holding- 
company  devices,  or  otherwise,  is  again  demonstrated.'  And  regulation  should 
go  still  further  than  this.  Some  steps  should  be  taken  to  hold  directors  up  to 
the  recognition  and  performance  of  the  duties  of  their  trusteeship." 

5.    OPERATING    RESULTS    A.ND    CAPITALIZATION. 

The  Chicago,  Rock  Island  &  Pacific  Railway  Co.  reports  revenues  and  ex- 
penses from  1011  to  1916,  both  years  inclusive,  as  follows : 

Income  accounts,  years  ended  June  80. 


Earning*. 

Freight 

Passenger 

Mail  and  express 

MN  lellaneons 

Revenue  other  than  transpor- 
tatl  in 


Total. 


Operating  expenses. 

Maintenance  ofwayand  struc- 
ture  

Maintenance  of  equipment . . . 
icpenses 

Transportation 

General  and  miscellaneous  ex- 
penses  


Total . . 
Net  earnings. 
Taxes 


1915-16 


550,921,932 
18,664,963 

3,729,70(1 
1.420,899 

609. 4o7 


75,346,967 


10, 518,065 
12,648,260 

I,  745,.'.  73 
27,141,313 

2,489,922 


1914-15 


147,576,608 

3,304,396 

1,320.824 

515,902 


70. 947, 890 


1913-14 


1912-13 


$44,333,447  $46,  128,045 
18,829,816  ln,777.4Hl 
3,363,336  ,  3,666,435 
1.335,086  '        981,094 


541,1513 


511,930 


1910-11 


541,156,835 
18,609,408 
3,616,595 

873,417 

4511,598 


675,841     71,364,935     114,712,853 


9,486,976 
11,807,657 

1,877,1. 72 
28,069,507 

2,298,232 


54,5-13,133  I  53,521,615 
20,803,834  i  17,426,275 
13,599,108  |  '3,386,380 


Operating  income . 
Other  income 


Total  income... 
Deductions. 


Hire  of  equipment 

Rentals 

Interest  on  bonds,  etc. 
Miscellaneous 


Total  deductions. 
Surplus  after  charges. . . 
Dividends 


Surplus  after  dividends . 


17,204,726 
1,406,342 


18.611,068 


794,954 

2,011,534 

12,312,198 

535, 101 


15,653,787 
2,957,281 


2, 957, 281 


14,059,895 
1,367,916 


15,407,811 


1,708,892 

1,955,162 

12,136,425 

342,009 


16,142,488 
2  734, 677 


2  734, 677 


8,945,682 

9,951,590 

1,924,849 

28,400,530 

2,413,670 


51,635,821 
17,040,022 
1  3,336,269 


13,703,753 
1,836,209 


15,539,962 


1.475,988 

1,821,414 

11,660,902 

131,036 


15,089,340 

450,622 

1,871,763 


M21,141 


9,885,324 

10. 072,  854 

1,999,138 

28,772,587 

1,774,199 


52,504,102 
18,860,833 
2,946,438 


15,914,395 
1,029,795 


16,944,190 


12,885,835 


8,493,346 

8,302,467 

1,981,399 

26,210,502 

1,771,780 


46,759,494 
17,953,359 
2,793,315 


15,169,044 
727, 245 


15,887,289 


12,036,893 


12, 885, 835 
4,058,355 
3,743,525 


314,830 


12,036,893 
3,850,396 
3,743,760 


106,636 


$43,368,396 

•JO,  140, 528 

3,630,769 

800, 107 

447,673 


68,487,473 


9,738,016 

9,359,749 

2,007,149 

26,171,419 

1,779,350 


49,055,683 
19,431,790 
2,708,651 


16,7^3,139 

185,477 


16,908,616 


11,465,902 


11,465,902 
5,442,714 
8,930,948 


1,511,766 


i  Includes  $31,257  uncollectible  railway  revenue  in  1915-16,  ?32,461  in  1914-15,  and  $20,637  in  1913-14. 
2  Deficiency. 
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The  operating  revenues  and  expenses  per  mile  of  road  are  reported  by  Moody 
In  his  1917  edition  of  his  Analyses  of  Railroad  Investments  as  follows: 

Revenues  and  expenses  per  mile. 

[Data  from  Moody's  analyses  of  investments.] 


Average 

miles 
operated. 

Oross 
revenues. 

Maintenance 

All  other 
operating 

expenses. 

Net  oper- 
ating 
revenue. 

30- 

Way. 

Equipment. 

Total. 

1907 

7,780 
7,970 
8, 026 
8,044 
S.026 
8. 036 
8,048 
8,205 
S,330 
8,098 

$7, 742 
7,  338 
7,653 
8, 232 
8,533 
8,05.3 
8,867 
8, 313 
8,517 
9, 301 

$1,125 
1,044 
1,128 
1,327 
1,214 
1,057 
1,228 
1,077 
1,137 
1,299 

$9?3 

939 

936 

1,051 

1,166 
1,033 
1,2.72 
1,197 
1,417 
1,562 

$2,  048 
1,983 
2,064 
2,378 

2,380 

2.090 
2,480 
2.274 
2.554 
2,861 

$3, 227 
3, 327 
3,251 
3,598 
3,732 
3.729 
4;  044 
3, 942 
3.S71 
3,875 

$2, 467 

1908 

2,027 

1909 

2, 308 

1910 

2,256 

1911 

2,421 

1912 

2,234 

1913 

2,343 

1914 

2,097 

1915 

2,092 

1916 

2,565 

10-year  averaee . . . 

8,056 

8,252 

1,164 

1, 148 

2,312 

3,660 

2,280 

Years  ended  J 

line  30— 

Total  net 
income. 

Taxes 

accrued. 

Fixed 
charges. 

Fixed 
charges 

plus  taxes. 

Surplus. 

■Dividends. 

paid. 

1907 

$2, 563 
2,080 
2,352 
2,288 
2,443 
2,323 
2,471 
2,119 
2,252 
2,667 

$215 

225 
283 
35S 
337 
343 
366 
404 
403 
441 

$1,224 
1,253 
1,311 
1,338 
1,431 
1,501 
1,601 
1,670 
1,937 
1,861 

$1,439 
1,478 

1,594 
1,696 
1,768 
1,844 
1,967 
2,070 
2,340 
2,302 

$1, 124 
602 
768 
592 
675 
479 
504 
45 
>88 
365 

.      S529 

1908 

493 

1909 

49S 

1910 

465 

1911 

490 

1912 

463 

1913 

460 

1914 

(*) 

1915 

1916 

2,356 

388 

1,512 

1,900 

506 

339 

Note. 


1  Deficit. 

i  Dividend  of  $1,871,762  (227  per  mile)  paid  from  surplus. 

-Above  table  is  based  on  the  average  mileage  directly  operated  each  year. 


The  foregoing  table  shows  that  while  the  gross  earnings  from  1907  to  1915 
Increased  from  $7,742  to  $8,577,  or  by  the  sum  of  $775  per  mile,  the  net  income 
available  to  pay  interest  decreased  during  the  same  period  from  $2,563  to 
$2,252  per  mile  by  the  sum  of  '$811.  The  fixed  charges,  including  taxes,  how- 
ever, increased  from  1907  to  1915  by  the  sum  of  $901  per  mile.  The  taxes  in- 
creased from  $215  to  $403,  or  by  the  sum  of  $188  per  mile,  while  the  other  fixed 
charges  increased  from  $1,224  to  $1,937,  or  by  the  sum  of  $713.  The  fixed 
charges,  including  taxes,  increased  more  rapidly  than  the  gross  earnings,  let 
alone  the  decrease  in  net  income  available  to  pay  taxes  and  other  fixed  charges. 
The  assets  and  liabilities  of  the  Chicago,  Rock  Island  &  Pacific  Railway  Co., 
as  of  June  30,  1916,  are  reported  by  Jacob-  M.  Dickinson,  receiver,  as  follows : 
Assets : 

Road  and  equipment $324,283,461 

Improved  leased  property 221,  568 

Investments  in  affiliated  companies — 

Stocks 732,  608 

Funded    debt 4,511,816 

Advances 11,  694,545 

Other    investments 2,  258, 832 

Miscellaneous  physical  property 2, 169,  884 

Deposited  in  lieu  of  property  sold 1,258 

Cash 3,  467,  506 

Demands,   insurance,  etc 63,  000 

Special    deposits 2,  482,  958 

Loans  and  bills  receivable 23,  380 

Traffic,  etc.,  balances 23,  380 

Agents  and  conductors 1.  001,  437 
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Assets — Continued. 

Miscellaneous  accounts  receivable $2,316,450 

Material  and  supplies 6,769,686 

other  working  accounts 623,566 

Accrued    interest,    dividends,    etc 49,966 

Working  adv.,  etc 53,660 

Unadjusted  debits 1,  963, 691 

Total 365, 119,  657 

Inabilities : 

Capital   slock 74,482,523 

Funded  debt 263,168,144 

Receiver's    certificates 6,  588,  000 

do.  equip,  notes 2,753,136 

Due  affiliated  companies,  nonegotiable  debt 95,841 

Loans  and  bills  payable 4,100,000 

Traffic,  etc,  balances 677,401 

Accounts  and  wages _  5,  505,  216 

Miscellaneous  accounts  payable 471,628 

Matured   interest,   dividends,  etc 3,086,175 

Matured  funded  debt 31,  738 

Other  deferred  accounts 641,043 

Accrued  interest  and  rents 2,  636,  537 

Taxes  accrued 1,707,  775 

<  Operating  reserves 2, 824, 198 

Insurance,    etc.,    reserves 681,316 

Accrued  depreciation 4,  214, 179 

Other  unadjusted  accounts 2,  097,  995 

Additions  to  property 64,368 

Profit  and  loss,  deb 10,707,555 

Total 365, 119,  657 

In  the  foregoing  balance  sheet  the  intercompany  accounts  between  the  operat- 
ing and  the  holding  companies  have  been  eliminated.  The  balance  sheet  does  not 
include  $20,709  of  securities  issued  or  assumed  which  are  pledged  or  $730,580 
of  such  securities,  which  are  unpledged.  The  profit  and  loss  account  as  of 
June  30,  1916,  shows  a  deficit  of  10,707,555  as  against  a  deficit  of  $12,530,963 
on  June  30,  1915.  The  reduction  of  the  deficit  is  due  primarily  to  the  $2,957,281 
of  surplus  from  operations  during  the  year  ending  June  30,  1916. 

The  capitalization  per  mile  of  road  is  reported  by  Moody  in  his  1917  edition 
of  his  Analyses  of  Railroad  Investments,  as  follows: 

Capitalization  per  mile  of  road. 
[Data  from  Moody's  Analyses  of  Investments.] 


Years  ended 
June  30— 


1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

10-year  average 


,    Stock  out- 
AS      standing  and 

per  cent  of 
whole. 


miles 
operated. 


7,  780 
7,970 
S,  026 
8,044 
8,026 
8,036 
8, 048 
8,205 
8,330 


S10, 80S 
10,673 
10,655 
10,548 
10,544 
10,490 
10,491 
10,126 
8,990 
9,262 


P.ct 
28 
28 
27 
26 
26 
21 
21 
20 
22 
20 


Bonds  out-    !    Rentals, 

standing  and  I  capitalized 

per  cent  of    !    at  5  per 

whole.  cent. 


8,056  j     10,259       24 


$28, 130 
27, 90S 
28,630 
32,068 
32, 35S 
35,054 
35,312 
36,604 
34,  735 
36, 247 


32, 704 


P.ct. 
72 
72 
73 
74 
74 
79 
79 
80 


76 


$3, 076 

3,877 

3, 817 

1,860 

2, 355 

1,940 

845 

833 

797 

710 


Total  gross 
capital. 


542,014 
42, 45S 
43, 102 
44,476 
45,257 
47,484 
46, 64X 
47,  563 
44,522 
46,219 


Owned  by 

company  as 

per  balance 

sheet. 


2,011 


44,974 


S6, 594 
7,610 
7,168 
3,264 
3,106 
2,410 
2,820 
1,838 
62 

90  (1) 


3,496 


Net  capi- 
talization. 


$35, 420 
34,  848 
35,934 
41,212 
42,151 
45,074 
43,828 
45, 725 
44, 460 
46, 129 


41,478 


Note. — Above  table  is  based  on  the  average  mileage  directly  operated  for  each  year. 
The  stock  column  covers  the  total  stock  issue  of  the  railways;  the  bond  column  includes 
all  net  amounts  of  bonds  and  equipment  trusts,  but  not  the  loans  payable  :  rentals  repre 
sent  the  leaseholds,  as  capitalized.  Securities  owned  represent  those  held  unpledged, 
Including  marketable  securities.  For  1916  this  figure  represents  those  issued  or  assumed 
unpledged.  Other  securities  amounting  to  $10,197,802,  book  value,  not  segregated  between 
pledged  and  unpledged. 
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The  foregoing  table  shows  that  in  1907,  28  per  cent  of  the  railway  company's 
capitalization  was  represented  by  stock  and  72  per  cent  by  bonds,  whereas  in 
1916,  20  per  cent  of  the  capitalization  was  represented  by  stock  and  80  per  cent 
by  bonds.  The  stock  per  mile  on  June  30,  1907,  amounted  to  $10,808  and  on 
June  30,  1916,  to  $9,262,  the  decrease  being  $1,546  per  mile.  This  decrease  is 
attributed  to  the  increase  in  mileage  operated. 

On  June  30,  1907,  the  railway  company  had  outstanding  per  mile  of  road 
bonds  in  the  amount  of  $28,130,  as  against  $36,247  on  June  30,  1916.  The  in- 
crease in  the  amount  of  bonds  outstanding  amounting  to  $8,117,  becomes  more 
remarkable  when  one  takes  into  consideration  that  during  this  same  period  the 
mileage  of  the  road  was  increased  by  318  miles.  The  net  capitalization,  as 
shown  in  the  foregoing  table,  increased  from  $35,420  on  June  30,  1907,  to  $46,129 
on  June  30.  1916,  the  increase  amounting  to  $10,709  per  mile.  Inasmuch  as  the 
company  during  this  period  did  not  issue  any  stock,  the  entire  increase  in  the 
capitalization  represented  funded  debt.  Assuming  that  the  company  had  to 
pay  5  per  cent  interest,  the  increase  in  fixed  charges  per  mile  of  road  would 
have  amounnted  to  $535.45.  In  contrast  with  this  increase  we  see  that  the  net 
earnings  available  to  pay  taxes  and  interest  on  June  30,  1907,  amounted  to 
$2,563  and  on  June  30,  1916,  to  $2,670.  In  other  words,  while  the  interest  during 
the  period  increased  by  the  amount  of  $535.45,  the  net  income  available  to  pay 
all  fixed  charges  increased  only  by  the  amount  of  $104. 

6.   REHABILITATION  PROGRAM. 

In  May,  1915,  the  stockholders  and  debenture  holders'  committee  engaged  Mr. 
J.  W.  Kendrick,  a  railroad  expert,  to  examine  and  report  on  the  Rock  Island 
properties.  On  November  1,  1915,  J.  W.  Kendrick  submitted  a  report  in  which 
he  estimated  the  capital  expenditures  to  June  30,  1919,  necessary  to  rehabilitate 
the  railway  company's  properties,  as  follows : 

Grade  revision  for  new  lines,  sidings,  and  second  track $6,008,000 

New    freight    locomotives 1,000,000 

Improvements  to  existing  equipment — cars  and  engines 3,442,000 

Rails 750,  000 

Ballast  and  bank  widening 3,587,000 

Tie  plates 3,  OCX),  000 

Yards  and  terminals 2,  207,  000 

Track  motor  cars 176,  000 

Bridges 280,  000 

Track  elevation  and  grade  separation 3,  392,  000 

Advances 309,  000 

Telegraph  and  telephone 275,  000 

Signals 291,  000 

Miscellaneous 2,  487,  000 

Total 27,  204,  000 

J.  W.  Kendrick  further  estimated  that  during  1920  and  1921  $4,000,000  should 
be  expended  annually  for  additions  and  betterments.  He  estimated  that  the  net 
annual  savings  in  operating  expenses  for  the  fiscal  year  ending  June  30,  1919, 
will  amount  to  $5,500,000. 

Immediately  after  the  submission  of  the  Kendrick  report  Receiver  Jacob  M. 
Dickinson  took  steps  to  carry  out  such  of  the  suggestions  made  by  J.  W.  Ken- 
drick as  the  funds  at  his  disposal  permitted. 

7.    REORGANIZATION   PLAN. 

The  reorganization  plan  and  agreement,  dated  November  14.  1916,  as  modified 
November  26,  1916,  was  declared  operative  on  February  1,  1917.  Up  to  that 
time  approximately  95  per  cent  of  the  holders  of  the  debentures  and  over  96 
per  cent  of  the  stockholders  had  given  their  approval  to  the  reorganization  plan 
as  outlined  below.     (Commercial  and  Financial  Chronicle,  Feb.  3,  1917.) 

The  reorganization  plan  is  addressed  to  the  holders  of  the  20-year  5  per  cent 
gold  debentures  and  to  the  stockholders  of  the  Chicago,  Rock  Island  &  Pacific 
Railway  Co.  The  company  failed  to  pay  the  interest  on  $20,000,000  of  its 
20-year  5  per  cent  gold  debentures  on  January  15,  1916.  The  interest  on  all 
other  bonds  or  funded  obligations  has  been  paid.  An  action,  however,  was 
instituted  to  foreclose  the  first  and  refunding  mortgage,  it  being  alleged  that 
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the  company  is  in  default  in  matters  other  than  the  payment  of  interest.  This 
litigation  was  successfully  contested  by  the  railway  company  and  by  the  joint 
reorganization  committee 

As  stated  above,  the  railway  company  has  outstanding  in  the  hands  of  the 
public  $20,000,000  face  value  of  5  per  cent  debentures,  due  in  1932.  It  also 
has  outstanding  $74,359,722.50  par  value  of  capital  stock. 

The  reorganization  plan  outlined  below  has  been  prepared  by  a  joint  reorgan- 
ization committee,  consisting  of  Seward  Prosser,  chairman  ;  Nathan  L.  Amster. 
Emile  K.  Boisot,  Charles  Hayden,  .lames  Speyer,  and  S.  Davies  Warfield. 

The  reorganization  plan  has  been  approved  by  the  debenture  committee,  the 
Amster  stockholders  committee,  and  the  Hayden  stockholders  committee. 

The  reorganization  plan  may  be  carried  out  by  the  existing  Chicago,  Rock 
Island  &  Pacific  Railway  Co.  or  the  properties  of  that  company  may  be  trans- 
ferred to  a  new  company.  In  any  event,  the  plan  calls  for  the  issue  of  capital 
stock  in  the  amount  of  $125,000,000,  consisting  of:  (a)  $30,000,000  par  value  of 
7  per  cent  preferred  stock;  (b)  $20,000,000  of  6  per  cent  preferred  stock;  (c) 
$75,000,000  par  value  of  common  stock. 

In  its  discretion  the  joint  reorganization  committee  may  issue  additional  6 
per  cent  preferred  stock  or  7  per  cent  preferred  stock,  or  both,  in  an  amount  not 
exceeding  $15,000,000.  The  authorized  amount  of  the  preferred  stock  can  not 
be  increased  after  reorganization  except  by  vote  of  a  majority  of  each  class  of 
stock  of  the  new  company  outstanding,  each  class  voting  separately.  Both 
classes  of  the  preferred  stock  shall  share  pari  passu  in  the  distribution  of 
assets  in  case  of  insolvency  or  dissolution  of  the  new  company. 

The  7  per  cent  preferred  stock  shall  have  preference  and  priority  over  the 

6  per  cent  preferred  stock  as  to  dividends  to  the  extent  of  1  per  cent  in  any 
fiscal  year,  which  shall  be  first  declared  and  paid  or  set  aside  for  payment 
before  any  dividends  shall  be  declared  upon  the  6  per  cent  preferred  stock ; 
but,  after  the  declaration  and  payment  or  setting  aside  of  such  1  per  cent  in 
any  fiscal  year  on  the  7  per  cent  preferred  stock,  the  shares  of  both  classes  of 
preferred  stock  shall  rank  pari  passu  as  to  further  dividends  declared  and  paid 
thereon.  The  dividends  on  the  7  per  cent  preferred  stock  shall  be  cumulative 
up  to  but  not  exceeding  5  per  cent  per  annum  from  and  after  such  date  as 
may  be  fixed  by  the  joint  reorganization  committee.  Dividends  on  the  6  per 
cent  preferred  stock  to  be  issued  in  exchange  for  debentures  shall  be  cumula- 
tive up  to  but  not  exceeding  5  per  cent  per  annum  from  and  after  July  15,  1916. 

The  7  per  cent  preferred  stock  is  subject  to  redemption  at  $105  per  share 
plus  accumulated  dividends,  while  the  6  per  cent  preferred  stock  is  subject  to 
redemption  at  $102  per  share  plus  accumulated  dividends. 

In  lieu  of  issuing  7  per  cent  preferred  stock  and  6  per  cent  "preferred  stock, 
the  joint  reorganization  committee,  if  it  shall  deem  it  to  be  more  expedient, 
may  authorize  the  issue  of  income  debentures  which  shall  have  substantially 
the  same  preferences  and  priorities  as  the  proposed  7  per  cent  and  6  per  cent 
preferred  stock. 

The  reorganization  plan  provides  for  cash  requirements,  estimated  at 
$29,743,889.  The  joint  reorganization  committee  has  entered  into  a  purchase 
agreement  with  Messrs.  Speyer  &  Co.  and  Messrs.  Hayden,  Stone  &  Co.,  whereby 
they  have  agreed  to  purchase  for  the  sum  of  $29,743,889,  less  a  commission  of 
3  per  cent,  the  $29,743,889  par  value  of  7  per  cent  preferred  stock  and  the 
$74,359,722.50  par  value  of  common  stock  of  the  new  company  to  be  presently 
issued.  The  7  per  cent  preferred  stock  and  the  common  stock  of  the  new 
company  is  being  offered  to  the  holders  of  certificates  of  deposit  for  stock 
of  the  old  company.  Upon  the  payment  of  an  assessment  amounting  to  $40 
per  share  the  stockholders  of  the  old  company  will  be  entitled  to  receive  (a) 
$100  in  par  value  of  common  stock  of  the  new  company,  (b)  $40  in  par  value  of 

7  per  cent  preferred  stock  of  the  new  company. 

By  putting  into  effect  the  reorganization  plan  the  joint  reorganization  com- 
mittee has  fixed  the  dates  of  the  payment  of  the  assessment  as  follows : 

March  3,  1917 810 

April  3,  1917 10 

June  14,  1917 20 

Total 40 

T'pon  the  consummation  of  the  plan  and  the  surrender  of  their  respective 
certificates  of  deposit,  depositing  debenture  holders  will  be  entitled  to  receive 
in  cash  the  5  per  cent  arrears  of  interest  on  their  debentures  to  July  15,  1910, 
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and  in  respect  of  each  $1,000  debenture,  $1,000  in  par  value  of  6  per  cent  pre- 
ferred stock  of  the  new  company  or  interim  certificates  or  receipts  represent- 
ing the  same.  The  proposed  stock  capitalization  of  the  new  company  will  be 
as  follows : 


Class  of  stock. 


7  per  cent  preferred  stock. 
6  per  cent  preferred  stock. 
Common  stock 

Total 


Authorized. 


830,000,000 
20,000,000 
75,000,000 


125,000,000 


To  be 

presently 

issued. 


$29,743,889.00 
20,000,000.00 
74,359,722.50 


124,103,611.50 


As  above  stated,  the  authorized  7  per  cent  and  6  per  cent  preferred  stock 
may  be  increased  by  an  amount  not  exceeding  $15,000,000. 

The  $29,743,889  of  cash  provided  for  under  the  plan  shall  be  applied  as 
follows : 

(a)  To  the  payment  or  acquisition  of — 

Two-year  collateral  trust  gold  notes $7,500,000 

Loan,  Central  Trust  Co.,  secured  by  collateral 2,  500,  000 

Loan,  Hayden,  Stone  &  Co.,  secured  by  collateral 1,  600,  000 

Receiver's  certificates,  series  A 5,488,000 

Reviver's  certificates,  series  B 1,  100,  000 


18,188,000 
i  b )  To  pay  or  acquire  claims  against  and  liabilities  of  the  receiver, 
to  pay  interest  and  other  debts  of  the  new  company,  and  to 
pay  the  expenses  of  the  reorganization  (including  compen- 
sation and  allowances,  counsel  fees,  court  costs,  services 
of  engineering,  accounting  and  other  experts,  etc.)  and 
other  incorporation  and  reorganization  disbursements, 
syndicate  commissions,  and  miscellaneous  requirements,  and 
to  provide  additional  working  capital  for  the  general  cor- 
porate  purposes  of  the  new  company 1,555,889 


Total    _J 29,  743,  889 

In  addition  to  the  necessity  to  provide  for  the  payment  of  notes  and  receiver's 
certificates,  shown  above,  the  joint  reorganization  committee  estimates  that  the 
requirements  of  the  company  to  December  31,  1919.  will  call  for  an  expenditure 
of  $38,312,840.40,    The  estimated  cash  requirements  are  segregated  :is  follows: 

Jan.  1,  1917.  to  Dec.  31.  1917: 

Equipment  trust  obligations $2,409,946.80 

Choctaw  serial  collateral  bonds   (due  May  1, 

1917)     !___     1,494,000.00 

Little    Rock    Bridge    first    mortgage   6s    (due 

July   1,  1917) 20,000.00 

First  mortgage  6  per  cent  bonds   (due  July 

1,   1917) ,_  12,500.000.00 

C.    &   R.    I.    elevator   first    mortgage  5s    (due 

Oct.  1,  1917) 50,000.00 

Additions   and   betterments 3,500,000.00 

$19,  973,  946.  80 

Jan,  1,  1918,  to  Dec.  31.  1918: 

Equipment  trust  obligations 2,084,946.80 

Choctaw  serial  collateral  bonds   (due  May  1, 

1918)1   !___     1,494,000.00 

Little    Rock   Bridge   first    mortgage   6s    (due 

July  1,  1918) 20.000.00 

C.    &    R.    I.    elevator    first    mortgage    5s     (due 

Oct.   1.    1918) 50,000.00 

Additions  and  betterments 3,500,000.00 

■ —     7, 148,  946.  80 


1  Final    installment. 
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Jan.  1,  1919,  to  Dec.  31,  1919 : 

Equipment  trust  obligations $2,084,946.80 

Little   Rock   Bridge  first   mortgage   6s    (due 

July  1,  1919) 55,000.00 

Choctaw,  Oklahoma  &  Gulf  general  mortgage 

5  per  cent  bonds  (due  Oct.  1,  1919) 5,500,000.00 

G.   &  R.   I.   elevator  first  mortgage  5s    (due 

Oct.  1,   1909) 50,000.00 

Additions  and  betterments 3,  500,  000.  00 


-$11, 189,  946.  80 


38,  312,  840.  40 

In  addition  to  the  estimates  for  additions  and  betterments,  it  is  intended  that 
the  new  company  shall  expend  substantial  amounts  for  rehabilitation. 
The  estimated  resources  to  December  31,  1919,  are  reported  as  follows : 

Estimated  balance  of  cash  provided  for  in  reorganization  after 
paying  all  short-term  loans,  receiver's  certificates,  and  expenses  \-  $8,  000,  000 

Estimated  face  amount  of  first  and  refunding  bonds  available  upon 
the  consummation  of  the  plan,  the  making  of  the  additions  and 
betterments  above  specified  and  the  retirement  of  the  Choctaw 
serial  collateral  bonds  due  in  1917  and  1918,  the  first  mortgage 
6  per  cent  bonds  due  in  1917,  and  the  Choctaw,  Oklahoma  &  Gulf 
general  mortgage  5  per  cent  bonds  due  in  1919 54, 174,  000 

Face  amount  of  St.  Paul  &  Kansas  City  Short  Line  R.  R.  Co.  first 
mortgage  bonds 2,  757,  000 

Face  amount  of  Rich  Island,  Arkansas  &  Louisiana  first  mortgage 

bonds 2 — 1,  965,  000 

The  reorganization  plan  shows  that  the  total  fixed  indebtedness  of  the  old 
company  amounted  to  $295,946,383,  while  that  of  the  new  company  aggregates 
$257,758,383,  a  decreases  of  $38,188,000.  The  outstanding  stock  of  the  old  com- 
pany is  reported  at  $74.359,722.50 ;  that  of  the  new  company  at  $124,103,611.50, 
an  increase  of  $49,743,889. 

The  following  table  shows  the  comparison  of  the  present  with  the  proposed 
capitalization : 


Description  of  present  securities. 

Amount  of 

present 
securities. 

Description  of  securities 
under  plan. 

Amount  of 

securities 

under  plan. 

Bonds,  equipment  notes,   and   other 

'$257,758,383.00 

Same  as  at  present 

3  $257, 758, 383. 00 

funded  obligations  (not  disturbed  in 
plan). 

6  per  cent  preferred  stock 

20,000,000.00 
7,500,000.00 
2,500,000.00 
1,600,000.00 
5,488,000.00 
1, 100, 000.  00 

74,359,722.50 

20,000,000.00 

Do 

Stock 

(7  per  cent  preferred  stock  *... 

29,743,889.00 

74,359,722.50 

Total 

1370,306,105.50 

1295,940,383.00 

74,359,722.50 

i  381,861,994.50 

Total  fixed  charge  obligations 

1257,758,383.00 
124,103,611.50 

Total  stock 

Proportion  of  stock  to  fixed  charge  obligations:  At  present,  25.12  per  cent;  under  plan,  48.14  per  cent. 


i  In  addition,  the  receiver  will  turn  over  to  the  new  company  such  funds  as  may  remain  undisposed  of 
in  his  hands  at  the  time  of  the  consummation  of  the  plan.  These  funds  will  be  available  for  the  general 
corporate  purposes  of  the  new  company,  after  deducting  therefrom  such  amounts  as  the  new  company  may 
be  required  to  pay  in  respect  of  renunciations  and  disallowances  during  the  receivership. 

2  Additional  bonds  may  be  issued  under  these  mortgages  for  improvements,  etc.,  on  the  properties 
mortgaged. 

»  Includes  $16,199,000  first  and  refunding  bonds,  $1, 965,000  R.  I.  A.  &  L.  first  mortgage  bonds  and  $2,545,0C0 
St.  P.  &  K.  C.  S.  L.  first  mortgage  bonds  that  are  now  pledged  as  collateral  security  for  obligations  of  the 
railway  company,  but  that  will  become  available,  as  treasury  assets  of  the  new  company,  upon  the  pay- 
ment of  those  obligations  as  contemplated  in  the  plan.  Also  includes  $212,000  St.  P.  &  K.  C.  S.  L.  fir3t 
mortgage  bonds  in  the  receiver's  treasury. 

<  Sold  for  $29,743,889  in  cash. 
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The  decrease  in  the  fixed  interest  charges  is  reported  at  $2,054,400  and  Is 
shown  by  the  following  table : 


Description  of  securities. 


Bonds,  equipment,  notes,  and  other  funded  obligations 

not  disturbed  in  plan 

Debentures 

Two-year  notes  (interest  and  commission) 

Collateral  note 

Do 

Receiver's  certificates,  series  A 

Receiver's  certificates 


Amount.1 


$257,75S,383 
20,000,000 
7,500,000 
2,500,000 
1,600,000 
5,4SS,000 
1,100,000 


Total 295,946,383 

Decrease 


2,054,400 


Present  interest 
charges.2 


$10,222,695.95 

1,000,000.00 

525,000.00 

125,000.00 

04,000.00 

274, 400. 00 

66,000.00 


12,277,095.95 


Interest  charges 
after  reor- 
ganization.5 


$10,222,695.95 


10,222,695.95 


1  See  note  3  under  next  preceding  table. 

2  Computed  on  securities  in  hands  of  public  on  November  2,  1916. 

Discharge  of  receiver.— On  June  24,  stockholders  of  the  Chicago,  Rock  Island 
&  Pacific  Railway  Co.  resumed  possession  of  the  company.  The  receiver  was 
discharged  without  a  foreclosure  sale.  In  its  issue  of  June  16  the  Commercial 
and  Financial  Chronicle,  referring  to  the  discharge  of  the  receiver  and  to  the 
arrangements  which  had  been  made  to  pay  on  and  after  July  Ithe  $12,000,000 
of  first-mortgage  6  per  cent  bonds  without  the  sale  of  additional  securities, 
quoted  Judge  Carpenter  as  saying. 

"The  able  administration  of  this  property  by  Judge  Dickinson,  as  receiver, 
has  made  this  extraordinary  proceeding  possible.  This  is  a  reorganization 
without  a  sale,  the  property  returning  to  the  original  company,  and  in  this  the 
proceeding  is  historical  in  the  annals  of  receivership.  The  Rock  Island  will  pay 
its  debts  and  it  has  plenty  of  money  with  which  to  do  so." 

In  its  issue  of  June  27,  1917,  the  Wall  Street  Journal  quotes  N.  L.  Amster, 
chairman  of  the  stockholders'  protective  committee  of  the  Rock  Island,  as 
saying : 

"  The  restoration  of  the  property  to  the  stockholders  marks  a  satisfactory 
culmination  of  a  long  uphill  struggle  which  the  minority  stockholders  have  had 
in  their  fight  for  self-protection.  It  was  a  hard  and  strenuous  fight,  lasting 
nearly  three  years,  but  the  achievements  were  worth  the  efforts. 

"The  Rock  Island  reorganization  is  epoch-making  in  financial  history.  It 
marks  the  end  of  corporate  despotism  and  enthrones  the  rule  of  right  and 
democracy  in  American  corporations — will  be  a  torchbearer  for  future  equitable 
and  honest  railroad  reorganizations.  History  does  not  record  one  so  fair,  so 
clean,  and  so  equitable  and  inexpensive  to  the  stockholders  as  this.  Every 
valid' creditor  received  his  full  due,  every  bondholder  protected,  every  stock- 
holder receiving  his  original  stock  and  a  good  7  per  cent  investment  for  the 
new  money  invested. 

"  In  a  nutshell,  the  stockholders'  protective  committee,  of  which  I  am  chair- 
man, obtained  for  the  original  collateral  bondholders : 

"An  equitable  distribution  of  the  old  railway  stock  that  secured  their  bonds. 

"  Instituted  suit  and  obtained  for  the  company  a  settlement  equal  to  $2,500,000 
and  cost  from  the  old  directors. 

"  Reached  an  adjustment  with  the  debenture  bondholders  whereby  the  bonds 
■were  exchanged  into  6  per  cent  preferred  stock. 

"  Obtained  for  the  stockholders  for  their  cash  assessment  preferred  stock 
carrying  1  per  cent  more  dividend  than  that  stock  issued  in  exchange  for  the 
debenture  bonds.  (This  1  per  cent  extra  makes  the  preferred  stock  given  to 
the  stockholders  for  their  cash  worth  $17  per  share  more  than  the  6  per  cent 
stock  given  in  exchange  for  the  debenture  bonds,  or  over  $5,000,000  to  the  stock- 
holders on  the  $30,000,000  they  subscribed.) 

"  Opposed  and  defeated  the  Peabody  committee's  efforts  to  declare  the  refund- 
ing mortgage  due  and  to  sell  the  railway  property  under  that  mortgage,  which, 
if  successful,  would  not  only  have  wiped  out  the  stockholders'  equity  but  would 
have  dissipated  the  equity  of  the  debenture  bonds  as  well. 


INTERSTATE  AND  FOREIGN  TRANSPORTATION. 


1985 


"  Through  our  efforts  the  company's  charter  has  been  so  modified  as  to  elect 
the  entire  board  annually  Instead  of  only  a  third  of  Hit1  board.  This  will  insure 
the  minority  stockholders  representation  on  the  board  of  directors. 

"The  property  goes  hack  into  the  hands  of  the  stockholders  in  the  besl  physi- 
cal condition  and  with  more  and  better  equipment  than  over  in  its  history. 
Funded  debt  is  reduced  some  $25,000,000  and  annual  fixed  charges  are  reduced 
about  $2,000,000.  This  company  has  no  floating  debt,  and  has  over  $40,000,000 
in  good  marketable  bonds  free  in  its  treasury  for  working  capital  and  extensions 
and  improvements.  It  has  no  important  maturities  or  financing  to  take  care 
of  until  1934." 

Receivership  ok  Chicago,  Peoria  &  St.  Louis  Railroad  Co. 

A.    REORGANIZATION    IN    1900. 

Chicago,  Peoria  &  St.  Louis  Railroad  Co.,  hereinafter  referred  to  ns  the  rail- 
road  company,  was  incorporated  December  6,  1909.  for  the  purpose  of  acquiring 
the  properties  of  Chicago,  Peoria  &  St.  Louis  Railway  Co.,  hereinafter  referred 
to  :is  the  railway  company. 

The  railroad  company  refrained  from  taking  possession  of  the  railway  com- 
pany properties  until  the  Federal  courts  had  passed  on  the  Illinois  2-cent 
passenger  rare  law.  On  September  27,  1912,  Judges  Baker,  Sanborn,  and  Hum- 
phrey held  that  the  law  was  confiscatory  in  so  far  as  it  applied  to  the  Chicago, 
Peoria  &  St.  Louis  Railway  Co.  Shortly  after  this  decision  the  properties  of 
the  railway  company  were  sold  at  foreclosure  sale.  The  railroad  company  took 
possession  of  the  properties  in  January,  1913. 

John  P.  Ramsey,  president  of  the  railway  company,  alleged  that  the  receiver- 
ship of  the  railway  company  was  due  to  adverse  legislation  and  the  panic  of 
1907.     (Com.  and  Fin.  Chron.,  vol.  90,  p.  104.) 

The  capitalization  of  the  railway  company  and  the  plan  of  reorganization  may 
be  of  interest.  According  to  the  reorganization  plan  (Com.  and  Fin.  Chron., 
vol.  89,  p.  285)  the  capitalization  of  the  railway  company  consisted  of: 

Prior  lien  4*  per  cent  bonds $2,000,000 

Consolidated  mortgage  5  per  cent  bonds 2,  000,  000 

Income  mortgage  5  per  cent  bonds 2,000,  000 

Preferred  stock 3,  750,  000 

Common  stock 3,  600,  000 

Equipment  car  trust  certificates 181,  000 

Consolidated  mortgage  coupons  overdue 96,750 

Total 13,  627,  750 

The  reorganization  plan  of  1909,  under  which  the  railroad  company  now  in 
the.  bands  of  receivers  was  organized,  provided  for  the  issue  and  exchange  of 
securities  as  follows: 


Securities  deposited. 


1.000  consolidated  mortgage  bonds 

100  consolidated  mortgage  bonds  coupons. 

1,000  equipment  car  trust  certificates 

1 .000  income  bonds 

100  preferred  stock 

100  common  stock 


Cash  pay- 
ment to 
reorganiza- 
tion com- 
mittee. 


SI  on.  00 
7.00 
3.00 


New  gen- 
era) and 
refunding 
4i'S. 


i  $.500.  00 

i  50.  00 

1,000.00 

100.  00 

7.00 

3.00 


New  stock 
under  vot- 
ing (rust. 


$625. 00 
62. 50 


400.  00 

24.  .50 

9.00 


1  Interest  on  these  bonds  reduced  to  3  per  cent  for  6  years. 


Those  who  failed  to  make  the  cash  payment  indicated  in  the  preceding  table 
received  the  following  securities:  For  each  $1,000  income  bonds,  new  common 
stock,  $60;  for  each  loo  preferred  stock,  new  common  stock,  $4;  for  each  100 
common  stock,  new  common  stock,  $2. 

The  properties  were  sold,  subject  to  the  $2,000,000  prior  lien  4^  per  cent  bonds. 
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The  railroad  company's  authorized  capital  stock  amounting  to  $4,000,000  was 
to  be  all  issued,  as  were  also  $2,850,000  of  the  new  general  and  refunding  4J 
per  cent  bonds,  to  effect  the  reorganization. 

The  stock  was,  until  1915,  held  under  a  voting  trust,  the  trustees  being 
Charles  H.  Warren,  George  F.  Baker,  jr.,  and  Alfred  Shephard. 

The  outstanding  features  of  the  reorganization  plan  of  1909  are:  (a)  Con- 
version of  5  per  cent  consolidated  bonds  into  4J  general  and  refund,  interest 
being  3  per  cent  for  6  years;  (b)  the  conversion  of  income  bonds,  preferred  and 
common  stock  of  railway  company  into  common  stock  of  railway  company;  (c) 
the  levying  of  assessments  on  stock  and  bondholders  to  permit  them  to  partici- 
pate advantageously  in  plan,  as  follows : 

(1)  Income    bondholders $200,000 

(2)  Preferred    stockholders w 262,500 

<3)  Common    stockholders 108,000 

Total 570,  500 

Published  reports  available  do  not  show  how  much  of  the  assessment  was 
paid.  The  reorganization  in  1909  was  not  sufficiently  drastic  to  save  company 
from  another  receivership  in  1914. 

B.    MILEAGE. 

The  mileage  owned  and  operated  on  .Time  30,  1916,  is  the  same  as  on  June  30, 

1912.    It  is  reported  as  follows: 

Lines  owned:  Miles. 

Pekin  to  Granite  City,  111 179.  20 

Granite  City  to  Madison,  111 1-  77 

Madison  to  Bridge  June,  111 3.07 

Havana  to  Jacksonville,  111 41.  88 

Lock  Haven  to  Grafton,  111 8.40 

Total    owned 7 234.  32 

Proprietory  line,  Alton  Terminal  Ry.  at  Alton,  111 1.00 

Trackage  right*: 

Peoria  &  Pekin  Union  Ry.,  Peoria  to  Pekin,  111 9.40 

St.  Louis  Merchants  Bridge  Terminal  Ry.,  Granite  City  to  St.  Louis 

Union    Station,    Mo 9-00 

Litchfield  &  Madison  Ry.  at  Madison,  111 0.  25 

Illinois  Central  and  B.  &  O.  S.  W.  Ry.  at  Springfield,  111 1.50 

Total  trackage  rights 20. 15 

Total  length  of  all  lines 255.47 

Gauge Standard 

Second  track 0.  49 

Sidings 81.  76 

Rails,  steel lbs__  60  to  85 

Locomotives 51 

Passenger  cars 37 

Freight  cars -  1,  842 

Service  cars 126 

C.    APPOINTMENT  OF  RECEIVER  IN   1914. 

On  July  31,  1914,  Bluford  Wilson,  president  of  the  railroad  company,  and 
William  Colter,  of  New  York,  were  appointed  receivers  for  the  Chicago,  Peoria 
&  St.  Louis  Railroad  Co.  by  the  circuit  court  at  Springfield,  111.  The  appoint- 
ment of  receivers  was  precipitated  by  the  failure  of  the  company  to  pay  on  July 
1,  1914,  the  interest  on  its  general  and  refunding  bonds.  On  September  1,  1914, 
the  railroad  company  defaulted  in  payment  of  interest  on  its  prior  lien  4£  per 
cent  bonds. 

The  difficulties  of  the  railroad  company  are  due  primarily  to  its  relative  high 
operating  expenses. 
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Statements  published  by  the  company  show  the  following  operating  ratio: 


Per  cent, 

U914 100.  7 

U915 88.  4 

^916 88.  4 


Per  cent. 

1909 89.  5 

1910 84.  0 

,1911 88. 1 

U912 90.  2 

No  complete  report  was  published  for  1913. 

In  1911  officers  of  the  company  reported  that  increases  in  wages  and  legisla- 
tion fixing  maximum  hours  of  labor  resulted  in  increasing  the  operating  ex- 
penses, while  the  earnings  remained  approximately  the  same. 

D.    REVENUES  AND  EXPENSES. 

Moody,  in  his  Analyses  of  Railroad  Investments,  reports  the  revenues  and 
expenses  of  the  Railroad  Company  as  follows : 

Revenue*  and  expenses. 


Item. 

1916 

1915 

1914 

1912 

1911 

1910 

$1,752,800 
1,429,779 

$1,597,909 
1,412,315 

$1,676,617 
11,688,511 

81,688,867 
1,512,956 

$1,766,300 
1,555,591 

$1,766,968 

1,485,117 

Net  operating  revenues . . 

323, 021 
11,653 

185.,  594 
7,201 

11,894 
13,734 

165,911 
21,100 

210, 709 
42,726 

281,851 
6,979 

Total  net  income 

334,674 
63, 015 

192,795 
65, 863 

1,840 
72,265 

187,011 
50,505 

253, 436 
52,031 

228,830 
53, 786 

271,659 
166,472 

126, 832 
215,226 

i  70, 425 
287,103 

136, 506 
156,425 

201,405 
161,207 

175,044 
122,988 

Surplus 

105, 1S7 

188,289 

1257,528 

119,918 

40,198 

112,055 

i  Deficit. 

During  1916  less  than  16.5  per  cent  of  gross  revenue  was  derived  from  pas- 
senger business. 

The  revenue  freight  tonnage  is  reported  as  follows : 

1910 2,  422,  424 

1911 2, 140,  058 

1912 2, 070, 108 

1914 2,  086,  267 

1915 2,  029, 167 

1916 2, 345,  911 

The  freight  traffic  is  classified  as  follows : 


Commodity. 

1910 

1911 

1912 

1914 

1915 

1916 

Products  of  agriculture 

Per  cent. 
14.22 
1.19 
44.  14 
12. 02 
10.37 
17.76 

Per  cent. 
16.41 
1.62 

15.  01 
12.31 
17.96 

Per  cent. 
15.  89 
1.53 
42.30 
12.43 
10.66 
17.19 

Per  cent . 

16.06 

1.31 

40.08 

16.23 

15.69 

Per  cent . 

16.24 

1.18 

39.63 

14.89 
11.00 
17.06 

Per  cent . 
14.89 
1 .  02 

42.50 

11.91 

13.37 

16.31 

Products  of  mines  furnish  nearly  50  per  cent  of  freight  traffic. 
The  revenues  and  expenses  per  mile  of  line  operated  are  shown  in  the  fol- 
lowing table: 
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The  reader's  attention  is  directed  to  the  heavy  operating  expenses  per  mile, 
as  shown  in  the  preceding  table. 

E.     ASSETS  AND  LIABILITIES. 

As  of  June  30,  1916,  the  railroad  company  and  its  receivers  report  assets  and 
liabilities  as  follows: 

Receiver's  balance  sheet,  June  30,  1916. 
Assets : 

Road  and  equipment $61,515 

<  'ash 125,  214 

Traffic  balances  due 10,353 

Agents  and  conductors 39,  215 

Materials  and  supplies 96,446 

Miscellaneous 108,  894 

C,  P.  &  St.  L.  R.  R.  Co 78, 148 

Profit  and  loss 

Total  assets 519,  785 

Liabilities : 

Audited  accounts  and  wages 277,918 

Matured    interest  unpaid 45,340 

Accrued  interest,  etc 34,  870 

Miscellaneous 80,  247 

Accrued  taxes 30, 697 

Accrued  depreciation 20,  273 

Profit  and  loss 30,440 

Total  liabilities 519, 785 

Chicago,  Peoria  t(-  St.  Louis  Railroad  balance  sheet.  ■June  SO,  1916. 

Assets  : 

Road    and    equipment $8,166,361 

Investments — 

Alton   Terminal    Railway  stock 50,000 

Alton  Terminal  Railway  bonds 50,000 

Peoria  &  Perkin  Union  Railway  stock 250,000 

Cash 55 

other    current    assets 4,557 

Unadjusted  debts 6,  958 

Unpledged  securities  issued  or  assumed 850,000 

Profit    and    loss 766,913 

Total    assets 10,144,843 

Liabilities: 

Capital  stock 4,000,000 

Prior  line  M.  44s 2,000,000 

General  and  refunding  M.  4*s 2,850,000 

Equipment   tr.   notes  A 472,  000 

Interest    notes 165,  869 

Audited   accounts   and   wages 295,628 

.Matured    interest    unpaid 184,121 

Miscellaneous 18,  637 

B.  Wilson  and  W.  C.  Cotter,  receivers 78. 149 

Reorganization   committee  account 80,439 

Total 10, 144,  843 
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The  capitalization  per  mile  of  road  operated  is  shown  by  the  following  table : 
Capitalisation  per  mile  of  road. 
[Data  from  Moody's  Analyses  of  Investments.) 


Years  ended 
June  30— 

Average 

miles 
operated. 

Stock  outstand- 
ing and  per 
cent  of  whole. 

Bonds  outstand- 
ing and  per 
cent  of  whole. 

Rentals 
capital- 
ized at  5 
per  cent. 

Total 

gross 

capital. 

Owned  by 

company  as 

per  balance 

sheet. 

Net 
capital- 
ization. 

1910 

255 

255 
255 
255 
255 

$28,996 
28,996 
15,690 
15, 686 
15,686 

P.Ct. 
54 
54 
51 
42 
43 

$25,160 
25,580 
15,090 
21,667 
20, 871 

P.Ct. 
46 
46 

49 
58 
57 

$54,156 
54,576 
30, 780 
37, 353 
36, 557 

Nominal.. 

...do 

...do 

...do 

...do 

$54,156 

1911 

54, 156 

1912 

30, 780 

1914 

37,353 

1916 

36,557 

5-year  average... 

255 

21,011 

49 

21,673 

51 

42,684 

42,600 

Note.— In  the  above  table,  figures  for  1912  are  those  originally  proposed  prior  to  the  reorganization  of  1913 . 
Those  shown  for  1914  are  the  actual  figures  as  finally  adopted. 

No  balance  sheet  was  furnished  by  the  receivers  for  the  year  ended  June  30,  1915,  and  therefore  the  year 
1915  is  omitted  from  the  above  table.  As  the  property  is  to  be  reorganized,  a  financial  statement  is  now 
of  little  practical  value. 

To  date  (May  15,  1917)  no  reorganization  plan  has  been  submitted  to  the 
security  holders. 

Receivership  of  Cincinnati,  Bluffton  &  Chicago  Railroad. 

The  Cincinnati,  Bluffton  &  Chicago  Railroad  was  incorporated  under  the 
laws  of  Indiana  March  9,  1903,  for  the  purpose  of  building  a  line  of  railroad 
from  Huntington  to  Union  City,  Ind.,  75  miles;  the  Bluffton  to  Portland  Divi- 
sion, 29  miles,  was  put  in  operation  1904-5;  the  Huntington  to  Bluffton  Divi- 
sion, 23  miles,  on  January  15,  1908.  The  company  has  constructed  and  is  op- 
erating 52  miles  of  road. 

On  March  14,  1908,  John  C.  Curtis,  general  manager,  was  appointed  receiver. 

The  road  was  advertised  to  be  sold  on  March  15,  1911,  the  upset  price  being 
fixed  at  $800,000.  No  bidders  appeared  on  the  date  fixed  for  sale.  On  March 
15,  1914,  the  road  was  sold  to  Fred  A.  Dolph,  representing  creditors,  for 
$357,000.  Dolph  proposed  to  transfer  the  property  to  the  newly  organized 
Huntington,  Bluffton  &  Portland  Railroad  Co.,  which  was  to  issue  common 
stock  $278,000,  preferred  stock  $222,000,  first-mortgage  bonds  $700,000;  total, 
$1,200,000. 

To  finance  the  first  payment  of  $113,000  on  the  purchase  price  and  to  obtain 
funds  for  working  capital,  Dolph  attempted  to  sell  $150,000  of  debentures,  said 
debentures  to  be  refunded  through  the  issue  of  first-mortgage  bonds.  Funds 
necessary  to  make  the  second  and  third  payment  and  to  electrify  the  road  were 
to  be  obtained  through  the  issue  of  first-mortgage  bonds.  The  bondholders  of 
the  old  company  were  called  upon  to  exchange  their  claims  for  stock  in  the 
new  company.  The  capitalization  of  $1,200,000  was  based  upon  the  valuation 
made  by  J.  G.  White  Engineering  Corporation,  which  found  the  value  of  the 
old  properties  to  be  $901,964.  The  cost  of  electrifying  the  line  was  estimated 
at  $300,000. 

Fred  A.  Dolph  was  unable  to  dispose  of  sufficient  bonds  to  make  the  final 
payment  and  the  properties  remained  under  the  control  of  the  receiver.  In 
January,  1917,  it  was  reported  that  J.  M.  Wilson,  of  Cincinnati,  had  purchased 
the  properties  and  that  he  contemplated  extensions  from  Portland  to  Cincinnati 
via  Hamilton  and  from  Huntington  to  South  Bend  via  Columbia  City  and 
northern  lake  resorts.  In  February,  1917,  J.  M.  Wilson  reported  to  the  Com- 
mercial and  Financial  Chronicle  that  he  would  extend  the  line  during  the  pres- 
ent and  coining  year,  but  that  the  organization  which  will  do  this  work  had 
not  yet  been  formed. 
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The  assets  and  liabilities  of  the  Cincinnati,  Bluffton  &  Chicago  Railroad 
were,  on  June  30,  1916,  reported  as  follows : 

Assets : 

Property  investment $1, 164,305 

Working  assets 3,827 

Profit  and  loss 1,  733,  780 

Total 2, 901,  912 

Liabilities : 

Capital   stock 1, 125,  000 

Funded  debt 1,  695, 178 

Working  liabilities 73, 134 

Accrued  liabilities  not  due 8,  600 

Total 2,  901,  912 

Moody's  reports  show  that  the  funded  debt  consists  of  $1,500,000  of  bonds  and 
$195,178  of  receiver's  certificates.  (Moody's  Manual,  1917,  p.  282.)  The  bonds 
are  reported  as  being  deposited  to  secure  loans. 

The  revenues  and  expenses  of  Cincinnati,  Bluffton  &  Chicago  are  reported  as 
follows : 

Revenues  and  expenses. 


•Item. 

1916 

1915 

1914 

1913 

1912 

1911 

$77,192 
73, 772 

$86, 781 
79.927 

$97, 789 
99, 726 

$90, 477 
80,397 

'172,035 
65,631 

•  $67,991 
63,449 

3,420 
1,255 

6,854 
62 

«  1,937 

10,080 

6,404 

4,542 

4,675 
8,600 
(2) 

6,916 
8,200 
75,000 

"1,937 

8,142 

84,600 

10,080 
(2) 
(s) 

6,404 
7,840 
75,000 

4,542 
7,250 

75,000 

3,925 

76,284 

94,679 

(2) 

76,436 

77, 708 

i  Deficit. 


2  Incomplete  reports. 


Receivership  of  Cincinnati,  Hamiton  &  Dayton  Railway  Co. 

The  report  by  the  Interstate  Commerce  Commission  of  March  17,  1917,  en- 
titled "  In  re  Pere  Marquette  Railroad  Co.,  and  Cincinnati,  Hamilton  &  Dayton 
Railway  Co.,"  presents  one  of  the  most  sordid  studies  in  railroad  finance.  Not 
only  does  it  involve  railroad  promoters  but  men  prominent  in  financial  and 
banking  circles.     To  quote  from  the  Interstate  Commerce  Commission's  report. 

"  Nothing  disclosed  in  the  record  before  us  is  to  be  more  regretted  than  the 
readiness  of  great  banking  institutions  in  our  financial  centers  to  loan  enor- 
mous sums  of  money  upon  exceedingly  precarious  security  in  aid  of  such 
schemes  as  have  been  devised  in  the  wrecking  of  these  railroads.'  Not  only 
this,  but  the  high  officers  of  such  institutions,  while  acting  ostensibly  as  direc- 
tors of  the  railroads,  have  in  fact  been  little  more  than  tools  and  dummies 
for  the  promoters.  The  trustees  of  other  people's  money  seem  to  have  had  little 
compunction  about  violations  of  their  trusts  for  the  benefit  of  the  promoters,  and 
at  their  demand." 

To  quote  from  the  report : 

"  Unwise  management  contributed  to  the  downfall  of  these  roads,  but  breach 
of  trusts  by  corporate  officials,  often  for  personal  gain,  was  the  main  cause 
here,  as  in  the  records  developed  in  other  investigations.  (Consolidations  and 
combinations  of  carriers.  12  I.  C.  C,  277:  the  New  England  investigation,  27 
I.  C.  C.  5G0;  St.  Louis  &  San  Francisco  Railroad  investigation.  29  I.  C.  C,  139; 
Financial  investigation  of  New  York,  New  Haven  &  Hartford  Railroad  Co.,  31 
I.  C.  C,  32;  Financial  transactions  Chicago,  Rock  Island  &  Pacific  Railway  Co., 
36  I.  C.  C.  43.)  That  downfall,  with  its  deplorable  consequences,  can  be  traced 
only  to  betrayal  within,  and  not  to  compulsion  from  without.  Neither  rivalry, 
nor  rate  level,  nor  regulation,  nor  all  combined,  can  be  found  on  this  record  to 
have  contributed  in  any  apreciable  degree  to  the  disaster." 


1992  INTERSTATE   AND  FOREIGN  TRANSPORTATION. 

The  Interstate  Commerce  Commission  in  its  report  of  March  17,  1917,  out- 
lines in  detail  the  consolidation  of  the  Cincinnati,  Hamilton  &  Dayton  proper- 
ties in  1895;  the  Cincinnati,  Hamilton  &  Dayton  Common  Stock  Syndicate 
management  in  1904 ;  the  Zimmerinan-Hollins  control  in  1905-1905 ;  the  sale  of 
the  Cincinnati.  Hamilton  &  Davton  properties  by  J.  P.  Morgan  &  Co.  to  the 
Erie  in  1905;  the  rescission  of  this  sale;  the  receivership  in  1905,  and  the 
acquisition  of  the  properties  by  the  Baltimore  &  Ohio  in  1909. 

In  this  report,  reference  will  be  made  only  to  the  more  important  financial 
transactions  which  have  contributed  to  the  downfall  of  the  Cincinnati,  Hamilton 
&  Dayton. 

Up  to  189.'),  this  road  had  a  fairly  successful  career  despite  the  fact  that  In 
18S6  and  1887,  Henry  S.  Ives  exploited  the  property  for  more  than  $2,235,000. 

The  present  corporation,  the  Cincinnati,  Hamilton  &  Dayton  Railway  Co.,  was 
formed  bv  the  consolidation  of  the  Cincinnati,  Hamilton  &  Dayton  Railroad 
Co.,  and  Cincinnati,  Dayton  &  Ironton  Railroad  Co.,  and  the  Cincinnati,  Day- 
ton &  Chicago  Railroad  Co.  The  organization  of  the  new  company  was  effected 
July  30,  1895.  At  that  time,  the  Cincinnati,  Hamilton  &  Dayton  Railroad  Co. 
owned  all  of  the  stock  of  the  Cincinnati,  Dayton  &  Ironton,  and  Cincinnati, 
Davton  &  Chicago.  Of  the  $5,742,100  of  Cincinnati,  Hamilton  &  Dayton  stock 
Outstanding  on  June  30,  1895.  $4,667,600  were  exchanged  for  $14.867  600  of 
stock  in  the  new  company,  resulting  in  an  inflation  of  $10,200,000.  Through 
this  consolidation,  no  property  was  added  to  the  Cincinnati.  Hamilton  &  Dayton. 
The  consolidation  merely  amounted  to  change  in  the  title  of  several  lines.  All 
of  the  investments  by  the  Cincinnati,  Hamilton  &  Dayton  and  the  lines  con- 
solidated had  been  made  sometime  previously  and  were  already  recorded 
amongst  its  assets.  The  Interstate  Commerce  Commission  finds  that  there  was 
no  excuse  for  the  inflation  of  the  capital  to  the  extent  of  $10,200,000.  The 
inflation  of  the  capital  to  the  extent  of  $10,200,000  becomes  important  in  con- 
nection with  the  transaction  by  the  Cincinnati,  Hamilton  &  Dayton  Common 
Stock  Syndicate  and  subsequent  transactions  referred  to  below. 

From  1895  to  1904  the  Cincinnati,  Hamilton  &  Dayton  continued  to  earn  its 
fixed  charges  and  disbursed  as  dividends  on  its  preferred  stock  $3,392,527.71 
and  a  2  per  cent  dividend  ($160,000)  on  its  common  stock,  while  its  accumulated 
surplus  during  this  period  aggregated  $2,360,003.59.  A  2  per  cent  dividend  on 
the  preferred   stock  was  paid  in   1903. 

From  1901  and  prior  to  July,  1904.  J.  P.  Morgan  &  Co.  had  acquired  20,286 
shares  of  the  stock  of  the  Cincinnati,  Hamilton  &  Dayton.  While  the  stock 
did  not  stand  in  the  name  of  J.  P.  Morgan  &  Co.,  the  evidence  submitted  to  the 
Interstate  Commerce  Commission  shows  that  this  firm  was  the  real  owner. 

The  so-called  "Prince  Syndicate"  had  secured  control  of  the  1'ere  Marquette 
in  1902.  Shortly  thereafter,  it  desired  to  secure  control  of  the  Cincinnati, 
Hamilton  &  Dayton.  Certain  minority  stockholders  of  the  Pere  Marquette  ob- 
jected to  the  policies  being  pursued  by  those  in  control  of  the  company.  To 
obviate  this  criticism,  the  Prince  Syndicate  concluded  to  acquire  control  of  the 
Cincinnati.  Hamilton  &  Dayton  and  have  it  to  acquire  control  of*  the  Pere 
Marquette.  At  this  time,  the  capital  stock  of  the  Cincinnati,  Hamilton  &  Day- 
ton outstanding  amounted  to  $16,000,000.  Of  this,  $8,700  was  in  the  treasury 
and  $1,074,500  had  no  voting  rights.  Consequently,  to  obtain  control,  the  syn- 
dicate had  to  purchase  74,585  shares.  The  promoters  organized  what  is  known 
as  the  •'Cincinnati,  Hamilton  &  Dayton  Common  Stock  Syndicate."  To  secure 
subscriptions,  they  pledged  the  Cincinnati,  Hamilton  &  Dayton  to  purchase  a 
controlling  interest  in  the  Pere  Marquette.  They  further  pledged  the  Pere 
Marquette  and  Cincinnati.  Hamilton  &  Dayton  to  guarantee  $3,600,000  of  bonds 
of  a  third  carrier  (Toledo  Terminal  &  Railway  Co.)  and  its  subsidiary,  to.  pur- 
chase control  of  a  fourth  carrier  (the  Toledo-Riverside  Railway  Co.).  to  track- 
age contracts,  express  contracts,  and  equipment  contracts. 

The  Cincinnati,  Hamilton  &  Dayton  Common  Stock  Syndicate  agreement  pro- 
vided for  the  purchase  of  about  65.000  shares  of  common  stock  and  10,000 
shares  of  the  5  per  cent  preferred  stock  of  the  Cincinnati,  Hamilton  &  Dayton 
at  prices  not  to  exceed  $125  and  $110  per  share,  respectively.  The  following 
agreed  to  sell  Cincinnati,  Hamilton  &  Dayton  stock: 
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Name. 


Shares  of 
common. 


Henry  F.  Shoemaker 44,550 

E.  Zimmerman i  12, 000 

Rush-TaKKort,  hv  II.  F.  Shoemaker 1,450 

M.  D.  Woodford;  by  G.  R.  Balch,  attorney I  7,000 


Total 65,000 


Shares   of 
preferred. 


6,400 

2,400 

300 

900 


10,000 


Included  in  the  44,500  shares  of  common  stock,  which  Henry  F.  Shoemaker 
agreed  to  sell  to  the  syndicate,  were  20,286  shares  belonging  to  J.  P.  Morgan 
&  Co. 

No  sooner  had  the  common-stock  syndicate  secured  control  of  the  Cincin- 
nati, Hamilton  &  Dayton  than  it  proceeded  to  carry  out  its  program.  In- 
cluded in  the  syndicate  were  promoters  of  the  Toledo  Terminal  &  Railway  Co. 
and  the  Toledo-Riverside  Railway  Co.  On  both  these  properties  large  sums 
had  been  expended  without  any  prospect  of  either  property  paying  any  return 
on  the  investment.  Stock  of  both  companies  was  regarded  as  worthless,  but 
through  the  Cincinnati,  Hamilton  &  Dayton  Common  Stock  Syndicate  was  sold 
to  the  ere  Marquette  at  a  profit  of  $2,300,000  to  the  promoters. 

The  next  step  was  the  purchase  of  110,000  shares  of  Pere  Marquette  common 
from  H.  F.  Prince  &  Co.  at  $125  per  share.  The  investigation  by  the  Interstate 
Commerce  Commission  shows  that  most  of  this  stock  was  acquired  by  H.  F. 
Prince  &  Co.  at  $85  or  less.  The  Cincinnati.  Hamilton  &  Dayton  at  its  option 
was  permitted  to  pay  for  the  stock  in  cash  or  $75  per  share  in  4  per  cent  re- 
funding mortgage  bonds  plus  $50  per  share  in  new  Cincinnati,  Hamilton  & 
Dayton  common  stock,  or  in  two-year  noninterest  bearing  notes.  The  Cincin- 
nati, Hamilton  &  Dayton  exercised  its  option  and  issued  in  payment  for  the 
110,000  shares  of  Pere  Marquette  4  per  cent  refunding  bonds  and  two-year  non- 
interest  bearing  notes  convertible  into  common  stock  at  par. 

Preferred  stockholders  of  the  Cincinnati.  Hamilton  &  Dayton  objected  strenu- 
ously to  the  acquisition  of  the  Pere  Marquette  stock.  To  free  the  management 
of  the  company  of  any  criticism,  those  in  control  concluded  to  redeem  the  5  per 
cent  preferred  stock  at  110.  In  reality,  this  stock  was  redeemed  at  a  cost  of 
.S140  per  share.  To  finance  the  redemption,  the  Cincinnati,  Hamilton  <fc  Dayton 
management  called  in  H.  B.  Hollins  &  Co.  Hollins  &  Co.  refused  to  undertake 
the  redemption  of  the  preferred  stock  unless  at  the  same  time  they  were  given 
the  opportunity  to  acquire  control  of  the  Cincinnati,  Hamilton  &  Dayton.  In 
this  effort  they  were  successful.  To  finance  the  redemption  of  the  preferred 
stock  and  refund  the  two-year  noninterest  bearing  notes,  which  were  issued  in 
part  payment  for  the  Pere  Marquette  stock,  the  Cincinnati,  Hamilton  &  Dayton 
issued  $15,000,000  of  -4  per  cent  3$-year  collateral  trust  notes.  Of  the  notes, 
$9,388,000  were  set  aside  to  redeem  the  preferred  stock,  while  the  proceeds 
from  $5,612,000  were  to  be  used  to  redeem  the  $5,500,000  of  noninterest  bear- 
ing two-year  notes  issued  as  part  payment  for  the  Pere  Marquette  common 
stock.  These  notes  were  issued  to  H.  P>.  Hollins  &  Co.  at  90  and  through  them 
and  their  associates  resold  at  98.  Taking  into  account  the  discount  on  the 
notes,  the  expenses  incidental  to  their  issue,  the  commissions  paid  banking  in- 
stitutions, and  the  $12  bonus,  one  finds  that  the  cost  to  redeem  the  5  per  cent 

preferred  stock  ex <\'-\  $140  per  share     At  the  time  of  the  redemption  of  this 

stock  it  was  selling  at  about  $105. 

To  redeem  4  per  cent  preferred  stock  in  the  amount  of  $1,074,500,  the  Cin- 
cinnati, Hamilton  &  Dayton  management  concluded  to  sell  $1,162,000  of  the  Cin- 
cinnati, Indiana  iV-  Western  bonds  held  by  it  as  an  investment.  By  this  sale 
fixed  charges  to  the  extent  of  $87,500  were  added  to  the  Cincinnati,  Hamilton 
iV  I  >ayton  properties. 

During  1904—5  Cincinnati,  Hamilton  &  Dayton  indorsed  its  guaranty  on 
$9,207,000  Pere  Marquette   1  per  cent  bonds. 

Between  September  11!  and  October  20,  1905,  J.  P.  Morgan  &  Co.  agreed  to 
purchase  from  H.  B.  Hollins  &  Co.  for  $11,218,000.37,  72,456  shares  of  the  Cin- 
cinnati, Hamilton  &  Dayton.  Of  these,  56,000  shares  were  to  be  paid  for  at 
$160  per  share  and  the  balance  at  $135;  The  disclosures  by  the  Interstate 
Commerce  Commission  show  that  J.  P.  Morgan  &  Co.  were  purchasing  this 
stock  for   the  Erie  Railroad.     The  transfer   was   actually   effected,  but   at    the 
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suggestion  of  E.  H.  Harriman,  President  Underwood  of  the  Erie  obtained 
J.  P.  Morgan  &  Co.  to  rescind  the  contract.  Immediately  after  the  rescission 
of  this  contract  J.  P.  Morgan  &  Co.  took  steps  to  place  the  properties  of  the 
Cincinnati,  Hamilton  &  Dayton  in  the  hands  of  a  receiver.  The  receiver  re- 
tained control  of  the  properties  until  1909,  when  the  control  thereof  was  trans- 
ferred by  J.  P.  Morgan  &  Co.  to  the  Baltimore  &  Ohio.  The  Baltimore  &  Ohio 
since  acquiring  control  of  the  Cincinnati,  Hamilton  &  Dayton  has  found  the 
same  to  be  a  heavy  drain  upon  its  resources.  The  Interstate  Commerce  Com- 
mission finds  that  the  Baltimore  &  Ohio  up  to  June  30,  1916,  had  actually  ex- 
pended or  anticipated  expenditures  on  behalf  of  the  Cincinnati,  Hamilton  & 
Dayton  in  the  amount  of  $39,260,831. 

The  Pere  Marquette  stock,  for  which  the  Cincinnati,  Hamilton  &  Dayton  had 
paid  $125  per  share,  was  sold  to  J.  P.  Morgan  for  $23,  the  loss  to  the  Cincin- 
nati, Hamilton  &  Dayton  on  this  investment,  including  expenses  incidental 
thereto,  aggregating  over  $12,000,000. 

On  June  30,  1914,  Cincinnati,  Hamilton  &  Dayton  reported  an  accumulated 
deficit  of  $29,878,658.83. 

The  report  of  the  Interstate  Commerce  Commission  sliows  beyond  question 
that  the  difficulties  of  the  Cincinnati,  Hamilton  &  Dayton  are  due  to  excessive 
fixed  interest-bearing  obligations  and  to  financial  manipulations  which  con- 
verted stock  and  noninterest  bearing  obligations  into  fixed  obligations  on  which 
interest  had  to  be  paid. 

To  summarize,  the  Cincinnati,  Hamilton  &  Dayton  properties  were  consoli- 
dated in  1896,  passed  under  the  control  of  the  Cincinnati,  Hamilton  &  Dayton 
Common  Stock  Syndicate  in  1905,  and  acquired  by  the  Baltimore  &  Ohio  in 
1909.  The  changes  in  the  outstanding  capital  stock  and  fixed  interest-bearing 
obligations  in  1896,  1905,  1909,  and  1914  are  as  follows: 


June  30, 1896.  |  June  30, 1905. 

June  30,  1909. 

June  30, 1914. 

Stock: 

$8,000,000.00 
6,396,000.00 
1,601,000.00 

87,999,600.00 
302,801.00 

$7,999,600.00 
248,575.00 

87,999,600.00 

248,575.00 

Total 

16,000,000.00 

8,302,401.00 

8,248,175.00 

8,248,175.00 

Long-term  debt: 

Bonds  and  equipment  obligations. . 

11,228,000.00 

38,696,424.00 

38,064,999.00 
955, 298. 00 
364,908.58 

49,918,000.00 

Debt  due  affiliated  companies 

142,000.00 

1,010,043.85 

10,565,715.76 

Total 

11,370,000.00 

39,706,467.85 

39, 385, 205. 58 

60,483,715.76 

3,370,990.28 
2,013,562.68 

4,398,001.11 
4,437,259.26 

2,155,599.59 
10,054,333.44 

2,422,007.12 

3,818,906.94 

On  June  30,  1896,  the  Cincinnati,  Hamilton  &  Dayton  owned  317.99  miles  of 
road  and  operated  under  lease  trackage  rights  additional  mileage  in  the  amount 
of  541.38,  whereas  on  June  30,  1914,  the  company  owned  314.59  miles  and  oper- 
ated under  lease  trackage  rights,  etc.,  1,015.27  miles. 

The  operating  revenues  and  expenses  of  Cincinnati,  Hamilton  &  Dayton  per 
mile  of  road  operated  are  reported  by  Moody  in  his  Analyses  of  Investments  of 
Steam  Railroads,  as  follows : 
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Operating  statistics  per  mile  of  road. 

(Data  from  Moody's  Analyses  of  Investments.] 


Year. 

Miles 
operated. 

Gross 
revenues. 

Operating 
expenses. 

Net 
operating 
revenues. 

Net 
income. 

Taxes 
accrued. 

Fixed 
charges. 

Deficit. 

1905 

1,032 
1,038 
1,038 
1,036 

$7,761 
8,091 
8,620 
9,118 

$5, 818 
6,184 
6,534 
7,324 
7,252 
7,212 
7,943 
9,595 
8,478 

11,722' 

$1,943 
1,907 
2,086 
1,794 
2,129 
2, 472 
1,979 
340 
1,142 
3,738 

$2,036 
2,023 
2,184 
1,887 
2,242 
2,661 
2,184 
551 
1,365 
4,111 

$306 
474 
269 
298 
373 
392 
424 
458 
425 
542 

$1,944 
2,655 
2, 745 
2,285 
2,531 
2,875 
3,379 
3,851 
3,999 
5,490 

$214 

1906 

1,106 

1907 

830 

19101 

696 

1911 

1,015 

9.381 

662 

1912 

1,015  1          9,684 
1,015  1          9,922 
1,015  i          9,935 
1,011             9,620 
622           15,460 

606 

1913 

1,619 

1914 

3, 758 

1915 

3,059 

1916  2 

1,921 

10-year  average.. 

984 

9,759 

7,806 

1,953 

2,124 

396 

3,175 

1,447 

1  Owing  to  the  fact  that  this  road  was  in  receiver's  hands  during  1908-9,  no  annual  reports  were  pub- 
lished, and  the  averages  are  based  on  a  10-vear  record  with  these  years  omitted.  Yard  tracks  and  sidings 
344  miles,  June  30,  1916. 

s  1916  figures  exclude  the  C.  I.  &  W.  Ry.,  which  was  sold  at  foreclosure  sale  Sept.  9,  1915,  and  turned 
over  to  the  new  company  Dee.  1, 1915. 

It  will  be  noted  that  the  fixed  charges  of  the  Cincinnati,  Hamilton  &  Dayton 
increased  from  $1,944  per  mile  in  1905  to  $3,999  in  1915  and  $5,490  in  1916. 
The  increase  in  1916  is  due  in  part  to  the  sale  of  the  Chicago,  Indianapolis  & 
Western,  resulting  in  a  decrease  in  the  mileage  operated  from  1,011  to  622. 

On  July  2,  1914,  Judson  Harmon  and  Rufus  B.  Smith  were  appointed  re- 
ceivers for  Cincinnati,  Hamilton  &  Dayton. 

Foreclosure  proceedings  followed.  In  September,  1915,  the  properties  of 
Cincinnati,  Indianapolis  &  Western  Railroad  Co.  were  sold.  The  lines  of  this 
company,  360  miles,  extend  from  Hamilton,  Ohio,  to  Springfield,  111.,  and  from 
Sidell  to  West  Liberty,  111.  Through  this  foreclosure  sale  the  Cincinnati, 
Hamilton  &  Dayton  stock-owning  interest  was  completely  wiped  out  and  book 
assets  in  the  amount  of  $2,303,352.52  must  be  written  off. 

Through  the  reorganization  368  miles  of  Cincinnati,  Hamilton  &  Dayton  be-, 
come  an  integral  part  of  the  Baltimore  &  Ohio.  This  mileage  consists  of  the 
leasehold  of  the  Dayton  &  Michigan,  main  line  from  Dayton  to  Toledo ;  the  line 
from  Cincinnati  to  Dayton,  the  main  line  branches  from  Tontogany  to  North 
Baltimore,  from  Deshler  to  Findlay ;  from  Hamilton  to  Middletown ;  from  Piqua 
to  Troy  and  Dayton  to  Ironton  Junction.  In  effect,  the  Baltimore  &  Ohio  be- 
comes responsible  for  the  debts  of  the  Cincinnati,  Hamilton  &  Dayton  and  agrees 
to  advance  the  necessary  funds  to  rehabilitate  the  property.  It  is  estimated  that 
the  Baltimore  &  Ohio  will  have  to  advance  from  $35,000,000  to  $40,000,000. 

Proposed  Reorganization  Plan  of  the  Colorado  Midland  Railway  Co. 

The  Colorado  Midland  Railway  Co.  operates  the  following  mileage: 

A.  Line  of  road  owned :  Miles. 

Colorado  Springs  to  New  Castle,  Colo 221.  92 

Arkansas  Junction  to  Leadville,  Colo 4.  80 

Basalt  to  Aspen,  Colo 19.  37 

Cardiff  to  Spring  Gulch,  Colo 15. 01 

Total  line  owned 261. 10 

B.  Lines  jointly  owned  with  Rio  Grande  Junction  R.  R. :  Rifle  Creek  to 

end  of  Rio  Grande  Junction  R.  R 62.  OS 

C.  Trackage  rights  over  Denver  &  Rio  Grande  and  Santa  Fe 14.  46 

Total  mileage  operated 337. 64 

Sidings  owned 76.  50 

Gauge,  standard. 
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On  the  application  of  Central  Trust  Co.  of  New  York,  acting  at  the  request 
of  the  bondholders'  protective  committee,  President  George  W.  Vallery  was 
appointed  receiver  on  December  13,  1912. 

The  Colorado  Midland  Railway  Co.  was  incorporated  October  11,  1897,  under 
the  laws  of  Colorado  as  the  successor  of  the  Colorado  Midland  Railroad  Co., 
sold  under  foreclosure  September  8.  1897  The  road  is  jointly  controlled  by 
the  Colorado  S:  Southern  and  the  Denver  &  Rio  Grande,  each  company  owning 
one-half  of  the  outstanding  stock.  Colorado  &  Southern  is  in  turn  controlled 
by  Chicago.  Burlington  &  Quincy. 

In  1911  Blair  &  Co.  refused  to  comply  with  the  terms  of  a  contract  whereby 
they  had  agreed  to  purchase  the  Colorado  Midland  stock  owned  by  the  Colorado 
&  Southern.  The  refusal  was  based  on  the  ground  that  the  Colorado  &  South- 
ern was  unable  to  give  a  clear  title,  the  stock  having  been  pledged  by  it  to 
secure  payment  of  bonds.  In  1914  the  Supreme  Court,  however,  held  that  the 
Colorado  &  Southern  could  give  a  clear  title  to  the  stock  of  the  Colorado  Mid- 
land and  permitted  its  sale.  The  reports  at  hand  indicate  that  the  Colorado 
i.V  Southern  has  not  disposed  of  its  Colorado  Midland  stock. 

The  Colorado  .Midland  and  Denver  &  Rio  Grande  have  jointly  leased  the 
lines  of  the  Rio  Grande  Junction  Railway,  extending  from  Rifle  Creek  to 
Grand  Junction,  62.08  miles,  for  30  per  cent  of  the  gross  earnings  of  each  com- 
pany over  the  road,  with  a  minimum  rental  equal  to  the  interest  on  the  out- 
standing bonds.  The  payment  of  the  bonds  of  the  Rio  Grande  Junction,  both 
as  to  principal  and  interest,  is  jointly  and  severally  guaranteed  by  Colorado 
.Midland  and  Denver  &  Rio  Grande.  The  bonds  thus  guaranteed  amounted  to 
$2,000,000.  Excepting  during  the  year  1!)14-ir>,  the  Rio  Grande  Junction's 
earnings  have  been  adequate  to  pay  interest. 

The  Rio  Grande  Junction  has  paid  dividends  as  follows: 


Year. 

Dividends. 

Surplus. . 

1911 

$100,000 
100,000 

$95, 183 

1912 

121,648 

1913 

213,540 

1914 

205,648 

1915 

300,000 
100,000 

'120,686 
113,514 

1916 

'  Deficit. 


The  assets  and  liabilities  of  Colorado  Midland  are  reported  (Moody,  1917)  as 
of  June  30,  1916,  as  follows : 

Assets : 

Cost  of  road  and  equipment $17,980,190 

Materials  and  supplies 104,378 

Cash  on   hand 40,487 

Current    accounts 104, 136 

Other    assets 6,  273 

Profit   and    loss 683,713 

Total 18,  979, 177 

Liabilities: 

Capital    stock 8,  376, 100 

Bonded    debt 9,  469,  000 

Accrued    liabilities . 79,  586 

Accrued    depreciation, 160, 146 

Current    liabilities 894,345 

Total 18, 979, 177 
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The  revenues  and  expenses  of  Colorado  Midland  are  reported  as  follows: 


Item. 


Gross  revenues 

Operating  expenses 

Net  operating  revenues 

Operating  ratio percent.. 

Other  income 

Total  net  income 

Taxes  accrued 

Balance  for  charges 

Fixed  charges 

Deficit • 


191G 


$1,516,758 
1,441,149 


75,609 

95.0 

33, 380 


108,989 
96, 862 


12,127 
77,393 


65, 266 


$1,698,780 
1,541,176 


157,604 

90.7 
30, 465 


1SS.009 
109, 710 


78, 359 
89, 569 


11,210 


$1,748,073 
1,729,612 


18,461 

98. 9 

23,744 


42, 205 
108,000 


65,795 

74,889 


140,684 


1913 


$1,828,335 

1,657,828 


170,507 

90.7 

14.592 


185,099 

95, 477 


89,622 

282, 439 


192,817 


$1,830,165 
1,554,965 


275,200 

85.0 
39, 115 


314,315 
91,200 


223,115 
474,537 


1911 


$1,914,657 

1,667,375 


247,282 
XT.  1 

37,443 

284,725 
91,800 


192,925 

400,641 

267,716 


i  Deficit. 


Subsequenl  to  the  appointment  of  a  receiver  the  bond  interest  has  not  been 
accrued. 

The  reorganization  committee  litis  submitted  a  plan  (Commercial  ami  Finan- 
cial Chronicle,  vol.  104.  p.  1145,  Mar.  24,  1917)  for  reorganizing  Colorado  Mid- 
land which  apparently  wipes  out  till  of  the  $3,421,300  common  and  $4,954,800 
preferred  stuck  now  outstanding  and  converts  the  $9,532,000  first  mortgage  4 
per  cent  bonds  into  common  stock. 

The  bondholders  upon  paying  an  amount  in  cash  equal  to  20  per  cent  of  the 
bonds  outstanding  will  receive  6  per  cent  cumulative  preferred  stock  in  the 
amount  of  $1,9(10,400.  The  cash  thus  paid  in  will  be  used  for  the  following 
purposes : 

To  pay  taxes,  rentals,  and  other  claims  requiring  settlement  in  re- 
organization, immediate  betterments,  and  improvements 1_ $1,  089,  384 

As  compensation  for  reorganization  committee . 20,000 

To  pay  reorganization  expenses , 150,  000 

For   working  capital,   syndicate   commissions,    reserves,   contingen- 
cies, etc 647,  016 

Holders  of  certificates  of  deposit  are  entitled  to  subscribe  for  preferred  stock 
equal  to  20  per  cent  of  the  face  value  of  their  certificates  of  deposit,  or  in  an 
amount  not  exceeding  $200  on  each  $1,000  bond.  In  exchange  they  will  receive 
10  per  cent  now  common  stock  offered  in  exchange  for  all  deposited  first-mort- 
gage bonds,  20  per  cent  in  new  preferred,  and  90  per  cent  in  new  common  stock. 

The  new  common  stock  will  be  distributed  as  follows  : 

To  bondholders  without  payment $953,  200 

To  bondholders  making  payment  under  plan 8,  578,  800 

For  reorganization  purposes  or  treasury  of  new  company . 6S,  000 

Total 9,  600,  000 

Receiver  Vallery  in  a  statement  of  March  6.  1917,  indorsing  the  reorganiza- 
tion plan  says  in  part : 

"The  plan  is  in  effect  the  payment  of  indebtedness  prior  to  the  bonds  and,  if 
consummated,  will  result  in  giving  to  the  bondholders,  who  are  its  rea)  owners, 
the  control  of  the  property.  I  believe  the  prospects  for  the  future  are  good, 
and  that  with  the  owners  in  control  and  the  fixed  interest  charges  eliminated  as 
per  plan,  the  property  under  normal  conditions  and  with  competent  manage- 
ment will  make  a  much  better  showing  than  is  possible  under  receivership." 

Receiver  Vallery  is  of  the  opinion  that  after  the  proposed  improvements  are 
installed  the  company's  gross  operating  expenses  should  not  exceed  75  per  cent 
of  the  gross  earnings.  Taking  the  1916  earnings,  $1,666,813  as  a  basis,  this 
would  "  leave  net  earnings  of  about  $257,824  per  annum  alter  deducting  taxes 
and  rentals  of  tracks  and  other  income  charges,  or  more  than  twice  the 
amount  necessary  for  the  payment  of  full  6  per  cent  dividends  upon  the 
$1,910,000  new  preferred  stock  soon  to  be  issued." 

The  Colorado  Midland  Railroad  Co.,  successor  to  the  Colorado  Midland  Rail- 
way Co.,  took  possession  of  the  properties  on  June  1,  1917.     The  new  company 
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begins  its  career  without  any  indebtedness.    As  stated,  the  reorganization  plan 
converted  $9,469,000  of  funded  debt  into  common  stock. 

On  June  5,  1917,  President  A.  E.  Carlson  was  reported  as  saying  that  the  new 
owners  of  the  properties  will  within  one  year  spend  $1,000,000  for  improve- 
ments. The  improvements  include  an  8-mile  link  connecting  the  Uintah  Rail- 
road at  Mack,  Colo.,  with  the  Grand  River  Valley  Railroad  at  Fruita. 

Receivership  of  Columbus  &  Southern  Railway. 

Columbus  &  Southern  Railway  was  incorporated  July  26,  1902,  under  the 
laws  of  Ohio.  It  succeeded  to  the  properties  of  Columbus.  Wellston  &  Southern 
Railroad.  The  line  of  road  extends  from  South  Bloomington  to  Wyandotte, 
Ohio,  22.82  miles. 

On  October  19,  1914,  Henry  A.  Middleton,  of  Columbus,  Ohio,  was  appointed 
receiver.  The  application  for  a  receiver  was  made  by  James  C.  Melvin,  a  credi- 
tor, who  alleges  the  company  owed  him  $200,000,  being  a  balance  on  $500,000 
of  bonds  and  an  additional  sum  of  $18,575  for  advances. 

The  property  was  sold  under  foreclosure  on  February  2S.  1916. 

The  company  has  reported  revenues  as  follows: 

1910-11 $15,  007 

1911-12 15,  677 

1912-13 14,  057 

1913-14 10,  812 

1914-15 4,  527 

The  operating  expenses  and  taxes  are  reported  as  follows : 

1910-11 $16,  765 

1911-12 16,  448 

1912-13 18, 178 

1913-14 12,  059 

1914-15 5,  772 

The  deficit  before  payment  of  interest  is  reported  as  follows : 

1910-11 $1,  758 

1911-12 771 

1912-13 4. 121 

1913-14 1.  247 

1914-15 1,  245 

According  to  the  general  balance  sheet  published  in  Moody's  Analyses  of  Rail- 
road Investments,  the  company  valued  its  road  and  equipment  on  June  30,  1915, 
at  $2,514,613. 

It  reported  liabilities  as  follows: 

Capital  stock $2,  000, 000 

Bonded  debt 500,  000 

Current  liabilities 16,058 

It  appears  that  thus  road  suffered  severely  from  the  floods  during  1913  and 
1914. 

Receivership  of  Georgia  &  Florida  Railway. 

A  casual  examination  of  the  financial  statements  of  Georgia  &  Florida  Rail- 
way convinces  one  that  the  opinions  and  assertions  of  the  promoters  of  this 
company  were  erroneous  and  unwarranted.  The  present  capitalization  presents 
a  hopeless  situation.  In  1916  the  company  reported  operating  revenues  amount- 
ing to  $737,166,  other  income  $7,636,  total  $744,802,  whereas  the  fixed  charges, 
including  $35,877  for  taxes,  amounted  to  $611,093,  or  about  81  per  cent  of  the 
total  earnings.  The  operating  expenses  during  1915-16,  however,  absorbed  93.75 
per  cent  of  the  operating  revenues,  leaving  only  $46,049  to  meet  fixed  charges 
amounting  to  $611,093.  The  company's  deficit  for  the  year  amounted  to 
$557,408.  or  $1,597  per  mile. 

Since  1906,  the  year  of  the  incorporation  of  the  company,  it  has  accumulated 
a  deficit  of  $2,416,439.  Elsewhere  in  this  report  appear  tables  showing  the 
revenues  and  expenses  of  the  Georgia  &  Florida. 

Georgia  &  Florida  Railway  was  incorporated  in  1906  under  the  laws  of 
Georgia.  President  John  Skelton  Williams,  in  his  1908  report,  says  in  sub- 
stance : 
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'•Early  in  1006  attention  was  directed  to  the  need  of  a  new  line  from 
Augusta,  Ga.,  southwesterly  to  northern  Florida  through  a  rich  country, 
deficient  in  railways  running  north  and  south.  A  syndicate  was  formed  to  ac 
quire  the  following  roads: 

Miles. 

Augusta  &  Florida  Railway.  Keysville  to  Midville,  Ga 20.0 

Atlantic  .V  Gulf  Shore  Line  It.  R.,  Midville  to  Swansboro,  Ga  16.  7 

Milieu  &  Southwestern  R.  K..  Millen  to  Vidalia,  Ga 52.7 

Ocilla  &  Valdosia  Et.  R.,  Hazelhurst  to  Broxton,  Ga 29.7 

Douglas,  Augusta  &  Gulf  Ry.,  Barrows  BlufE  to  Nashville,  Ga_. 55.6 

Nashville  &  Sparks  R.  R.,  Nashville  to  Sparks.  Ga      11.6 

Valdosia   Southern  Ry.,  Valdosta,  Ga.,  to  .Madison.   Fla 27.2 

"A  through  line  from  Augusta,  Ga..  to  Madison.  Fla.,  called  for  the  construc- 
tion of  connecting  links  amounting  to  117. S  miles.  The  above  properties  were 
acquired  AugUSl  12,  1007,  pursuant  to  a  plan  which  called  for  the  purchase  of 
tin-  above  7  lines  of  railway;  the  building  of  120  miles  of  additional  line:  the 
regrading  of  225  miles  of  existing  road  ;  the  replacing  of  old  rails  with  70- 
pound  rails:  the  building  of  new  depots,  water  tanks,  coal  chutes,  telegraph 
lines,  and  the  purchase  of  new  equipment." 

Through  service  from  Augusta,  Ga.,  to  Madison.  Fla..  was  inaugurated  .Inly 
1,  1910.  In  November,  1010.  the  company  acquired  the  18  miles  of  road  owned 
by  the  Sparks  Western  Railway. 

Georgia  &  Florida  Terminal  Co.  was  organized  to  acquire  terminal  properties 
at  Augusta  and  Valdosta,  Ga.  All  the  stock  of  the  terminal  company  is  owned 
by  the  Georgia  &  Florida,  which  also  has  guaranteed  the  payment  of  $200,000 
face  value  of  bonds  of  the  terminal  company. 

Early  in  1912  the  Georgia  &  Florida  issued  $2,000,000  of  5  per  cent  20-year 
income  bonds,  due  February  1,  1032.  These  bonds  were  underwritten  by  Mid- 
dendorf  Williams  &  Co.  at  52  and  by  it  offered  to  the  stockholders  of  the  rail- 
way at  the  same  price.  The  proceeds  were  used,  according  to  the  company's 
reports,  to  pay  floating  indebtedness  incurred  to  complete  the  road,  redeem 
equipment  obligations,  and  provide  for  working  capital. 

In  November.  1012.  Shil lard-Smith.  Daniel  y  Co.,  of  Philadelphia,  offered 
in  London,  through  Parr's  Bank,  at  86,  $1,000,000  of  first  mortgage  fives.  The 
prospectus  issued  in  aid  of  selling  these  bonds  recited  "tint  $5,595,000  of  the 
firs,  mortgage  bonds  were  outstanding  out  of  a  total  of  $12,000,000  authorized 
and  that  there  was  outstanding  $2,000,000  of  income  bonds.  $3,500,000  preferred 
stock.  $5,250,000  common  stock;  that  the  Georgia  &  Florida  Railway,  now 
fully  completed  and  in  operation,  is  an  amalgamation  and  reorganization  of  a 
number  of  smaller  lines  to  connect  and  extend  which  about  12.1  miles  additional 
lilies  have  been  built ;  that  the  company  owns  332  miles;  that  it  operates  under 
lease  .".o  miles:  that  its  lines  traverse  a  productive  and  rapidly  growing  country; 
that  the  road  does  not  parallel  any  other  line  for  any  greal  extent,  but  crosses 
at  right  angles  practically  every  line  in  Georgia,  including  Seaboard  Air  Line. 
Atlantic  Coast  Line.  Southern  Railway,  Central  of  Georgia  Railway,  Georgia 
Southern  &  Florida;  that  the  company  has  traffic  agreements  with  all  of  these; 
thai  its  funded  indebtedness  amounts  to  but  $17,900  per  mile:  and  that  if  an 
operating  ratio  of  66{j  per  cent  is  assumed  the  road  to  meet  its  fixed  charges 
needs  to  earn  but  $2,700  per  mile  gross. 

Experience,  however,  shows  that  the  company  at  no  time  earned  $2,700  per 
n ■;'(■.  Its  reports  show  earnings  ner  mile  as  follows:  1908,  $1,408;  1909,  $1  775; 
1910.  $]  909;  1911,  $2,123;  1012,  $2,274;  1913.  $2,365;  1914.  $2,432;  1915,  $1,949; 
and  in  L916,  $2,112.    only  a  part  of  the  $1,000,000  of  bonds  were  sold. 

In  a  letter  of  October  11,  1913,  President   R.  Lancaster   (elected  in  1913)   says; 

•■  _fter  conference  with  ti1(.  holders  of  large  amounts  of  the  first  mortgage 
5  per  cent  bonds,  it  has  been  determined  that  provision  should  he  nrule  to  fund 
or  'Mend  the  payment  of  interest  for  three  years  upon  the  first  mortgage  bonds. 
Tin-;  suggestion  has  been  brought  about  by  low  earnings  caused  by  Hoods  and 
damage  to  cotton  and  other  crops  which  could  not  have  been  foreseen.  The 
executive  committee  recommends  the  deposit  of  coupons  maturing  November 
1.  1913.  to  My  1.  1916,  both  inclusive,  in  exchange  for  five  year  5  per  cent  notes 
dated  November  1.  1013.  due  November  1.  ibis,  secured  by  deposit  of  coupons. 
By  thus  deferring  payment  of  interest  it  is  believed  sufficient  time  will  be  given 
to  develop  the  property  and  demonstrate  its  real  earning  capacity.  The  prop- 
erty is  in  excellent  physical  condition  and  under  normal  crop  conditions  is 
capable  of   showing  good    earnings.     Unless    the   bondholders   cooperate   in    this 
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efforl   ii   will  be  unpractical  to  continue  the  development  of  the  property  with- 
out greal  loss  to  the  security  holders." 

Subsequently  the  plan  was  so  modified  as  to  permit  the  deposit  of  coupons  at 
the  time  of  their  maturity  rather  than  all  of  them  at  the  time  the  initial  coupon 
was  deposited.  This  change  was  made  to  meet  the  objection  of  the  Baltimore 
Trust  Co.  While  more  than  82  per  cent  of  the  bondholders  have  deposited  their 
coupons  under  the  plan,  it  was  found  necessary  to  request  the  appointment  of  a 
receiver. 

The  petition  for  a  receiver  was  hied  by  Baltimore  Trust  Co.,  and  on  March 
27.  1915,  Judge  Hammond,  of  the  superior  court  at  Augusta.  Ga.,  appointed  the 
following  receivers:  Col.  J.  M.  Wilkinson.  Valdosta,  Ga. ;  Harry  It.  Warfield, 
vice  president  of  the  Baltimore  Trust  Co.;  and  W.  R.  Sullivan,  of  Redmond  & 
Co.,  of  New  York.  On  .March  2,  1910,  Langbourne  M.  Williams,  of  John  L. 
Williams  &  Sons.  Richmond.  Va.,  was  appointed  receiver  to  succeed  Col.  J.  M. 
Wilkinson,  deceased. 

Georgia  &  Florida  Railway,  on  June  30.  1916,  operated  the  following  mileage: 
Lines  owned  ; 

Miles. 

Keysvilie.  Ga.,   to   .Madison.   Ida 223.7 

Milieu  division.  Milieu  to  Pendleton.  Ga 43.  G 

Douglas  Junction  to  Barrows  Bluff.  Ga 17.1 

Nashville    io    Kingwood,   Ga 31.9 

Sparks  to  Adel,  Ga 2.2 

Total    owned— 318.5 

Trackage : 

Central  of  Georgia   Uy..  al   Milieu.  Ga .4 

A.  P..  &    v.   Uy..   Kingwood,  Ga.,  to  Moultrie 2.2 

Augusta    Southern    Uy..    Keysvilie  to  Augusta,  Ga 25.9 

Total    trackage  28.5 

Mileage  under  contract    with   Georgia  &  Florida  Terminal,  al    Valdosta, 

Ga 1.1 

Grand   total  operated 348.  in 

Sidings    owned 43.  41 

Gauge,  standard. 

<)n  June  :!<),  1916,  the  company  was  capitalized  as  follows: 

Common   stock $5,  250,  000 

Preferred    stock 3,500,00(1 

Funded   debt 7,822,000 

First   mortgage  bonds $5,610,000 

Income    bonds 2,000,000 

Milieu  &  Southwestern  bonds 212,000 

Equipment  trust  notes 38,113 

Total   capitalization 16,  610, 113 

Capitalization  per  mile  owned 52,153 

Capitalization   per  mile  operated 47.593 

While  this  capitalization  on  its  face  may  not  appear  excessive,  ye1  when  con 
sidered  in  conjunction  with  the  road's  earnings  it  becomes  very  apparent  that 
the  fixed  charges  are  too  heavy  a  burden  for  this  system  to  carry. 

While  no  reorganization  plan  has  been  prepared,  it  is  very  obvious  that  such 
a  plan  must  make  provision  for  a  large  reduction  of  the  fixed  charges  of  this 
<■(  mpany. 

Moody,  in  his  Analyses  of  Railroad  Investments,  reports  revenues  and 
expenses,  passenger  and  freight  density,  and  other  operating  statistics  of  the 
Georgia  ..V-  Florida,  as  shown  in  the  tables  following: 
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Operating  statistics  per  mile  of  road  operated*. 

[Data  from  Moody's  Analyses  of  Railroad  Investments  | 


year  ended  June 
30— 


1908 

1909 

1910 

1911 

1912 

1913 

1914 

191") 

1916 

9-year  average. 


Miles 
irated 


227 
217 
271! 
332 
352 
352 
350 
:::,() 
349 


Gross 

revenue. 


$1,408 
1,775 
1 ,  909 
2. 123 
2.274 
2,365 
2,432 
1.949 
2,112 


Maintenance. 


Wav. 


S223 
245 
25  1 
256 
398 
435 
146 
149 
509 


Equip- 
menl . 


1231 

257 
'.10 

287 

32S 
351 
403 
436 
415  I 


Total. 


$454 
502 
344 
543 
726 
786 

849 
885 
924 


315 


2. 039 


357 


ill 


litis 


All  other 
operating 

expenses 


1732 
841 
1,150 
1.176 
1,331 
1 .  298 
1.257 
1,135 
1.056 


Net 

iperat  ins 

revenues. 


8222 
132 
115 

404 
217 
281 
326 
•  71 
132 


1,108 


263 


Total 

net 

income 


8239 
510 
185 

727 
221 
520 
347 
1  L62 
154 


349 


year  ended  fune  30 


1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1910 

9-year  average 


Taxes 

accrued. 


851 

58 
65 
81 

111 
113 
121 
119 
103 


'.il 


Balance 
charts.     charSei 


Fixed 


8188 
152 

420 
646 
110 
407 
226 
•181 
51 


863 

370 
94 

551 
1,127 
1,553 
1.511 
1,638 
1,648 


258 


954 


Margin 
of 

safety. 


Pi  r  cent. 
66 
18 
78 
15 


Surplus 
over 

charges. 


8125 

82 

326 

95 

1,017 

1,1  16 
1,318 
1,819 

1 ,  597 


i  690 


i  Deficit. 

Physical  factors — Mileage,  equipment,  and  operation. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year  ended  June  30— 


1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

9-ye  ir  average 


Average  I  Locomo- 

miles  tives 

operated.  {   owned. 


Passenger 

cars 
owned. 


Freight 
and  com- 
pany cars 

owned. 


227 
247 
273 
332 
352 
352 
350 
350 
349 


166 
646 
609 
609 
596 
568 
644 
589 
575 


Freight, 
to  all 
traffic. 


Per  cent. 
63 

66 
61 
59 
64 
65 
114 

7D 


Passenger 
densitv. 


J.i 


15,146 

Pi.  772 
23,975 
30,050 
26,470 
2*,142 
27,513 
19,682 
19.537 

22. "21 


Freight 

density. 


22, 
32, 
51, 
73. 
99, 
116, 
101, 
91. 
103, 


712 
866 

35  I 
993 
830 
7S7 
097 
56  I 
865 


year  ended  June  30- 


ti.nii 
load 


Train         v vei  '  "'  ''  '  "' 

mile        rate  Der  ratc  I'1'1' 

passengei  ton  per 

i  ei  mile.  mile. 


carnim 


Tons. 

1908 

1909 

1910. 

1911 

i9i2  :::::::::::;::::::: mv 

1913 ,-,- 

1914 87 

1915 '  97 

1916 ......['_  ■  ; 

9-year  average -. 


80  90 
1.01 

l.oi 
1. 00 
1  10 
1  19 
■1.21 
1  12 
1   is 

1  07 


ii  nts. 
2.84 
2.  88 


2.61 

2.  18 
2.  68 


Cenlt 


3  s7 
;  P9 
.  I 
1.70 
1  II 
I  32 
1.55 
I  17 
1-   6 


2.02 


Note     Difficulty  ofroad  is] 
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Receivership  of  International  &  Great  Northern  Railway  Co. 

On  June  30,  1916,  International  &  Great  Northern  Railway  Co.,  hereinafter 
referred  to  as  the  International,  operated  the  following  mileage: 

Lines  owned : 

Longview  Junction   (El  Paso  line  of  Texas  &  Pacific)   to  Laredo,  Miles. 

Tex 493.9 

Palestine  to  Houston,  Tex 150.  7 

Spring  to  Texas  &  Pacific  connection,  Fort  Worth,  Tex_^ 271.  8 

Mineola  branch,  Troupe  to  Mineola,  Tex 44.  4 

Columbia  branch,  Houston  to  East  Columbia,  Tex 50.0 

Madisonville  branch,  Navasota  branch  to  Madisonville,  Tex 44.  7 

Other  branches  and  spurs 14.  6 

Houston  belt  terminals,  Houston  to  Buffalo  Bayou,  Tex 10.  2 

Georgetown  R.  R.,  Round  Rock  to  Georgetown,  Tex 9.  7 

Henderson  &  Overton  R.  R.,  Overton  to  Henderson,  Tex 16.  0 

Total  miles  owned 1,106.0 


Trackage  rights : 

Galveston,  Houston  &  Henderson  R.  R.,  Houston  to  Galveston,  Tex_  41).  4 

St.  Louis  Southwestern  Ry.  of  Texas,  Waco  terminals 3.  4 

Texas  &  Pacific  Ry.,  Fort  Worth  terminals .  7 

Total  trackage  rights 53.5 


Total  miles  operated 1, 159.  5 

The  International  is  a  Gould  property  connecting  Houston  and  Laredo,  Tex., 
with  the  lines  of  the  Texas  &  Pacific  al  Port  Worth.  Mineola,  and  Longview. 
Tex.  Galveston,  Tex.,  is  reached  by  means  of  trackage  rights  over  lines  of 
Galveston,  Houston  &  Henderson  Railroad  Co. 

The  Intei-national  has  been  the  victim  of  short-term  financing,  floods,  and  the 
Mexican  revolution.  The  officers  of  the  company  also  contend  that  the  attitude 
of  the  Texas  Railroad  Commission  has  hampered  them. 

To  fully  comprehend  the  difficulties  of  the  International  (organized  Aug.  10, 
1911)  it  is  necessary  to  refer  to  its  predecessor  in  interest.  International  & 
Great  Northern  Railroad  Co.,  hereinafter  referred  to  as  the  Old  International. 

The  properties  of  Old  International  were  sold  at  foreclosure  sale  to  the  Inter- 
national in  August,  1911. 

The  capitalization  of  Old  International  at  the  date  of  the  sale  of  its  prop- 
erties is  reported  as  follows : 

First-mortgage  bonds,  due  November,  1919 .$11,291,000 

Colorado  Bridge  first-mortgage  bonds,  due  May  1,  1920 198,000 

San  Antonio  station  loan 42,000 

Equipment  obligations 392,650 

Receiver's  equipment  notes 276,000 

Second-mortgage  bonds  in  default ^ 12,907,044 

Principal $2,961,000 

Interest  to  May  16,  1911 2,516,644 

Third-mortgage   bonds 3,  903, 056 

Principal 2,  961,  000 

Interest 1 937,  000 

Sciip 5,  052 

Judgments  and   floating  debt 6,  835,  063 

Floating  debt 5,  513,600 

< >ther    debt 1,  321.  463 

( 'apital    stock 9,  755,  000 


Total  capitalization  of  Old   International___   45,600.413 

Capitalization  of  International  (new  company) 35,457,000 

First-mortgage  bonds   (old  issue) 11,291,000 

Colorado  Bridge  bonds  (old  issue) 198,000 

Equipment  obligations   (old  issue) 276,000 

First  and  refunding  bonds  (new  issue) 13,750,000 

San  Antonio  station  loan  (old  issue) 42,000 

Preferred  stock  5  per  cent  noncumulative    (new 

issue) 3,  400,  000 

Common  stock  (new  issue) 6,500,000 
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The  reorganization  committee  estimated  the  cash  requirements  a1  $15,340,000, 
to  pay  (a)  $12,907,644  principal  and  Lnteresl  second-mortgage  bonds,  (b) 
$392,650  equipmenl  certificates,  (c)  $.1,321,463  audited  vouchers  and  claims, 
and   (d)  $718,243  reorganization  expenses,  provide  for  working  capital,  etc. 

The  $15,340,000  cash  was  raised  as  follows:  (a)  $11,000,000  through  sale  of 
3-year  5  per  cent  notes,  the  payment  of  which  was  secured  by  $13,750,000  firsl 
and  refunding  bonds,  of  which  $12,150,000  was  deposited  bv  company  and 
$1,600,000  by  syndicate;  (o)  $4,340,000  furnished  by  syndicate  "in  exchange  for 
(1)  $1,600,000  first  and  refunding  bonds,  (2)  $3,400,000  preferred  stock,  and 
C.)  $2,000,000  common  stock. 

As  payments  were  made  on  the  $11,000,000  notes,  the  $1,600,000  first  and 
refunding  bonds  delivered  to  the  company  were  to  he  exchanged  for  preferred 
stock. 

Common  stock  in  the  amount  of  $4,000,000  was  to  he  exchanged  for  the  third 
mortgage  bonds,  and  interest  due  thereon;  total,  $3,903,056. 

An  order  of  the  Texas  Railroad  Commission,  dated  September  27.  1911  (Com- 
mercial and  Financial  Chronicle,  vol.  93,  p.  1105),  approving  an  issue  of  se- 
curity of  $o0.3Gr>,047,  places  a  value  of  $30,365,047  upon  the  property,  rights, 
and  franchises  of  the  road.  The  valuation  is  "  subject  to  such  additions,  if 
any.  as  shall  result  from  the  examination  now  being-  made  by  the  commission 
of  certain  real  estate." 

The  reorganization  plan  called  for  a  total  valuation  of  at  least  $35,457,000. 
The  valuation  fixed  by  the  Texas  commission  prevented  the  issue  of  $6,500,000 
of  common  stock  as  per  reorganization  plan.  To  protect  the  equity  of  the 
third  mortgage  bondholders  of  Old  International,  the  International  and  Croat 
Northern  Holding  Corporation  was  organized  under  the  laws  of  Virginia,  with 
an  authorized  stock  issue  of  $5,500,000.  A  statement  appearing  in  the  Com- 
mercial and  Financial  Chronicle  (vol.  93,  p.  1386),  reads  in  part  as  follows: 

"  Holding  company  to  be  used  in  a  way  so  as  to  preserve  the  equity  of  the 
third-mortgage  bondholders  of  that  company  in  case  the  Texas  commission 
does  not  allow  more  than  $30,365,047.  Reorganization  plan  calls  for  a  value 
of  $35,457,000.  Unless  commission  raises  value,  the  company  will  be  prevented 
to  issue  £4,000.000  common  stock  in  exchange  for  third-mortgage  bonds.  Hold- 
ing company  proposes  to  buy  entire  common  stock  authorized  by  commission, 
and  then  issue  participation  certificates  of  beneficial  interest  to  the  full  value 
of  the  common  stock  called  for  by  reorganization  plan.  The  value  fixed  h\ 
Texas  commission  allows  the  issue  of  but  $1,408,000  common  stock. 

"  Until  the  commission  raises  the  value  to  that  desired  by  the  reorganiza- 
tion committee,  the  holding  company,  it  is  stated,  will  serve  the  useful  purpose 
of  preserving  the  third-mortgage  bondholders'  equity  in  a  property  whose  real 
value  is  variously  estimated  at  from  $5,000,000  to  $10,000,000  above  that  fixed 
by  the  Texas  commission." 

The  $11,000,000  three-year  5  per  cent  notes  due  August  1.  1914.  International, 
were  underwritten  by  Redmond  &  Co.,  J.  &  W.  Seligman  &  Co.,  of  New  York, 
and  Middendorf.  Williams  &  Co.,  of  Baltimore,  and  sold  by  them  at  99i,  or  on 
a  5|  per  cent  basis. 

Under  date  of  July  13.  1912  (Commercial  and  Financial  Chronicle,  vol.  95, 
p.  176)   the  company  issued  a  statement  reading  in  part  as  follows: 

"  When  Thomas  J.  Freeman  was  appointed  receiver  in  1908  he  predicted 
that  its  business  could  be  increased  at  the  rate  of  10  per  cent  yearly.  In 
four  years  ending  June  30,  1912.  gross  revenues  increased  47.7  per  cent,  or 
nearly  11  per  cent  per  annum.  In  the  fiscal  year  ending  June  30,  1908,  the 
total  revenues  were  $6,922,000.  Furthermore,  the  company  in  the  current  year 
enters  upon  what  promises  to  be  the  greatest  traffic  year  ever  known  in  the 
Southwest.  The  cotton  crop,  which  last  year  was  heavier  than  normal,  is  ex- 
pected to  be  1,500,000  bales  heavier  in  Texas,  Oklahoma,  and  Arkansas  than 
last  year.    The  fruit  crop  will  be  heavy. 

"  Since  the  end  of  receivership  in  September  last  the  company  has  given  a 
good  account  of  itself.  In  the  seven  and  one-half  months  from  September  6. 
1911.  to  April  30,  1912,  the  property  earned  $860,000  in  excess  of  charges.  This 
is  5  per  cent  on  preferred  and  20  per  cent  on  participation  certificates. 

"When  the  company  wns  reorganized  the  valuation  piloted  by  the  Texas 
Railroad  Commission  permitted  of  the  issue  of  only  $1,422,000  common  stock. 
Inasmuch  as  the  $6,500,000  equity  of  the  third-mortgage  bondholders  neces- 
sarily  had  to  be  represented  by   common   stock,  reorganizes  surmounted  the 
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difficulty  by  organizing  a  holding  company,  which  took  over  the  entire 
$1,422,000  common  stock  as  well  as  $5,078,000  interim  certificates  representing 
additional  equity.  The  holding  company,  on  the  other  hand,  issued  partici- 
pation certificates  to  the  amount  of  $6,500,000  to  holders  of  third-mortgage 
bonds,  whose  claims  under  the  reorganization  plan  were  to  be  discharged  by 
exchange  therefor  of  common  stock  in  the  new  company." 

While  apparently  the  Gould  interests  controlled  the  International  as  well 
as  the  Missouri  Pacific,  the  latter  in  1012  took  steps  to  obtain  a  direct  control 
of  the  former. 

The  Commercial  and  Financial  Chronicle  (vol.  95.  p.  1331)  quotes  the 
Missouri  Pacific  bankers  as  follows: 

"President  Bush  has  informed  his  board  of  directors  that  he  believes  that 
the  International  &  Great  Northern  should  become  an  integral  part  of  the 
Missouri  Pacific-Iron  Mountain  system,  and  under  his  advice  the  board  of 
directors  is  negotiating  for  an  option  of  International  &  Great  Northern  pre- 
ferred and  common  stock  holding  of  the  J.  Gould  estate  and  Frank  J.  Gould. 
The  Missouri  Pacific  board  has  appointed  a  special  committee,  consisting  of 
J.  G.  Metcalfe.  E.  D.  Adams,  and  Edgar  L.  Marston,  to  make  an  investigation 
into  the  physical  and  financial  condition  of  the  International  &  Great  Northern 
property." 

(Data  at  hand  does  not  show  that  Missouri  Pacific  ever  obtained  direct 
control. ) 

The  only  dividend  paid  by  the  International  was  $136,000  on  preferred  stock 
in  1913. 

In  its  issue  of  July  11.  1914.  the  Commercial  and  Financial  Chronicle  says: 

"An  announcement  is  expected  shortly  of  a  plan  providing  for  the  extension 
of  $11,000,000  three-year  5  per  cent  notes  maturing  August  1.  Representatives 
of  the  three  banking  houses  which  brought  out  this  issue  have  this  matter 
under  consideration.  The  earnings  have  been  peer  and  it  is  expected  that  de- 
posit of  the  notes  will  be  requested." 

In  its  issue  of  August  1.  1914.  the  Commercial  ami  Financial  Chronicle  (vol. 
09.  p.  342)  reports  that  a  majority  of  the  note  holders  had  approved  the  plan 
for  a  renewal  for  two  and  one-half  years,  at  6  per  cent,  the  $11,000,000  three- 
year  5  per  cent  notes  which  matured  on  August  1.  1914.  Frederick  Strauss,  of 
J.  &  W.  Seligman  &  Co..  on  July  28,  1914,  issued  a  statement  which  reads  in 
part  as  follows : 

"An  understanding  has  been  arrived  at  between  the  trustees  of  the  estate  of 
J.  Gould,  the  owners  of  a  majority  interest  in  the  stock  of  the  International  & 
Great  Northern  Railroad  whereby  an  option  on  advantageous  terms  has  been 
given  to  the  committee  representing  a  majority  of  the  note  holders  to  purchase 
51  per  cent  of  the  preferred  stock  of  l he  International  &  Great  Northern 
Railroad  Co,  and  51  per  cent  of  the  stock  of  the  International  &  Great  Northern 
Corporation  which  owns  all  of  the  common  stock  of  the  railroad  company.  The 
exercise  of  the  option  is  conditioned  upon  the  extension  of  all  of  the  notes  for 
a  period  of  two  and  one-half  years  ar  6  per  cent,  the  notes  to  be  repaid  at  101 
at  maturity.  A  part  of  the  arrangement  is  a  guaranty  of  interest  equivalent 
to  $660,000  for  benefit  of  the  note  holders  over  a  period  of  two  and  one-half 
years.  It  is  thought  that  this  guaranty  will  not  be  needed,  but  it  has  been 
created  to  guard  against  any  shortage  in  earnings  during  the  period  of  the 
extended  notes." 

In  its  issue  of  August  15,  1914.  the  Commercial  and  Financial  Chronicle  i  vol. 
99,  p.  467)   reports: 

"  Judge  Burns,  of  the  United  States  court  at  Houston,  Tex.,  on  August  11, 
appointed  James  A.  Baker,  of  Houston,  and  Cecil  A.  Lyon,  of  Sherman,  as  re- 
ceivers of  the  property  of  the  International  &  Great  Northern  Railroad  Co.,  at 
the  request  of  the  protective  committee  which  recently  published  a  plan  for  the 
extension  of  the  $11,000,000  three-year  5  per  cent  notes. 

"A  statement  by  President  James  J.  Freeman  said  that  it  was  impossible  to 
meet  either  interest  or  principal  of  the  notes  due  August  1,  and  as  there  was 
no  market  for  the  bonds  a  default  resulted.  The  executors  of  the  J.  Gould 
estate  consented  to  the  plan  of  extending  the  notes  for  two  and  one-half  years 
at  6  per  cent,  but  the  unsettled  financial  situation  brought  about  by  the  Euro- 
pean war  and  a  less  favorable  outlook  for  the  cotton  crop  along  the  line  caused 
the  plan  to  fall  through. 
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"Alexander  J.  Hemphill,  chairman  of  the  note-holders  committee,  announced 
that  unforeseen  circumstances  have  brought  about  a  receivership  of  the  property 
and  have  made  the  plan  impracticable  of  execution  at  the  present  time.*' 

In  November,  1014,  the  Guarantee  Trust  Co.  reported  thai  90  per  cent  of  the 
notes  had  been  deposited  with  the  note-holders'  protective  committee. 

No  reorganization  plan  for  the  International  has  been  prepared  to  dale 
(Apr.  11,  1P17). 

The  assets  and  liabilities  of  the  International  &  Greal  Northern  as  of  June  30, 
1916,  are  reported  (Moody,  L917,  p.  4:10)  as  follows: 

Assets  : 

Road    and    equipment $39,  083,  070 

Sinking    funds L6,  L49 

Special   deposits 122,  65] 

Miscellaneous  physical   property 7,40!) 

Other  investments 4,  4il() 

Cash 205,905 

Traffic  balances 156,  989 

Agents  and  conductors 151,435 

Miscellaneous  accounts  receivable 186,306 

Materials  and  supplies 927,539 

Traffic  balances 156,  989 

Securities  pledged   as   collateral 12, 150,  000 

Other  unadjusted  debits 2,395,950 

Profit   and    loss 1,016,480 

Total 56,  758,  802 

Liabilities : 

Preferred  stock 3,  400,000 

Common  stock 1,  422,  000 

Bonded  debt 26,  347,  000 

Equipment   trusts 1,  583,  000 

Long-term  notes 11,  359 

Receivers'    certificates 1,400.  000 

Traffic    balances 402,996 

Audited  vouches  and  pay  rolls 1,977,380 

Miscellaneous   accounts   payable 9,  333 

Notes   matured   unpaid 11,039,358 

Matured   interest   unpaid 1,537,177 

loteresl    accrued 172  099 

Rents   accrued 13,  262 

other  current  liabilities 80,609 

Receivers'    general    account 1.  691,937 

Conditional   interim  certificates 5,078,000 

Other  unadjusted  credits 513,292 

Preferred  dividends   reserved 80,000 

Total 50.  758,  802 
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Moody  to  his  Manual  of  Railroad  and  Corporation  Securities  (1917  ed.( 
]>.  450)  reports  the  revenues  and  expenses  of  the  International  &  (ireat  Northern 
as  follows  : 


EARNINGS. 


Passenger 

Freight 

Mail  and  express . 
Miscellaneous. . . . 


Total . 


EXPENSES. 

Maintenance  of  way  and  structures. . 

Maintenance  of  equipment 

Traffic  expenses 

Transportation  expenses 

General  and  miscellaneous  expenses. 

Total 


Net  earnings. 
Taxes 


Operating  income. 

<  1 1  Iht  income. 


Total  net  income. . . 

DEDUCTIONS. 


Hire  of  equipment,  etc. 

I  nt  erest  on  bonds 

<  Hher  interest 

Other  payments 


Total  charges. 
Balance  for  year 


1915-16 i 


$1,847,233 
6,869,5il 

451.253 
249,294 


9,420,291 


1914-15'        1913-14 


51,780,209  ,$2,274,687 

6,674,082  7,024,295 

424,  OMi  iii'.i.tiXT 

205,249  194,738 


9,083,626     9,963,407 


1912-13 


1911-122 


$2,464,156  $2,336,246 

8,074,686  7,522,109 

507,588  438,573 

177,994  61,845 


$2,132,784 
6,402,506 

115,474 
177,070 


11,234,424 


10,358,773 


!.  150,  127 
1,623,969 

251.063 


1 ,  539,  783 

1,585,930 

269, 869 


1,633,054 
1,116,873 
320,996 


3,616,803  I  4,079,376  4,558,461  I  4,796,525 
394,262  I   396,491  I      433,083    381,529 


1,472,197  |  1,258,299 
1,557,565     1,340,619 

319,663         279,650 


7,339.224     7,871,449     8, 062, 467     8,527,479 


4,296,479 
373, 727 


7,548.771 


2,081,067 
3  420, 659 


1,212,177 

1115.1177 


1,900,940 
339,84] 


2,733,085 
310,000 


2,809,999 
309,000 


1,660,408 
531,142 


806, 500 
461,241 


1,561,099  I  2,393,085 
460,07ii  60,988 


2,500,999 
341,286 


2,191,550     1,267,741      2,021,175     2,  151,073  !  2,842,285 


1,029,469  1,003,414  1,144,140 

813, 612  842,482  1,307,730 

638,368  j      540,227  13,974 

3,171  3,015  4,226 


751. 41S 

1,261,717 

11,650 

105, 770 


2, 484, 620     2, 389, 138     2, 470, 070 


293.070    4  1,121,397     •  448,895 


2,130,555 


•  323, 518 


540, 339 

1,252,353 

115,353 

58, 100 


1,966,145 


>  676, 140 


1910-11 


9,127,834 


1,434.907 

1,397,196 

235,476 

3,888,567 

271  782 


7,227,928 


1,899,906 
254,344 


1,615,562 
43,412 


l,6Ss,y74 


424,785 

1,741,028 

69,419 

29,291 


1  Includes  receivers'  and  railway  accounts  consolidated. 

-  Includes  operations  of  the  receivership  for  21  months  ended  Sepl .  15,  1911. 

;  Includes  §1,982  uncollect ihle  railway  revenues. 

1  Deficit. 

'  Surplus. 

The  revenues  and  expenses  per  mile  of  road  operated  by  the  International 

are  shown  in  the  following  table: 

International  d-  Great  Northern  /.'//.  Co.,  1911—1916,  and  International  &  (treat 
Northern  R.  R.  Co.,  1908-1910. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


A  rerage 

Operating  ex- 
penses per  mile. 
Gross 

Net 
operating 
revenues 
per  mile. 

Total  net 
income 
per  mile. 

Taxes 
accrued 
per  mile. 

Balance 
for 

operated. 

per  mile.      Main. 
tenance. 

All 

others. 

charges 
per  mile. 

1908    

1,160 

1,160 
1,160 
1,160 
1,160 
1,160 
1,160 
1,160 
1,160 

$5,967         $2,412 
6,981  !        2,417 
7,388  J        2,437 
7,869          2,441 
7,364  !        1,760 
9,711           2,613 
8,570  ;        2,365 
7,831  1        2,694 
8,119  |        2,650 

$3,242 
3,270 
3,643 
3, 792 
3,553 
4,741 
4,550 
4,091 
3,677 

$313 
1,294 
1,308 
1,636 
2,051 
2,359 
1,655 
1,046 
1,792 

$334 
1,333 
1,352 
1,675 
2,334 
2,410 
1,700 
1,139 
1,889 

$240 
208 
218 
219 
218 
293 
293 
345 
361 

$94 

1909 

1,125 

1910 

1,134 

1911 

1,456 

1912.    . 

2,116 

1913     . 

2,117 

1914 

1,407 

1915 

794 

1916 

1,528 

9-year  average. . 

1,160 

7,756  !        2,421 

3,840 

1,495 

1,574 

266 

1,308 
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International  &  Great  Northern  Ry.  Co.,  1911-1916,  and  International  &  Great 
Vorthem  R.  R.  Co.,  1908  1910— Continued. 


Vrar  ended  June  30— 

Fixed 
charges 
per  mile. 

Surplus 

over- 
charges 
per  mile. 

Divi- 
dends 
paid 
per  mile. 

Passenger 

density. 

Freight 
density. 

Average 
rate  per 

passenger 
per  mile. 

Average 

rate  per 

ton  per 

mile. 

1908 

SI, 980 
2,045 
1,907 
1,925 
1,707 
1,838 
1,794 
1,761 
1,781 

i  $1,880 
1920 
'773 
•  471 

Per  cuit. 

65,002 
65,711 

72, 534 
79,860 
63,823 
87,140 
77,687 
61,072 
64,636 

302, 421 
435,840 
463,869 
480, 408 
425,986 
599,750 
500,930 
549, 271 
586,351 

Cents. 
2.20 
2.25 
2.30 
2.30 
2.40 
2.17 
2.49 
2.48 
2.43 

< 1  nts. 
1.05 

1909 

1.16 

1910 

1.13 

1911 

1.14 

1912 

409 

1.26 

1913 

279 
'387 
1967 
1253 

14 

1.16 

1914 

1.21 

1915 

1.05 

1916    

1.01 

1,860 

1552 

70, 829 

483, 425 

2.34 

1.13 

Deficit. 


Receivership  of  Macon  &  Birmingham  Railway. 


Macon  <.V  Birmingham  Railway  was  incorporated  May  27.  1896,  under  the 
laws  of  Georgia  as  a  successor  to  the  Macon  &  Birmingham  Railroad  Co.  The 
properties  of  the  railroad  company  were  sold  at  foreclosure  in  189G  to  Edwards 
&  Parsons,  of  Boston,  for  $200,000.  The  purchasers  assumed  the  payment  of 
$169,000  of  lease  warrants. 

The  projected  line  of  this  railway  company  extends  from  Macon,  Ga.,  to 
Birmingham,  Ala.,  a  distance  of  230  miles.  At  the  present  time  the  road  is 
completed  from  Sofkee  to  La  Grange,  Ga.,  a  distance  of  96.87  miles. 

Upon  the  application  of  the  Old  Colony  Trust  Co.,  of  Boston,  trustee  of  the 
first  mortgage,  S.  F.  Parrott,  vice  president,  was  appointed  receiver  of  the 
company  February  1,  1908.  In  September,  1910,  J.  B.  Munson  was  appointed 
receiver  to  succeed  S.  F.  Parrott.  In  1915  the  receiver  withdrew  the  steam 
trains  ami  placed  in  operation  an  electric  passenger  train  service. 

.Macon  &  Birmingham  Railway  has  an  authorized  bond  issue  of  $500,000. 
Its  bonds  are  dated  July  1,  1896,  and  mature  July  1,  1946.  They  bear  interest 
at  the  rate  of  5  per  cent  per  annum.  Moody,  in  his  Manual  of  Railroad  and 
Corporation  Securities,  reports  that  no  interest  has  even  been  paid  on  these 
bonds.  The  failure  to  pay  interest  was  the  immediate  cause  of  the  appointment 
of  a  receiver. 

In  addition  to  the  bonded  debt  of  $500,000  receiver's  certificates  in  the 
amount  of  $50,000  have  been  issued  up  to  June  30,  1916,  and  pledged  to  secure 
various  bank  loans. 

Assets  and  liabilities  as  of  June  30,  1916,  are  reported  as  follows: 

Assets: 

Road  and  equipment $1,023,412 

Materials  and  supplies , 9,097 

<  'ash 12,  326 

<  Jurrent  accounts 5,  599 

Other  assets 3 

Preferred  debit  item 69,057 

Profit  and  loss 949,022 

Tota  I    assets 2,  068,  515 

Liabilities : 

( 'apital   stock 500.  000 

Bonded    debt 500,  000 

Current    liabilities 152,  567 

Accrued    liabilities 644,  52S 

Other    liabilities 186,  538 

Preferred  credit  item 66,  572 

Appropriated   surplus 18,310 

Total    liabilities 2,068,515 
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The  receiver's  balance  sheet  as  of  June  30,  1916,  shows  the  following  assets 
and  liabilities : 

Assets : 

Road  and  equipment $110,343 


2,486 
557 
9,097 
12,  326 
2,255 
304 
3,136 
50,000 
Profit   and   loss 109,262 


Traffic  and  ear-service  balances- 
Agents  and  conductors 

Materials  and  supplies 

Cash    

Miscellaneous   accounts    receivable- 
Other  current  assets 

Other   unadjusted   debits 

Receiver's   certificates- 


Total    asssets 299,766 

Liabilities  : 

Receiver's   certificates 50,  000 

Loans  and  bills  payable 111,  981 

Traffic  and  car  service  balances i- 5,204 

Audited  accounts  and  wages  payable 35, 167 

Miscellaneous  accounts  payable 215 

Unmatured  interest  accrued 502 

Tax  liability 3,  216 

Accrued  depreciation  of  equipment 8,600 

Other  unadjusted    credits 66,  571 

Additions  to  properties  through  income 18,310 


Total  liabilities 299,  766 

A  glance  at  the  liabilities  of  Macon  and  Birmingham  in  connection  with  the 
earning  statement  given  below  is  sufficient  to  convince  one  that  the  capital- 
ization of  this  company  presents  a  hopeless  situation.  In  1916,  to  meet  inter- 
est on  an  indebtedness  in  excess  of  $1,500,000,  the  company  had  available  but 
$92,684.  In  1915  the  company  experienced  an  actual  operating  deficit  to  the 
extent  of  $34,397. 

Moody,  in  his  Analyses  of  Railroad  Investments,  reports  the  revenues  and 
expenses  of  Macon  &  Birmingham  as  follows  : 


Item. 

1916 

1915 

1914 

1913 

1912 

1911 

8148,451 
132,705 

$128,605 
163,687 

$156, 297 
134,052 

$155, 889 
145,759 

$165,172 
126,628 

$155, 118 

137,488 

15,746 
979 

'35,082 
685 

22, 245 

497 

10, 130 
739 

38, 544 

570 

17,630 

731 

16,725 
7,041 
49,392 

34,397 
6,782 
51,484 

22.712 

8,152 

50,775 

10, 869 

8,083 

51, 686 

39,114 
7,544 
49,901 

18,361 

7,079 

47,664 

'  39, 708 

92, 663 

36,185 

48,900 

18,331 

36, 383 

'Df 

licit. 

Moody,  in  his  Analyses  of  Railroad  Investments,  does  not  report  the  amount 
of  traffic  handled  by  Macon  &  Birmingham. 

Marietta,  Columbus  &  Cleveland  Railroad  was  incorporated  in  Ohio  October 
31,  1900,  as  successor  to  Toledo  &  Ohio  Central  Extension  Railroad,  sold  under 
foreclosure  October  15,  1900.  Receiver  appointed  in  1908,  but  was  discharged 
in  September,  1909,  the  company  resuming  possession  of  the  property. 

Line  of  road — Moores  Junction  to  Palos,  Ohio,  41.09  miles,  branch  4.49 
miles — total  owned,  45.57. 

On  July  10,  1914,  D.  B.  Torpy,  a  director  of  the  company,  was  appointed  re- 
ceiver on  application  of  the  Columbia  Trust  Co.,  of  New  York,  trustee  of  the 
first  mortgage  40-year  gold  5's  on  which  no  interest  has  been  paid. 

Moody,  in  his  1917  Edition  of  Railroad  and  Corporation  Securities,  page 
1647,  reports,  property  of  this  company  sold  at  foreclosure  sale  on  July  18,  1916, 
for  $100,000.  Since  the  sale  the  road  has  been  operated  privately  and  not 
as  a  common  carrier. 
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The  company's  balance  sheets  and  income  accounts  for  1911  to  1916.  both  in- 
clusive, are  published  in  Moody's  Analyses  of  Investments  of  Steam  Railroads, 
11)17  edition,  page  968.  The  revenues  and  expenses  of  the  Company  are  re- 
ported as  follows  : 

Revenues  and  expenses. 


Item. 

1916 

1915 

1914 

L913 

1912 

1911 

199,899 
82,619 

$105,519 
80,554 

$105,043 
91,928 

$109,271 

si.  t  in 

$84,720 

89,538 

$75,308 

103,433 

17.280 
225 

L'l.'.itr, 
233 

13,115 
225 

24,525 
228 

i  4,818 
L93 

128,125 

348 

17,505 

25,198 

13.340 

24,753 

M,625 

127,777 

6,374 
27.252 

5,747 
34,996 

7,248 
30,856 

5,985 
34.096 

5, 791 
20,670 

4,132 
17,066 

33,626 

40,743 

38, 104 

40,081 

26,461 

21,198 

16,123 

15,545 

24,764 

15.32S 

31,086 

48,975 

i  Deficit, 
COMPARATIVE  BALANCE  SHEET. 


ASSETS. 

$514,838 

32,370 
237,916 

$517,583 
27,027 
221,977 

$518,147 

20,889 

205,220 

$514,178 

3  1 . 872 
166,578 

$514,806 
32,203 
147,522 

$507,808 

37,340 

Deficit 

114,335 

785, 124 

766,587 

744,256 

715.628 

694,631 

659, 003 

LIABILITIES. 

250,000 

260,000 

268,583 

6,541 

250,000 

255,000 

257.520 

4,067 

250,000 

250,000 

239.340 

4,916 

250,000 

250,000 

208,053 

7,575 

250,000 

250.01)0 

ISO, -161 

5, 170 

250,000 

250,000 

156,267 

2,726 

785, 124 

766.587 

744,256 

715, 628 

694,631 

659.003 

Receivership  of  Missouri,  Kansas  &  Texas  Railway  Co. 

Injudicious  acquisition  of  new  lines  by  means  of  short-term  financing  seem 
lo  have  brought  disaster  to  the  Missouri,  Kansas  ..V  Texas.  On  May  1.  1916, 
$19,000,000  two-year  5  per  cent  notes  fell  due.  The  company's  efforts  to  extend 
the  payment  of  the  notes  one  year  proved  unsuccessful.  Several  note  holders 
brought  suit  against  the  company  with  the  result  that  on  September  27,  1915, 
Charles  E.  Schall,  president,  was  appointed  receiver.  The  board  of  directors 
gave  out  a  statement  that  the  receivership  was  due  to  the  apathy  of  the  railway 
investors,  the  heavy  loss  in  the  Galveston  storm,  and  continued  floods  in  the 
Southwest.  These,  however,  were  the  immediate  rather  than  the  real  causes  of 
the  difficulties  of  this  railway  system. 

As  usual  hankers  have  been  called  upon  to  draft  reorganization  plans.  Pre- 
liminary to  the  preparation  of  such  plans,  Hallgarten  &  Co.  and  J.  &  W.  Selig- 
man  &  Co.  asked  Coverdale  and  Colpitt.  engineers,  to  report  on  the  condition 
of  the  property.     Speyer  &  Co.  engaged  J.  W.  Kendrick  for  similar  purposes. 

The  location  of  the  lines  of  the  Missouri.  Kansas  &  Texas  is  shown  by  the 
map  attached  to  the  following  page. 

Coverdale  and  Colpitis,  on  October  16,  1916,  reported  thai  the  company,  within 
two  years,  must  expend  $26,636,000,  of  which  $17,000,000  was  for  rehabilitation 
purposes,  and  $9,636,000  for  new  working  capital  and  other  purposes,  exclusive 
of  payment  of  hills  payable,  defaulted  interest,  and  expenses  of  reorganization. 

J.  W.  Kendrick  reported  that  within  the  next  eight  years  the  company  will 
have  to  expend  $64,764,750  to  rehabilitate  the  properties  and  put  the  road  in  a 
first-class  operating  condition.  (Railway  Age  Gazette,  Mar.  2.  1917.)  Of  the 
$64,764,750,  the  sum  of  $10,000,000  is  apparently  chargeable  to  operating  ex- 
penses.     Mis  estimated  expenditures  make  do  provisions  for  the  payment  of  the 
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$19,000,000  of  overdue  notes  nor  for  the  payment  of  reorganization  expenses. 
The  chief  items  (if  the  rehabilitation  and  improvement  budget,  as  reported  hy 
J.  W.  Kendrick,  are  as  follows : 

Standardization  drainage  and  protection  of  roadbed $1,265,000 

Rail  replacement 4,  535,  000 

Ballast 4,  085.  000 

Bridges' 902,000 

Replacing  wooden  trestles  and  culverts 1,  481,  000 

Yard,  industry,  and  passing  tracks 2.060.000 

Water   stations 547,  000 

Fuel   stations 195.  000 

Buildings,  scales,   crossings,  assessments 1,  7S6,  000 

Fencing  and  cattle  guards 350,000 

Shops,  roundhouses,  and  machinery 2,745,000 

Signals,  telegraph,  telephone,  etc 2,193.000 

Track  motor  cars 70,000 

Rock  crushers 95.  000 

Grade  revisions,  new  projects,  and  extensions 14,075.000 

Unanticipated 2.180,800 

Equipment 26, 133,  750 

Total 64,  764,  550 

The  annual  savings  in  1920  because  of  the  improvements  are  estimated  at 
$1,420,000.  the  ultimate  annual  savings  are  estimated  at  $4,544,000,  consisting 
of  the  following  items  : 

Loss  and  damage,  freight $190,000 

Freight  handling 41,  000 

Handling  package  cars 25,000 

Personal-injury  claims 337,  000 

Transportation 285,  000 

General   office  organization 100,000 

Motive   power 450,  000 

Freight  equipment : 

Bills  against  foreign  roads 242.  000 

Maintenance 576.  000 

Passenger-car  repairs 95,  000 

<  irossties  650, 000 

Stationery 10,  000 

Purchase  and  stores 541,  000 

Fuel    500, 000 

Track  motor  cars 70,000 

Grade  revisions 432,000 

Total  ultimate  estimated  annual  savings 4,544,000 

On  the  subject  of  construction  and  maintenance  Kendrick  says : 
"  Built  originally  as  a  granger  line,  with  grades  conforming  as  nearly  as 
might  be  to  the  general  surface  of  the  territory  traversed,  with  rails  of  light 
sections  and  odd  weights,  with  narrow  banks  and  cuts,  many  of  the  latter 
wet  and  undrained,  with  bridges  much  too  light  for  modern  requirements,  and 
no  engine  terminals  worthy  of  the  name  south  of  and  few  north  of  the  Red 
River  (the  northern  boundary  of  Texas)  ;  provided  with  light  engines,  most 
of  them  of  antiquated  design,  and  some  of  them  of  better  design,  but  still 
light ;  guided  by  previous  administrations  which  utterly  failed  to  recognize 
the  coming  changes  in  transportation  methods ;  handicapped  by  extraordinary 
interest  charges  upon  an  accumulated  nondescript  indebtedness,  so  large  as  to 
make  it  necessary  to  starve  the  property  with  respect  to  maintenance  in  order 
to  keep  it  solvent,  especially  in  view  of  the  fact  that  the  payment  of  dividends 
was  commenced  in  1906  and  continued  until  1914,  during  which  time  $4,160,000 
was  dispensed  to  stockholders  that  should  have  been  returned  to  the  property 
in  the  form  of  well-conceived  improvements,  it  was  inevitable  that  a  time 
would  arrive  when  it  would  be  necessary  to  make  the  expenditures  required  for 
the  purpose  of  modernizing  and  strengthening  the  railroad  to  enable  It  to 
handle  its  traffic  at  least  as  economically  as  its  competitors,  and,  if  possible,  with 
greater  economy.    The  present  administration  took  up  the  management  of  the 
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property  in  1912.  For  three  years  the  struggle  to  pay  interest  was  continued. 
During  this  term  105  heavy  Mikados  were  purchased,  a  large  number  of  cars 
that  were  unsuitable  for  service  were  scrapped,  and  Improvements  to  the  prop- 
erty, such  as  the  replacement  of  weak"  bridges,  and  other  undertakings  that 
could  not  be  longer  deferred  were  entered  upon,  but  the  lack  of  funds  made 
the  vigorous  prosecution  of  necessary  undertakings  impossible  until  after  the 
receivership,  which  began  on  September  27,  1915." 

With  reference  to  capitalization  and  interest,  the  report  says: 

"Prior  to  the  receivership,  as  a  natural  consequence  of  excessive  fixed 
charges,  it  was  necessary  to  operate  the  road  very  closely  to  prevent  default. 
It  was  originally  constructed  without  reference  to  economical  operation,  with 
grades  fitted  to  the  natural  configuration  of  the  ground,  with  narrow  banks 
and  cuts,  light  bridges  and  rails,  and  light  power. 

"  The  work  of  rehabilitation  is  being  carried  on  in  a  thorough  and  systematic 
manner.  The  reorganization  of  the  store  department  and  the  establishment  of 
a  proper  relation  between  it  and  the  purchasing  department  has  been  consum- 
mated, and  in  fact,  it  may  be  stated  in  general  that  some  of  the  changes  recom- 
mended in  this  report,  which  will  surely  result  in  a  large  saving,  have  been 
made  or  in  the  natural  order  of  things  will  be  made  in  the  future  to  the  great 
benefit  of  the  property." 

Kendrick  compares  the  interest  charges  of  the  Missouri,  Kansas  &  Texas 
with  other  roads  and  finds,  on  the  basis  of  reported  operations  of  1915,  the 
ratio  of  the  interest  charges  to  the  income  available  for  interest  to  have  been 
as  follows : 

Per  cent. 

Missouri,   Kansas  &  Texas 81 

Atchison,  Topeka  &  Santa  Fe 35 

Chicago,  Burlington  &  Quincy 27 

Northern    Pacific 43 

Great    Northern 24 

Chicago  &  North  Western 45 

Union    Pacific 33 

Missouri,  Kansas  &  Texas  operates  in  five  States : 

Miles. 

Missouri 542.  58 

Kansas    494. 24 

Oklahoma     1,  036.  24 

Texas    1,  772.  69 

Louisiana     19. 29 

Total    3,  865.  04 

Missouri,  Kansas  &  Texas  Railway  Co.  was  chartered  September  25,  1865, 
under  the  laws  of  Kansas  as  the  Union  Pacific  Railway  Co.,  Southern  Branch. 
On  May  23,  1870,  the  name  was  changed  to  Missouri,  Kansas  &  Texas  Railway 
Co.,  hereinafter  referred  to  as  the  railroad  system.  The  railroad  system  at 
present  consists  of — 

Miles. 

Missouri,  Kansas  &  Texas  Railway  Co 1,663 

.Missouri.  Kansas  &  Texas  Railroad  Co.  of  Texas 1,119 

Texas  Central 308 

Wichita  Falls  &  Northwestern  Railway  Co.  of  Oklahoma 328 

The  Texas  company  was  organized  October  28,  1891,  to  hold  the  Texas  lines. 

The  Texas  Central  was  purchased  in  1910,  the  Wichita  Palls  &  Northwestern 
in  1012.  All  the  stock  of  the  Texas  company  is  owned  by  the  parent  company 
and  the  lines  operated  by  the  parent  company  under  lease.  This  railroad  sys- 
tem's lines  extended  in  general  from  St.  Louis  through  Oklahoma  and  Texas  to 
Galveston  and  Freeport  as  shown  by  a  map  on  a  preceding  page. 

Theodore  Prince  of  the  firm  of  L.  M.  Prince  &  Co..  members  of  the  New  York 
Stock  Exchange,  contends  that  the  financial  difficulties  of  this  railway  system 
are  directly  traceable  to  its  program  of  extension  and  the  financing  of  such 
extension  through  short-term  notes.  (Moody's  Magazine,  vol.  18,  p.  187.)  His 
recitation  of  the  history  of  the  $19,000,000  of  notes  due  May  1,  1915,  is  in  sub- 
stance as  follows : 
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"  In  1910  when  the  company  initiated  its  program  of  extension,  the  market 
was  unfavorable  for  the  long  term  financing.  The  purchase  of  the  Texas  Cen- 
tral required  $3,600,000.  This  amount  was  obtained  through  the  issue  of  three- 
month  notes  due  September  6,  1910.  About  the  same  time  the  Missouri,  Kansas 
&  Texas  Terminal  Co.  of  St.  Louis,  a  subsidiary,  acquired  terminal  properties 
at  St.  Louis  costing  $2,000,000.  This  amount  was  obtained  through  an  issue  of 
a  six-month  note  indorsed  by  the  railroad  system.  When  this  note  became  due, 
the  subsidiary  was  able  to  raise  the  money  by  the  sale  of  $3,000,000  of  bonds  to 
the  railway  system. 

"Additional  equipment  called  for  an  expenditure  of  $4,000,000.  To  meet 
these  demands  to  pay  the  maturing  notes,  the  railroad  system  sold  $10,000,000 
of  one-vear  5  per  cent  secured  gold  notes,  dated  August  1,  1910,  due  August  1, 
1911. 

"On  May  1.  1911,  the  railroad  system  issued  $12,850,000  of  two-year  5  per 
cent  notes  as  part  of  an  authorized  issue  of  $16,000,000.  The  proceeds  amount- 
ins  to  $10,000,000  were  used  to  pay  the  former  notes,  the  balance  was  expended 
for  additions  and  betterments.  Payment  of  these  notes  was  in  part  secured  by 
the  pledge  of  $16,452,000  of  consolidated  mortgage  bonds. 

"In  1912  $3,150,000,  being  the  balance  of  the  $16,000,000  note  issue,  was 
issued.  In  the  same  year  $1,500,000  of  one-year  5  per  cent  notes  were  issued  as 
part  payment  for  the  property  of  the  Wichita  Falls  &  Southern  Railroad,  these 
notes  maturing  July  1,  1913.  The  company  in  1912  pledged  further  consolidated 
bonds  in  the  amount  of  $4,728,000. 

"  In  1913  the  railroad  system  authorized  a  $25,000,000  two-year  5  per  cent 
note  issue.  Of  this  amount  $19,000,000  was  issued,  $17,500,000  to  pay  former 
notes,  and  the  balance  for  additions  and  betterments.  The  $25,000,000  note 
issue  was  secured  by  the  pledging  of  $28,217,000  consolidated  mortgage  bonds." 

Commenting  on  this  method  of  financing.  Theodore  Prince  says : 

"Clearing  the  financing  was  done  in  the  hope  of  constructing  a  system  which 
in  time  was  to  become  so  profitable  that  the  consolidated  fives  would  have 
sufficient  earning  power  behind  it  to  make  it  a  marketable  mortgage.  The 
period  over  which  these  uotes  were  refunded  was  the  acute  stage  of  the  Inter- 
state Commerce  Commission  activities.  That  the  hopes  of  the  management 
were  not  to  be  realized  can  not  now  be  charged  against  it.  In  fact,  it  is  a 
serious  question  whether  most  of  the  troubles  of  the  railroad  system  are  not  a 
result  of  the  poorer  operations  in  the  Stale  of  Texas  and  the  well-known 
antagonism  of  that  State  to  railroad  enterprises." 

L.  M.  Prince's  article  was  published  in  Moody's  .Magazine  in  April,  1915.  An 
editorial  appearing  in  the  same  magazine  in  October,  101."  subsequent  to  the 
appointment  of  a  receiver  rends,  in  part,  as  follows: 

"The  announcement  of  a  receivership  for  the  Missouri.  Kansas  &  Texas  Rail- 
way this  week  should  be  a  surprise  to  no  one.  The  company  has  been  on  the 
verge  of  bankruptcy  for  months.  While  the  immediate  cause  of  the  downfall  of 
this  vast  system  of  lines  was  no  doubt  due  to  the  poor  earnings  a  year  ago,  the 
unsettlement  caused  by  the  war.  and  the  steback  in  the  Southwestern  territory 
generally,  yet  these  were  not  the  real  causes.  We  musl  go  hack  to  the  time, 
half  a  dozen  years  ago.  when  the  road  began  its  policy  of  expansion  into  new 
fields  and  its  rapid  expansions  in  obligations.  An  enormous  amount  of  new 
mileage  has  been  added  since  1908,  and  the  financing  of  this  new  mileage  was 
for  the  most  part  ill  judged  and  extravagant." 

The  editorial  continues:  "  Five  years  ago  the  Missouri.  Kansas  &  Texas  and 
Kansas  Cty  Southern  were  properties  Inning  similar  credit.  At  this  writing 
the  former  is  in  the  hands  of  a  receiver,  while  the  hitter's  credit  remains  unim- 
paired. The  former  entered  upon  a  program  of  extensive,  the  latter  intensive, 
development." 

The  capitalization,  operating  revenues,  and  expenses  per  mile  of  these  two 
railroad  systems  for  the  year  ending  June  30,  1916,  are  reported  by  Moody,  in 
his  Analyses  of  Railroad  Investment,  as  follows: 
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2013 


Item. 


Stock  per  mile 

Bonds  ner  mile 

Rent-ills  capitalized  at  5  percent. 


Total  gross  capita] 

Owned  b.\  company,  as  per  balance  sheet . 


Nrt  capitalisation. 

Average  miles  operated. 


Oross  revenues 

Maintenance 

Other  operating  expenses. 
Net  operating  revenues... 

Total  net  income 

Ta\es  accrued 

Balance  charges 

Fixed  charges 

Loss 

Surplus 


Missouri. 

Kansas  & 

Texas. 


S19, 748 
36, 660 
3,466 


59,874 

84 


Kansas 

City 
Southern. 


59, 790 


3,865 


8,402 
3,260 
3,414 
1,728 
1,833 
427 
1,404 
1,890 


$60,931 
58,623 


119,554 


119,554 


837 


12,639 
2,878 
4,722 
5,039 
5,373 
672 
4,701 
2,639 


While  the  Kansas  City  Southern's  capitalization  is  in  exeess  of  that  of  the 
Missouri,  Kansas  &  Texas,  the  earnings  of  the  former  road  per  mile  exceed 
those  of  the  latter  by  $4,237. 

The  Moody  editorial  (October,  L915)  is  to  the  effect  that  the  reorganization 
df  Missouri,  Kansas  &  Texas  will  have  to  provide  for  a  very  drastic  scaling  down 
of  fixed  charges  and  a  large  increase  in  cash. 

The  capitalization  per  mile  of  .Missouri,  Kansas  &  Texas  is  reported  as  follows  : 

Capitalization  per  mile. 


[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year 

ended 

June  30— 

Stock. 

Bonds. 

Rentals 

Total 

gross 

capital. 

Owned 
by  com- 
pany 
as  per 
balance 
sheet. 

Net 
capitali- 
zation. 

Net 

Out- 
standing. 

Percent. 

Out- 
standing. 

ized  at 

Ppi-  rent         "-*  Per 

rercent.      cent 

income 
on  net 
capital. 

1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

1 o -year 
average.. 

826,114 
26,114 

26,114 
24, 837 
22, 604 
22,452 
20,  758 
19,955 
19,747 
10,  74^ 

22. S44 

42 
42 
42 
40 
40 
31 
35 
35 
35 
35 

38 

835,256 

36, 529 
36,226 
38,362 
37, 499 
45, 098 
38,284 
36,806 
36,841 
i  36,660 

37,  756 

58        $3,115 
58          3,303 
58          3, 453 

60           4,570 
60          3,922 
69          3,409 
65           3,077 
65           2, 739 
65          2,850 
3,466 

62            :.  190 

864,485 

65,946 
65, 793 
67,  769 
64,025 
70, 959 
62,119 
59,500 
59,438 
59, 874 

63,900 

$1,081 

2, 063 

None. 

458 

725 

202 

167 

173 

84 

84 

504 

$63, 404 
63, 883 
65, 793 
67,311 
63,300 
70, 757 
61,952 
59,327 
59, 354 
59,790 

63,486 

Per  rent. 
4.7 
3.9 
4.0 
3.9 
4.2 
3.0 
4.5 
4.0 
4.4 
3.0 

3.9 

1  Kxehides  $30,292,000  consolidated  mortgage  bonds  pledged  and  82,749,000  general  mortgage  bonds  held 
n  sinking  fund. 
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The  revenues  and  expenses  per  mile  of  Missouri,  Kansas  &  Texas  are  reported 
as  follows : 

Income  factors  cariuni/s  and  their  distribution  per  mile  of  road. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year  ended 
June  30. 

Average 

miles 
operated. 

Gross 
revenues. 

Maintenance. 

All  other 
operating 

expenses. 

Net  oper- 

Way. 

EW           Total, 
ment. 

ating 
revenues. 

1907 

3, 072 
3,072 
3,072 
3,072 
3, 377 
3,398 
3,677 
3,825 
3,865 
3,865 

3,430 

$8,523 
7,579 
8,236 
8,646 
8,607 
8,293 
8,797 
8,240 
8,512 
8,402 

8,384 

$1,129 
1,012 
1,097 
1,333 
1, 155 
1,215 
1,261 
1, 196 
1,165 
1,743 

1,231 

1949            $2,078 

989              2,001 

1,100  ]            2,197 

1,078  I            2,411 

$3, 537 
3,347 
3,554 
3,835 

$2,908 

1908 

2,231 

1909 

2,485 

1910 

2,400 

1911 

1,051  I            2,206  |            3,898 

2,503 

1912 

1,102              2,317 
1,115              2,376 
1,028              2,224 

3,922 
3,827 
3,716 
3,593 
3,  414 

3,665 

2,054 

1913 

2,594 

1914 

2,300 

1915 

1.  185 
1,517 

1,111 

2,350 
3,260 

2,342 

2,560 

1916 

1,728 

10-year  average . . . 

2,377 

Year  ended 
June  30. 

Total  net 
income. 

Taxes 
accrued. 

Balance 
for  charges. 

Fixed 
charges. 

Margin  of 
safety. 

Surplus 

over 
chargee. 

Dividend 
paid. 

1907 

$2, 966 
2,322 
2,544 
2,501 
2,631 
2,148 
2,775 
2,357 
2,626 
1,833 

2,470 

$139 
224 
315 
330 
298 
312 
350 
392 
344 
427 

313 

12,827 

2,098 
2,229 

$1, 628 
1,695 
1.782 

Per  cent. 
41 
19 
20 
16 
23 

$1, 199 
403 
447 
339 
526 
5 
<») 
141 
382 
l486 

359 

$169 

1908 

169 

1909 

169 

1910 

2.171               1,832 
2,333               1.807 

169 

1911 

149 

1912   

1,836 
2,425 
1,965 

1,831 
1,795 
1.824 

151 

1913 

26 
7 
17 

141 

1914 

68 

1915 

2, 282              1  9(>n 

1916 

1,404 

2,157 

1,890 
1,798 

10-year  average . . . 

16 

119 

i  Deficit. 
Note. — Above  table  is  based  on  average  mil?age  directly  operated  each  year. 
portion  of  surplus  left  over,  after  deducting  all  fixed  charges. 


Margin  of  safety  is  pro- 


No  reorganization  plan  has  to  date  (Sept.  30,  1917)  been  approved  by  the  stock- 
holders and  creditors  of  Missouri,  Kansas  &  Texas. 

Keceivekship   of   the   Missouri   Pacific    Railway   Co.    and    St.    Louis,    Ikon 
Mountain  &  Southern  Railway  Co. 

On  August  19,  1915,  Judge  Adams,  of  the  United  States  court  at  St.  Louis 
appointed  President  B.  F.  Bush  receiver  of  the  Missouri  Pacific  Railway  Co., 
hereinafter  referred  to  as  the  Missouri  Pacific  and  of  the  St.  Louis,  Iron  Moun- 
tain &  Southern  Railway  Co.,  hereinafter  referred  to  ;is  the  Iron  Mountain.  All 
of  the  outstanding  stock  of  the  Iron  Mountain  is  owned  by  the  Missouri  Pacific. 
The  two  companies  will  he  referred  to  as  Missouri  Pacific-Iron  Mountain. 

The  Missouri  Pacific  might  he  designated  us  the  hub  of  the  former  Could 
railway  system.  Extending  south  to  El  Paso  and  Galveston,  Tex.,  and  New 
Orleans,  La.,  are  the  lines  of  the  Iron  Mountain,  the  Texas  Pacific,  and  the 
International  &  Great  Northern.  To  reach  the  Pacific,  control  of  the  Denver  & 
Rio  Grande  was  acquired  and  the  Western  Pacific  line  constructed.  The  Atlantic 
roast  was  to  have  been  reached  by  means  of  the  Wabash,  the  Wheeling  &  Lake 
Erie,  the  Pittsburgh  Terminal,  and  the  Western  Maryland.  All  of  these 
road's,  with  the  exception  of  the  Denver  &  Rio  Grande,  have  been  or  are  in 
the  process  of  reorganization,  a  rather  emphatic  rebuke  to  the  Gould  methods 
of  financing  and  constructing  railway  properties.  Western  Maryland  has 
been    reorganized    without    passing    through    the    hands   of    a    receiver.      The 
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receivers  of  the  Western  Pacific,  the  Wabash,  Wheeling  &  Lake  Erie,  Missouri 
Pacific,  and  Wabash  Pittsburg  Terminal  Cos.  have  been  discharged  and  pos- 
session of  the  property  restored  to  the  security  holders.  The  properties  of 
the  Texas  Pacific  and  International  &  Great  Northern  are  still  in  the  posses- 
sion of  the  receivers. 

Short-term  financing  and  the  investment  in  nondividend  and  interest-bearing 
properties  wrecked  the  Missouri  Pacific  &  Iron  Mountain.  The  difficulties  con- 
fronting this  railway  system  have  been  discussed  at  length  by  financial  writers 
and  others  versed  in  railroad  affairs. 

Kuhn,  Loeb  >.V  Co..  when  first  asked  to  finance  the  extension  of  the  $25,000,000 
notes  of  the  Missouri  Pacific,  refused  to  do  so  (Railway  Age  Gazette,  vol.  ."»(;, 
p.  1120,  May  15,  1914),  and  published  a  letter,  reading  in  part  as  follows: 

••  Fixed  charges  resting  on  the  Missouri  Pacific  system  have  become  decidedly 
too  heavy,  both  in  relation  to  earnings  and  in  proportion  to  the  equity  repre- 
sented by  the  amount  of  stock  outstanding. 

"From  the  information  before  us  it  appears  that,  in  order  to  meet  maturing 
equipment  and  other  obligations — to  purchase  greatly  needed  additional  equip- 
ment and  to  keep  its  lines  in  proper  physical  condition — the  company  must 
be  assured  for  the  next  two  years  of  at  least  $10,000,000  in  addition  to  the 
$25,000,000  required  for  payment  of  its  maturing  notes,  or  a  total  of  at  least 
$35,000,000,  while  within  seven  years  bonds  in  the  amount  of  $50,< »( 10.000 
mature." 

The  Railway  Age  Gazette's  editorial  comment  (vol.  56,  p.  1174.  May  2'.).  10141 
on  the  financial  difficulties  of  the  Wabash,  the  Frisco,  the  Rock  Island,  and  the 
Missouri  Pacific  reads,  in  part,  as  follows : 

"It  is  absolutely  essential,  if  the  success  of  the  reorganization  of  the  four 
properties  now  in  difficulties  is  to  be  based  on  anything-  more  substantial  than 
a  hope  for  good  luck,  that  the  scaling  down  of  fixed  charges  be  drastic ;  that 
the  amount  of  new  capital  to  be  paid  into  the  companies  be  ample,  and  that — in 
the  case  of  all  four  roads — the  management  of  the  properties,  after  the  re- 
organization, be  intrusted  to  men  whose  sole  object  would  be  the  building  up 
of  these  properties. 

"  It  is  hard  to  sympathize  deeply  with  the  great  majority  of  the  holders  of 
the  stock  of  any  of  these  companies.  (Does  not  refer  to  the  minority  stock- 
holders of  the  Rock  Island,  i  Under  no  conceivable  definition  of  the  word, 
could  these  stocks  have  been  considered  investmenl  at  any  time  within  the 
past  10  to  15  years.  They  were  speculations  pure  and  simple  and  the  specu- 
lator must  be  prepared  to  take  losses  as  well  as  profits. 

"The  Wabash  and  the  Missouri  Pacific  were  both  burdened  in  the  past 
decade  with  a  capitalization  which  represents  only  in  part  money  used  for 
additions  and  betterments  to  these  properties,  the  rest  of  the  money  having 
been  used  to  help  other  Gould  properties  or  to  advance  other  Gould  projects." 

In  its  editorial  of  October  30,  1914,  the  Railway  Age  Gazette  (vol.  57,  p.  784), 
commenting  on  the  financial  condition  of  the  Missouri  Pacific,  says: 

"The  Missouri  Pacific  is  living  on  the  ragged  edge,  l^xpenses  and  interest 
charges  in  1014  called  for  90.88  per  cent  of  the  total  revenue  and  Income 
accrued." 

In  its  issue  of  December  31.  1915.  the  Railway  Age  Gazette  (vol.  59,  p.  1222). 
commenting  on  the  receiverships  and  foreclosure  sales  during  1915,  refers  to 
•the  Missouri  Pacific  in  these  words: 

"The  Missouri  Pacific  was  one  of  the  Gould  roads.  It  was  much  over- 
capitalized, its  credit  having  been  used  for  financing  other  Gould  railway 
projects,  and  control  of  the  company  was  secured  by  Kuhn,  Loeb  &  Co..  of 
New  York.  This  strong  banking  house  proposed  a  reorganization  plan  under 
which  all  classes  of  security  holders  would  have  accepted  certain  readjust- 
ments and  the  holders  of  junior  bonds  and  the  bonds  on  what  were  considered 
unimportant  lines  would  have  accepted  a  nominal  scaling  down  of  the  face 
value  of  their  securities  and  accepted  a  preferred  stock  in  place  of  a  bond. 
Common  stockholders  were  asked  to  subscribe  sufficient  money  to  rehabilitate 
the  property.  It  was  soon  found,  however,  that  it  was  quite  impossible  to 
reconcile  the  various  conflicting  interests  of  security  holders,  and  that  the  only- 
way  to  effect  a  reorganization  would  be  through  a  receivership.  The  road, 
therefore,  was  put  into  the  hands  of  receivers." 

Arthur  Selwyn-Brown,  Ph.  D.,  in  his  article  entitled  "Missouri  Pacific  reor- 
ganization" (Moody's  Magazine,  vol.  18.  p.  551),  alleges  that  the  Missouri 
Pacific-Iron  Mountain's  annual  report  shows  defective  management  in  both  its 
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financial  and  operating  departments.  He  finds  thai  the  fixed  charges  in  1906 
were  $10,056,388  and  in  1915,  $15,397,361,  that  the  fixed  charges  absorbed  26 
per  cent  of  the  gross  income,  thai  the  company  at  the  present  time  1ms  stock 
outstanding  in  the  amount  of  $82,742,780  and  funded  debt  $279,440,620,  or  a 
total  of  $362,183,400,  as  against  a  total  of  $289,440,467  in  1909. 

To  quote : 

"Everything  shows  that  the  dead  weight  due  to  heavy  funded  debt  is  basic- 
ally the'  most  important  factor  handicapping  the  system.  The  heavy  fixed 
charges  due  to  funded  debt  caused  the  neglecting  of  the  equipment  and  tracts 
and  to  the  other  unwise  economies.  These  all  interfered  with  traffic  and  limited 
the  revenue." 

After  discussing  the  reorganization  plan  of  the  Missouri  Pacific,  to  which  we 
will  refer  later,  Sehvyn-Brown  continues : 

"  It  is  a  system  occupying  territory  of  unsurpassed  prospects  and  the  strategic 
location  of 'lines  could' hardly  be  improved  upon.  The  present  troubles  have 
been  brought  about  by  bad  management  rather  than  through  any  defect  in  the 
company's  business.  The  methods  used  in  financing  the  road  were  unsatis- 
factory and  financial  conditions  operating  against  the  management  precipitated 
the  change  in  control." 

Thomas  F.  Donahue,  in  an  article  entitled  "The  Missouri  Pacific — Can  it 
survive"  (Moody's  Magazine,  October,  1916),  writes,  in  part,  as  follows: 

••  For  in  years  or  more  the  system  [Missouri  Pacific]  formed  the  keystone  of 
that  group  of  railroads  known  as  the  Gould  lines.  Through  the  storm  and 
stress  of  fat  and  lean  years,  dividends  were  wrung  from  the  Missouri  Pacific 
by  a  process  of  starving  its  subsidiaries.  From  1892  to  1900  such  was  the 
peculiar  management  dominating  the  Missouri  Pacific  Railway  that  even  with 
the  policy  of  dragging  from  its  feeders  every  possible  cent  they  earned,  it  was 
unable  tii  pay  any  dividends.  From  1900  to  L908  ii  paid  annua!  dividends 
ranging  from  21  per  cent  to  r>  per  cent  annually,  the  last  being  a  stock  dividend 
of  2i  per  cent  in  January,  1908. 

••All  this  time  the  railway  company,  which  had  been  under  the  absolute 
domination  of  the  (builds,  was  being  constantly  saddled  with  mortgage  after 
mortgage,  both  on  the  main  line  and  branches. 

■•The  acquisition  of  the  St.  Louis,  Iron  Mountain  &  Southern  in  1909  (the 
stock  of  the  Company  owned  prior  to  1909),  however  judicious  a  move  in  point 
of  railway  strategy,  was  followed  by  still  more  bonds  until  the  overburdened 
system  could  Q0  longer  endure  the  load  and  its  back  broke  under  the 
strain.     *     *     * 

"It  was  a  burden  of  fixed  charges  rather  than  inefficient  operations  that 
created  the  precarious  situation  in  which  the  railway  company  found  itself  as 
early  as  1912.     *     *     * 

"Gould  influence  has  left  the  system  with  impaired  credit,  a  burden  of  in- 
terest-bearing obligations  amounting  to  more  than  three  times  the  amount  of 
its  capital  stock  and  more  than  $40,000,000  par  value  of  investments  In  non- 
paying  securities  of  different  Gould  lines." 

Should  one  be  inclined  to  question  the  causes  of  the  financial  difficulties  of 
the  Missouri  Pacific,  as  set  forth  in  the  foregoing  quotations  and  extracts,  he 
will  find  that  they  are  corroborated  by  a  statement  appearing  in  the  reorganiza- 
tion committee's  plan  of  July  1.  1915,  which  reads  as  follows: 

••  Prominent  among  the  causes  to  which  the  present  plight  of  the  company  is 
due  are  unrenmnerative  freight  and  passenger  rates,  both  local  and  interstate, 
from  which  the  company  thus  far  has  been  unable  to  obtain  material  relief; 
heavy  increase  in  taxation  and  wages,  and  many  burdensome  requirements  im- 
posed by  public  authorities:  anil  large  investments  in  the  securities  of  other 
railroad  companies,  which,  although  they  must  have  been  justified  at  the  time 
they  were  made,  have  since  become  unproductive.  The  amount  invested  in  such 
securities  aggregate  about  .$40,000,000  and  entails  heavy  interest  charges  with 
no  counter-balancing  income  from  dividends  or  interest." 

Let  us  next  direct  our  attention  first  to  the  fiancial  reports  of  the  Missouri 
Pacific-Iron  Mountain ;  and  second  to  the  reorganization  plan. 

On  June  30.  1916.  Missouri  Pacific-Iron  Mountain  owned  and  operated  the 
following  mileage : 
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Mileage  Jinn  SO,  1916. 

[Data  from  stockholder's  report . 


Mileage  owned. 

Mileage 

Of  leased 
ines  and 

trackai  e 
rights.1 

Total 

of  tracks 
operated. 

Name  of  company  and  Stales. 

First 
main 
track. 

Addi- 
t  tonal 
main 
track. 

and 

spurs. 

Total. 

The  Missouri  Pacific  Ry.  Co.: 

903.  49 

2,353.57 

371.37 

152. 12 

42.59 
5.49 
8.30 

403.  20 

466.  77 

95. 60 

36.38 

1,31(1.29 

2,825.83 

475. 27 

188.50 

114.03 
32.  55 
8.66 

1,  163.31 

2,858.  38 

483.93 

188. 50 

Total...                        

3, 7S0.  55 

56.38 

1,001.95 

4,838.88 

155. 24 

4,994.12 

St.  Louis,  Iron  Mountain  &  Soul  hern  Ry. 
Co.: 

544.  10 

22.10 
89. 38 
100.  77 

239. 99 
139. 22 
559. 10 
130.  02 
35.51 

806. 19 
422. 80 
2,369.05 
702.51 
197. 13 

81.12 

69.72 
48.54 
195.  57 

887.  31 

Illinois. 

Louisiana 

194.20 

1,70X18 
572.  52 

192.  52 
2,  117.59 

S9S.  11 

Oklahoma 161.62 

197. 13 

2.27 

2.27 

Total 

3,181.62 

212. 25 

1,103.84 

4,497.71 

397. 22 

4, 894. 93 

6,962.17 

268. 63 

2, 105. 79 

9, 336. 59 

552.  Hi 

9, 889. 05 

Includes  mileage  of  sidings  and  spur  track. 

The  lines  of  the  Missouri  Pacific  extend  from  St.  Louis.  Mo.,  to  Pueblo,  Colo.. 
via  Kansas  City.  From  Kansas  City  a  line  extends  north  to  Omaha.  Nebr., 
via  Atchison,  Kans.  Many  main-line  branches  are  located  in  western  Missouri 
;iii(l    eastern    Kansas. 

One  line  of  the  Iron  Mountain  extends  from  St.  Louis,  Mo.,  southwesterly  to 
Texarkana  via  Little  Hock.  Ark.  A  line  from  Diaz,  Ark.,  connects  with  the 
Missouri  Pacific  at  Carthage,  Mo.  Another  line  starting  at  Jacksonville  near 
Little  Rock.  Ark.,  connects  with  Missouri  Pacific  at  Coffeyville,  Kans.  From 
the  St.  Louis-Texarkana  line  numerous  lines  extend  to  Mississippi  River 
points.  A  line  extends  from  Memphis,  Tenn.,  to  Lake  Charles,  La.  New  Or- 
leans, La.,  is  reached  via  the  lines  of  the  Texas  &  Pacific  from  Alexandria.  La. 

For  a  more  exact  location  of  the  lines  of  the  Missouri  Pacific-Iron  Mountain, 
reference  is  here  made  to  the  map  attached  to  this  report. 

The  assets  and  liabilities  of  the  Missouri  Pacific  as  of  June  30,  1916,  are  re- 
ported  to  its  stockholders  as  follows: 

\,SSetS  • 

'    Investments $248,  309,  411.  53 

Road  and  equipment $156,  696, 123.  75 

Stocks  and  bonds 90,549,392.77 

Miscellaneous 1.  063.  895.  01 

Current  assets 8,  534.  302.  24 

Tash 418,  722.  09 

Special  deposits 628,961.56 

Loans  and  hills  receivable 6,517.08 

Traffic  and  car  service  balances 377,  639.  23 

Due  from  agents  and  conductors 1,132,768.69 

Miscellaneous   accounts  received 2.  304,  364.  23 

Materials  and  supplies 2,774.614.11 

[nteresl  and  dividends  received 705,433.30 

Other  current  assets 95,281.95 

Deferred  assets 1,522,818. 14 

Unadjusted   debits 274,  929,  32 

Total    assets 258.  641,  461.  23 
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Liabilities : 

Capital  stock 82,702,585.00 

Stock  liability  for  conversion 138,500.00 

Funded  debt 160,381,500.00 

Current  liabilities 14.  307,  278.  31 

Loans  and  bills  payable $140,000.00  . 

Traffic  and   car  service  balance—  1.532.119.35 

Audited  accounts  and  wages  payable.         4.  715,  755.  78 

Miscellaneous    accounts    payable 27S.  875. 11 

St.  Louis,  Iron  Mountain  &  Southern 

Ry.  Co 617,  368.  02 

Interest  matured,  unpaid 4,706,607.50 

Unmatured  interest  accrued—  2,069,972.00 

Unmatured   rents  accrued 23,  434.  36 

Other  current  liabilities SS.',,  140.  19 

Deferred  liabilities 24.  605.  60 

Unadjusted  credits 2,540,765.16 

Deficit 1.  453,  772.  84 

Total  liabilities 258,  641.  461.  23 

The  following  capital  liabilities  are  not  included  in  balance-sheet  accounts: 

Capital  slock  in   treasury $410,000 

Funded  debt   held  in  treasury 2,416,500 

Funded  debt  pledged 50,432,000 

Total 53,258.500 

The  assets  and  liabilities  of  the  Iron   .Mountain  are  reported,  as  of  June  30, 
1916.   as    follows: 
Assets  : 

Investments  $188,  707.  353.  38 

Road  and  equipment—  $163,293,398.98 

Stocks,  bonds,  etc 23,118,102.81 

Miscellaneous 2,  295,  851.  59 

Current   assets 6,  400,  97S.  96 

( 'ash 191,  206.  63 

Special    deposits 1.262.991.47 

Loans  and  bills  receivable 54.  460.  50 

Traffic  and  car  balances 286,383.11 

Due  from  agents  and  conductors 858.791.24 

Miscellaneous  accounts  receivable 1,071,820.58 

The  Missouri  Pacific  Railway  ( !o  617,  368.  02 

Materials  and   supplies 1,993,573.92 

Interest   and   dividends 44.384.27 

Other  current   assets 19,999.22 

Deferred  assets 13,  832.  07 

Unadjusted  debit  items 250,748.15 

Total   assets 195,  372.  912.  56 

Liabilities : 

Stock 44.  394.  738.  59 

Capital   stock $44,391,298.59 

Stock  liability  for  conversion 3,440.00 

Long-term   debt 142,  644. 120.  00 

Current  liabilities !>.  140.  375.  32 

Loans  and  bills  payable 1 ,  000.  000.  00 

Audited  accounts  and  wages  payable  3,  829,  828.  04 

Miscellaneous  accounts  payable 111,786.93 

Interest  matured  unpaid 3,  226,  326. 15 

Unmatured  interest  accrued 804.390.83 

Unmatured  rents   accrued 106,  413.  91 

Other  current  liabilities 61,  629.  46 

Deferred  liabilities 83.  347.  43 

Unadjusted   credits 733, 187.  22 

Profits  and  loss— deficit 1,622,856.00 

Total  liabilities 195.  372.  912.  56 
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The  condensed  balance  sheet  of  Missouri   Pacific— Iron  Mountain,  as  of  June 
30,  1916,  shows  i lie  following: 

Assets  : 

Investments  $368,660,184.02 

Road  and  equipment  __ _  $319,989,522.73 

stocks,  bonds,  etc  15,  310,  !>14.  69 

Miscellaneous ___        3,359, 746.  60 

Current    assets       12,562,982.85 

•  'ash  609,928.72 

Special  deposits  1.  Mil ,  <X,:\.  a", 

Loans  and  hills  receivable   GO,  !)77.  5s 

Traffic  and  car  service  balances 377,639.23 

Due  from  agents  and  conductors 1,991,559.93 

.Miscellaneous  accounts  receivable 2,665.077.59 

.Materials  and    supplies  1,768,188.03 

Interest   and  dividends   receivable 82,377.57 

Other  current  assets.  115.2S1.17 

Deferred  assets  21,770.21 

Unadjusted  dehit   items        525,677.47 

Total    assets ___     381,770,614.55 

Liabilities : 

Stock S2,  884,  720.  <«> 

Capital    stock $82,742,780.00 

Stock  liability  for  conversion 141,940.00 

Long-term    debt 277,  777,  620.  00 

Current,  liabilities 19.  560,  475.  28 

Loans  and  hills  payable 1,140,000.00 

Traffic  and  car  service  balances 1,  245,  736.  '24 

Audited  accounts  and  wages  payable-         7,  834,  470.  60 

Miscellaneous  accounts  payable- 390,  602.  04 

Interest  matured 1  5,  660,  613.  65 

Unmatured   interest    accrued 2,874,362.83 

Unmatured  rents  accrued 129,848.27 

Other  current  liabilities 284,775.65 

I  >eferred  liabilities 107,  953.  03 

Unadjusted  credits 1.  759.072.  38 

Insurance  and  casualty   reserves 37.417.76 

Operating  reserves 1,900.54 

Accrued  depreciation — equipment 1.  130,307.91 

Other   unadjusted   credits 289,446.17 

Corporate  deficit 319,226.  14 

Additions    to    property    through    in- 
come   27,  392.  79 

Net   discount   on   securities  issued   or 

assumed 1.  242.  522.  70 

Profit  and  loss— deficits  1.  589,  141.  63 

Total   liabilities 381.  770  61J  5". 

The  I k  value  of  the  investments  of  Missouri  Pacific  in  stock. 

bonds,  and  notes  of  other  corporations  is  reported  at 90.549.392.77 

The  par  value  a1 —    108.  866  889.  10 

The  difference  is  18,  317,  196.  63 

The  securities  owned    (par  value)   consist  of — 

Stock       $80,611   S23.59 

Bonds  26,  513.  ihio  00 

Notes  1,582.778.82 

Mis.-ellai us 159,  286.  99 

Total  108,  866  889.40 

1  Does  no1   include  $1,514,880  interest  due  to  Missouri   Pacific  on  Iroij  Mountain  Income 
bonds. 
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Among  the  stocks  owned  are  the  following : 

St.  Louis,  Iron  Mountain  &  Southern,  common $44,349,103.59 

Denver  &  Rio  Grande,  common IT.  lilt.",.  <M>0.  00 

Denver  &  Rio  Grande,  preferred 9,805,000.00 

Texas  ,V  Pacific,  common 6,525,000.00 

Miscellaneous 2,  637,  720.  00 

Total SO,  611,  S23.  50 

Among  the  bonds  owned  are : 
St.  Louis,  Iron  Mountain  &  Southern  Ry.  first   and  refunding 

mortgage  bunds $25,  248,000.00 

Miscellaneous 1,  265,  000.  00 

Total 26,  513,  000.  00 

Gold  notes  of  Texas  &  Pacific  owned 828,  380.  00 

The  stock  of  Iron  Mountain  and  the  notes  of  Texas  &  Pacific  are  valued  at 
par.  The  $25,248,000  Iron  Mountain  bonds  arc  valued  al  $23,801,343.  The 
book  value  of  The  Denver  &  Rio  Grande  and  Texas  &  Pacific  stock  is  not 
separately  reported. 

The  book  value  of  the  investments  of  Iron  Mountain  in  stocks,  bonds,  and 
notes  of  other  corporations  is  reported  at  $23,118,102.81,  the  par  value  at 
$31,714,730.79,  the  difference  being  $8,596,633.98. 

The  securities  owned  consist  of — 


Par  value. 


Book  value. 


Stock 

Bonds 

Notes 

Miscellaneous 

Total . . 


$2,415,6<iti.00 

26, 529, 250. 00 

1, 380, 229. 90 

1,389,590.89 


31,714,736.79 


$2,490,331.02 
17,857,951.00 
1,380,229.90 
1,389,590.89 


23,118,102.81 


Among   the   I Is  owned   are   $23,703,000  second-income   bonds   of   Texas  & 

Pacific  and  $200,000  first-mortgage  Baring  Cross  Bridge  Co.  bonds,  or  a  total 
of  $23,903,000  which  the  company  values  a1  $15,815,750.  The  value  is  alleged 
to  represent  the  cost  of  the  bonds  to  the  Iron  Mountain. 

Iron  Mountain  also  owns  $30,000  of  stock  and  $842,600  0  per  cent  notes  due 
June  1.  L915,  of  Texas  &  Pacific.  Bonds  id'  the  State  of  Arkansas  in  the  amount 
ul  $584,000  are  valued  at  $1,  the  bonds  having  been  repudiated. 

Missouri  Pacific-Iron  Mountain  on  June  30,  1012,  owned  stocks  and  bonds 
of  the  Wabash  Railroad  Co.  as  follows: 

Missouri  Pacific : 

Preferred   stock $7,  000,  000 

Iron  Mountain : 

Common   stock 2,826,200 

Preferred   stock   2.  826,  200 

First  and  refunding  extension  bonds 2,913,203 


The  investment  in  the  common  and  preferred  stock  of  the  Wabash  represents 
a  total  loss.  The  $2,913,200  of  bonds  were  sold  for  a  net  amount  of  ^802,043.42. 
To  quote  from  the  stockholder's  report  for  1015-16 — 

"The  plan  and  agreement  of  reorganization  of  the  Wabash  Railroad  Co.  pro- 
vided for  an  assessment  of  $654.82  in  resped  of  each  $1,000  fact  value  of  first 
refunding  and  extension  mortgage  bonds  of  the  Wabash  Railroad  Co. — $2,913,000 
par  value  of  these  bonds  were  owned  by  the  St.  Louis,  Iron  Mountain  &  South- 
ern Railway  Co..  and  were  deposited  with  the  Metropolitan  Trust  Co.,  New 
York,  as  trustee  of  its  unifying  and  refunding  mortgage.  Under  order  of  the 
court  the  receiver  paid  the  first  installment  of  10  per  cent  on  the  assessment 
and  subsequently  disposed  of  the  certificates  of  deposit  representing  the  bonds, 
the  net  proceeds  of  which  amounted  to  $892,643.42,  which  was  deposited  with 
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the  trustee  of  the  unifying  and  refunding  mortgage  to  the  credil  of  the  addition 
and  improvement  fund  ;  the  difference  between  the  ledger  value  and  the  proceeds 
of  the  sale  of  same  amopnting  to  $986,370.58,  as  well  as  the  ledger  value  of 
28,262  shares  of  common  and  28,262  shares  of  preferred  stock  owned  by  the 
Sr.  Louis,  Iron  Mountain  &  Southern  Ry.  Co.  and  70,000  shares  of  preferred 
slock  of  the  Wabash  Railroad  <'<>..  owned  by  the  .Missouri  Pacific  Ry.  <\>.,  which 
had  previously  been  written  down  to  $31,631   was  written  off  to  profit  and  loss. 

"  This  disposed  of  all  interest  of  these  companies  in  the  securities  of  the 
Wabash  Railroad  <  !o." 

Tables  following  show  the  dividends  and  interest  received  by  Missouri  Pacific 
and  the  Iron  Mountain  on  stocks  and  bonds  owned  by  them. 

The  following  tables  show  the  capitalization,  revenues,  and  expenses  of 
Missouri  Pacific  and  Iron  Mountain  and  of  the  combined  properties. 
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As  shown  in  the  preceding  tables,  the  Missouri  Pacific  Railway  Co. 
statements  for  1916,  as  compared  with  1907,  shows  the  following: 


financia  i 


Item. 


1907 


Road  and  equipment 

Se  'unties  owned,  book  value. 

Ston'  outstanding 

Funded  debt 

<  Operating  revenues 

Operating  expenses 

Xet  Operating  revenues 

Taxes 


Net  operating  income-. 

Interest,  dividends,  and  other  income 

In"ome  available  to  pay  interest,  rents,  etc. 

Interest  parable 

Rents  payable 

Mis  ellaneous  deductions 

Total  deduction 

Surplus 


Defleit . 
Dividends  paid . 


$156, 

90, 

82, 

160, 

31, 

24, 

6, 

1, 


696,  127.75 
549,392  I  . 
841,085  no 
381.500  on 
589  056  14 
844,  Tins.-, 
744,925  59 
293,987  76 
340,937.83 
951,388  68 
977,876  74 
ii77.uiii  L2 
121,071.33 
97,367.29 
295,  154.74 


2,893,128.23 


$79,860, 

92,696, 

77,817, 

94,820, 

23,089, 

16,369, 

6.720, 

807, 

5,912, 

5, 952, 

11,904, 

4,078, 

225, 

510, 

4,814, 

7, 089, 


0'(7.22 
106.76 
875  00 
350.00 
870. 71 
011.70 
225  95 
951.44 
274.51 
027  65 
055  30 
077  50 
403.88 
982.19 
463  57 
591.73 


3,890,875.00 


Reference  is  here  made  to  the  tables  on  the  preceding  pages  for  the  financial 
statement  of  the  Iron  Mountain  and  the  consolidated  financial  statement  of  the 
Missouri   Pacific-Iron   Mountain. 

The  revenues  and  expenses  per  mile  of  road  of  Missouri  Pacific-Iron  Mountain 
are  shown  in  the  following  table: 

Revenues  and  expenses  per  mile  of  road  operated. 

[Data  from  Moody's  Analyses  of  Investments.] 


Years  ended 
June  30— 


1907 

1908 

1909 

1910 

1911 

1912 

1913 

1911 

1915 

1916 

10-year  aver- 
age   


Average 

miles 
operated. 


6,375 
5;  479 
6, 489 
6,775 
7,235 
7,231 
7, 257 
7,285 
7,285 
7,341 


Gross 

revenues. 


6,975 


$7. 639 
6,827 
7.  Its 
7,826 
7, 295 
7.  537 
8,565 
8, 20s 
7,990 
8.761 


Maintenance. 


Wav. 


$926 
1,026 
1,079 
1,181 
1,241 
1,198 
1,276 
1,172 
1,118 
1,442 


1,166 


Equip- 
ment. 


846 
1,085 
1,135 
1,146 
1,151 
1,359 
1,407 
1,478 
1,901 


Total. 


s'.n.'i 
1.872 
2, 164 
2.316 
2,387 
2,349 
2,  635 
2,579 
2,596 
3,343 


2,427 


All  other 
operating 
expenses. 


$3,076 
3,011 
3,064 
3,226 
3,(502 
3,  360 
3,524 
3.340 
3,246 
3,324 


3, 268 


Net 
operating 

revenues. 


82,539 
1,944 
1,920 
2,284 
1,306 
1,828 
2,406 
2,289 
2,148 
2,  184 


2, 085 


Years  ended  June  30- 


101 17 

1908 

1909 

1 1 10 

mi 

1912 

1913 

1914 

1915 

1916 

10-year  avi  rage. 


Total  net 
income. 


53,054 
2,387 
2,  181 
2,563 
1,555 
2,121 
2,  732 
2,614 
2.294 
2,374 

2,387 


Taxes 
accrued . 


$233 
254 
264 

281 
474 
310 
319 
345 
350 
3'  9 


1  Deficit. 


Balance 

lor 
charges. 


$2,821 
2,133 
1.917 
2,282 
6,281 
1,811 

2,413 

2,    69 

1,9)4 
1,9  5 

2,085 


Fixed 

charges. 


$1,614 
1,674 

1,753 
1,875 
1,950 
2.0:>;. 
2,  198 
2,259 
2,  114 
J.  168 

1.989 


Surplus 

me  r 
charges. 


$1,207 

159 

164 

407 

'669 

1274 

215 

10 

'  170 

'  183 

116 


Dividends 

paid. 


$013 
299 
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As  shown  in  a  preceding  table  the  capitalization  of  the  Missouri  Pacific-Iron 
Mountain  on  June  30,  1916,  consisted  of  stock.  $82,844,720:  bonds,  $277,777,020: 
total,  $360,662,340. 

The  proposed  reorganization  plan  of  the  Missouri  Pacific-Iron  Mountain  pro- 
vides for  the  issue  of  securities  and  capitalization  of  the  new  company  :is 
follows : 

Missouri    Pacific  common   stock $82,839,58?) 

New  5  per  cent  preferred  stock  or  .">  per  cent  income  bonds 76,751,635 

New  general  mortgage  4  per  cent  bonds 44,399,292 

New  first  and  refunding  bonds 46,923,150 

Undisturbed  bonded  debt 128,  458,  020 

Total  capitalization .__•___  379,372,282 

Increase  in  total  capitalization 18,709,942 

Bonded  debt  of  old  company 277,777,020 

Bonded  debt  of  new  company  if  preferred  stock  is  issued 219,781,062 

Decrease   in  bonded  debt 57,996,558 

The  reorganization  of  the  Missouri  Pacific-Iron  Mountain  is  under  the  man- 
agement of  Kulni.  Loeb  &  Co.  In  the  introductory  statement  to  the  reorganiza- 
tion plan,  dated  July  1,  1915,  attention  is  called  that  during  the  next  7)1  years 
provision  must  be  made  for  the  following  obligations  maturing  within  thai 
period  : 

Missouri  Pacific  3 -year  5  per  cent  notes  due  June  1.  1916 $24,845,000 

Little  Rock  Junction   Ry.  first  consolidated  6's,  due  Apr.  1.  1916__  393,000 

Missouri  Pacific  Co.  collateral  trust  5's,  due  Jan.  1,  1017 14,375,000 

Central  Branch  Ky.  first  4's,  due  Feb.  1,  1919     ___  3,459,000 

Missouri   Pacific  Co.  collateral  mortgage  5's,  due  Aug.  1.  1920__    .__  9.636,000 

Missouri  Pacific  Co.,  Lexington  Division,  first  5's,  due  Aug.  1.  1920  650,000 

Missouri   Pacific  Co.  consolidated  6'S,  due  Nov.    L,  1020 14,904,000 

Equipment  trusl  obligations  maturing  prior  to  1920,  about       5,705,000 

Iron   Mountain  < 'o.'s  indorsement  on   notes  of  the  Texas  &    Pacific 

Ry.  Co.,  dated  June  1.   1914 1,741,000 

Floating  debt,  about 3,600,000 

Total  ___     79,308,000 

The  reorganization  managers  found  that  the  immediate  cash  requirements 
amounted  to  $41,419,792,  to  be  used  for  the  following  purposes:  i  n  i  $24,845,000 
to  pay  Missouri  Pacific  three-year  gold  notes:  (  h  )  $3,861,000  to  pay  equipment 
trust  obligations  of  the  .Missouri  Pacific-Iron  Mountain  due  prior  to  June  :'»<>. 
1918:  (c)  $12,713,792  to  provide  funds  for  adjustment  and  payment  of  interest 
in  respect  of  bonds  and  other  obligations  deposited  under  the  plan,  additional 
working  capital  for  the  new  company,  payment  of  current  liabilities  and  re- 
organization expenses.  The  s41.410.79J  is  to  be  raised  by  levying  an  assess- 
ment of  $50  per  share  on  the  outstanding  $82,839,585  of  stock  of  the  Missouri 
Pacific  Railway  Co.  In  exchange  for  the  paymeni  of  $50  per  share,  the  stock- 
holders are  to  receive  $41,419,792  of  new  general  mortgage  1  per  cent  bonds. 
which  are  a  lien  on  all  the  properties  subject  to  the  $128,458,620  of  undisturbed 
bonded  dehl  and  the  new  first  and  refunding  •"»  per  cem  bonds  to  be  issued, 
and  in  addition  thereto  $82,839,585  of  stock-  in  the  new  company.  In  other 
words,  upon  the  payment  of  the  $50  assessment  the  new  company  will  issue  its 
common  stock  in  exchange  for  the  common  stuck  of  the  old  Missouri  Pacific,  the 
exchange  to  be  effected  on  a  par  for  par  basis. 

The  undisturbed  securities,  amounting  to  $128,458,620,  consist  of  \<i) 
$110,281,120  of  Iron  Mountain  bonds,  (ft)  $15,240,500  of  Missouri  Pacific  bonds, 
(a)    $2,937,000  of  equipment   obligations. 

All  of  the  bonds  of  the  Iron  Mountain  except  $29,423,000  of  first  and  refund- 
ing 0  per  cent  40-year  bonds  due  July  1,  1952,  of  which  the  Missouri  Pacific 
owns  $25,248,000,  remain  outstanding.  The  Missouri  Pacific  bonds  undisturbed 
consists  of  the  following:  i a  )  $6,996,000  Pacific  Railroad  (of  Missouri)  first 
fours   ilue    Augus!    1.    1938;    I  ft  I    $2,573,000   of    Pacific    Railroad    (of   Missouri) 

second  fives,  due  July   1.  1938;    (c)   $3,828,01 f  Missouri   Pacific   Railway   Co. 

third  fours,  due  July  1.  1938;  (&)  $237,500  Pacific  Railroad  (of  Missouri). 
Carondelet   Branch,   first   four-and-a-halfs,  due   October   1,   1938;    (e)    $800,000 
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Pacific  Railroad  (of  Missouri),  St.  Louis  city  real  estate,  fives,  duo  May  1,  1838: 
(f)  $806,000  Verdigris  Valley  Independence  &  Western  Railroad  Co.  iirst  fives. 

All  of  the  securities  maturing  within  five  and  one-half  years  (gold  notes  to 
he  paid  in  cash)  are  taken  care  <>f  by  the  reorganization  plan. 

The  new  securities  are  to  he  distributed  its  follows: 


Amount. 

l  xisting  securities  description. 

New  first  and  re- 
funding tnori  gage 
5  per  cent  lionds. 

New  general 

mortgage  4  per 

cent  bonds, 

New  5  per  cent 
preferred  stock 
or  5  per  cent  in- 
come bonds. 

Per 

cent. 

Amount. 

Per 

cent . 

Amount. 

Per 
cent. 

Amount. 

114,904,000 

Missouri  Pacific  consols,  first  lis 
Missouri  Pacific  collateral  trust  5s 
of  1917... 

110 

816.394.400 

1 1,375,000 

100      14.375.000 

9,636,000 

Missouri  Pacific  collateral  mortgage 
5s  of  1920 

100  t    9,636,000 

' 

37  255,000 



100 

100 

100 
100 
50 
50 

too 

100 

ino 

$37,255,000 
29. 806, 000 

29.  MX ■.,11(10 

Missouri  Pacific  first  and  refunding 
5s 

1 

650,000 

Missouri  Pacific,   Lexington   Divi- 

650, 000 

3,972.000 

3.972,000 

3,459,000 

..    .      .. 

50 
50 

$1,729,500 
1.250,000 

1,729,500 

2,500,000 

1,250.000 

520.000 

520, 000 

1.024,000 

1 , 024, 000 

500,000 

Boonebille'  St .  Louis  tt  Southern  5s 

St.  Louis,  Iron  Mountain  &  South- 
ern Rv.  first  and  refunding  (is 

Little  Rock  Junction  first  consols, 
6s,  guaranteed  by  St.  I  ouis.  Iron 
Mountain  &  Southern  Rv.  Co 

Texas  &  Pacific  notes  indorsed  by 

500. 000 

4.175,000 



105       4.383,750 

100  '        393,000 
100  '     1.741,000 

393,000 

1 

1.741.000 

82,83 

Missouri  Pacific  stock  outstanding  • 
St.  Louis,  Iron  Mountain  &  South- 

50     41.419,792 

45. 135 

100 

45, 135 

Total 

46,923,150 

44.399,292 

76,751,635 

1  The  holders  of  stock  in  the  Missouri  Pacific  Ry.  Co.  are  entitled  to  receive  $82,839,595  (100  per  cent)  of 
common  stock  in  the  new  company,  as  well  as  the  $41,418,792  (50  per  cent)  general  mortgage  bonds  above 
mentioned  of  the  new  company,  upon  surrender  of  their  existing  stock  and  payment  of  assessment  of  $50 
per  share. 

The  above  distribution  of  new  securities  has  been  modified  so  that  the 
bondholders  of  the  Centran  Branch  and  the  Central  Branch  Union  Pacific 
may  exchange  their  holdings  for  new  general  mortgage  4  per  cent  bonds 
instead  of  exchanging  the  same  for  new  general  mortgage  4  per  cent  bonds 
and  preferred  stock,  as  indicated  above. 

The  reorganization  managers  alleged  that  the  capitalization  of  this  railway 
system  if  the  proposed  reorganization  plan  is  put  into  effect  will  not  be 
increased  except  for  (a)  new  money  in  excess  of  the  amount  to  be  used  in 
paying  existing  obligations;  (b)  premiums  aggregating  $1,699,150  on  refund- 
ing into  new  5  per  cent  bonds  of  the  consolidated  first-mortgage  6  per  cent 
lionds  of  the  Missouri  Pacific  Co.  and  the  first  and  refunding  mortgage  6  per 
cent  bonds  of  the  Iron  Mountain  Co.;  (c)  the  acquisition  of  the  $1,741,000 
Texas  &  Pacific  notes  indorsed  by  the  Iron  Mountain. 

The  reorganization  managers  report  that  the  reorganization  plan  accom- 
plishes a  reduction  in  fixed  interest-bearing  obligations  amounting  to  $60,- 
552,558.  The  fixed  charges  will  be  reduced  by  $3,580,772.  The  fixed  interest- 
bearing  obligations  per  mile  of  road  will  be  reduced  from  $39,996  to  $31,357, 
or  by  the  sum  of  $8,639. 

The  principal  advantages  of  the  reorganization  plan,  in  the  opinion  of  the 
bankers,  are  the  following: 

(a)  Provision  for  new  money,  the  payment  or  refunding  of  the  obligations 
maturing  during  the  next  few  years,  and  the  consolidation  into  large  issues  of 
various  minor  bond  issues.  The  minor  bond  issues  have  at  present  but  a 
limited  market,  which  affects  their  saleability  and.  as  a  consequence,  tends 
to  injure  the  credit  of  the  company,  whereas  the  new  issues  should  command 
a  ready  and  .active  market. 
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(6)  Fixed  charges  so  reduced  as  to  come  well  within  the  earnings  of  the 
system  even  under  the  adverse  conditions  prevailing  during  the  past  two 
years. 

(c)  Reduction  in  the  amount  of  fixed  interest-bearing  securities  by  over 
$60,000,000. 

(d)  The  new  first  and  refunding  mortgage,  constituting,  as  it  will,  a  lien 
upon  the  entire  Missouri  Pacific-Iron  Mountain  System,  subject  to  prior  liens 
aggregating  only  about  !?18.32S  per  mile  upon  the  completion  of  the  readjust- 
ment, affords  a  security  which,  it  is  believed,  will  not  only  meet  the  require- 
ments of  the  present  plan  but  can  be  advantageously  marketed,  as  occasion 
may  require,  to  provide  for  obligations  of  later  maturities  and  for  the  com- 
paratively moderate  expenditures  which  will  be  required  from  year  to  year  for 
improvements,  betterments,  and  additions.  On  the  basis  of  the  earnings  for  the 
fiscal  year  ended  June  30.  1915,  the  net  income  after  meeting  prior  lien  charges 
is  nearly  three  times  the  interest  on  the  new  first  and  refunding  mortgage  5 
per  cent  bonds,  and  the  balance  then  available  is  nearly  two  and  one-half  times 
the  interest  on  the  new  general  mortgage  4  per  cent  bonds. 

('i  The  reestablishment  of  the  company's  credit  and  the  anticipated 
strengthening  of  the  company's  position. 

On  .Mine  1.  1!)17.  the  properties  of  the  Missouri  Pacific-Iron  Mountain  were 
transferred  to  Missouri  Pacific  Railroad  Co.  and  the  receivers  discharged. 

Referring  to  the  receivership  of  the  Missouri  Pacific-Iron  Mountain,  the  Com- 
mercial and  financial  Chronicle,  in  its  issue  of  January  30,  1917  (vol.  104.  p. 
UC>41  i.  says  in  part : 

"The  receivership,  winch  has  now  given  place  to  the  reorganized  company, 
has  been  unique  in  its  freedom  from  litigation  (although  six  mortgages  were 
foreclosed)  and  particularly  in  that  no  receiver's  certificates  have  been  issued. 
During  the  receivership,  which  lasted  1  year  and  Id  months,  the  receiver, 
besides  providing  for  unusually  heavy  maintenance  expenses,  was  authorized 
by  the  court  to  expend  nearly  $10,000,000  for  improvements  and  new  equip- 
ment. 

"As  a  result  of  the  reorganization  about  $69,000,000  of  the  old  bonds  have 
been  converted  into  5  per  cent  preferred  stock,  and  the  annual  fixed  charges 
have  been  reduced  by  over  $3,000,000.  The  reorganization  provided  the  funds 
by  which  was  retired  the  $25,000,000  seciired-note  issue,  which  was  created  in 
1911  and  constituted  an  insuperable  obstacle  to  the  proper  financing  of  the  old 
company. 

"In  addition,  the  reorganization  lias  provided  tor  the  current  cash  require- 
ments of  the  new  company  and  for  the  consolidation  into  large  issues  of  various 
minor  bond  issues  which  had  but  a  limited  market  and  were  not  readily  sale- 
able— characteristics  which  injured  the  credit  of  the  old  company,  whereas 
the  new  issue  has  created  a  ready  and  active  market." 

The  stock  of  the  Missouri  Pacific  Railroad  Co..  both  common  and  preferred, 
has  been  Lodged  under  a  five-year  voting  trust,  of  which  otto  H.  Kalin.  James  & 
Wallace,  and  Robert  Windsor  are  voting  trustees. 

The  syndicate  which  underwrote  the  $46,000,000  cash  requirements  of  the 
Missouri  Pacific-Iron  Mountain  reorganization  has  been  closed,  the  members 
thereof  realizing  a  profit  of  3  per  cent,  which  represents  a  distribution  of 
$1,380,000. 

Receivebship  ok  Missouri,  Oklahoma  &  Gulf  Railway  Co.;  MISSOURI,  Okla- 
homa &  Gulf  Railroad  Co.:  and  Missouri,  Oklahoma  &  Gulf  Railway  of 
Texas. 

Missouri.  Oklahoma  &  Gulf  Railway  Co.  was  incorporated  October  24,  1904, 
in  Oklahoma  ;  the  Missouri,  Oklahoma  &  Gulf  Railroad  Co.  on  December  11. 
1911,  in  Oklahoma  ;  and  Missouri,  Oklahoma  &  Gulf  Railway  of  Texas  under 
the  laws  of  Texas.    The  last-named  company  owns  but  18  miles  of  road. 

Wm.  Kenefick,  of  the  Keuefick  Construction  Co.,  of  Kansas  City,  was  the 
moving  spirit  back  of  this  enterprise.  Boston  and  French  bankers  furnished 
the  necessary  funds.  The  completed  plans  called  for  the  construction  of  a  line 
of  railway  from  Kansas  City  to  the  Gulf  of  Mexico.  The  initial  construction 
was  begun  in  Oklahoma  to  open  the  Henryetta  and  Lehigh  coal  fields. 
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The  miles  of  road  owned  and  operated  by  the  three  companies  on  June  30, 
1916,   is  reported   as  follows: 

A.  .Missouri.  Oklahoma  &  Gulf  Railway  Co.:  Milr< 

Wagoner  via  Muskogee  and  Henryetta  to  Red  River,  Okla  205.30 

Denver  to  Coalton,  Okla 9.00 

Arkansas  . I  unci  ion  |o  Lowerre,  Okla 2.41 

Bromide  Junction  to  Bromide,  Okla           4.00 

Total 220.71 

Wagoner,  Okla.,  to  Baxter,  Kans 98.26 

C.  .Missouri,  Oklahoma  &  Gulf  Railway  of  Texas: 

Denison  te  Carpenters  Bluff,  Tex 18.00 

Total  owned  by   three  companies 330.07 

Operated  under  trackage  contracts: 

St.  L.-S.  V..  Baxter  Springs,  Kans.,  to  Ruth,  Mo 14.4 

Mo.  Pac.  Ry.,  Ruth  to  Joplin,  Mo .96 

Grand  total  operated 352.33 

The  same  interests  control  all  three  of  the  companies,  and  their  finances  are 
so  interwoven  that  they  may  he  considered  one  system. 

The  .Missouri.  Oklahoma  &  Gulf  Railway,  organized  in  1904,  was  to  build  a 
line  from  Wagoner,  okla.,  to  Denison  and  Sherman,  Tex. 

The  Missouri.  Oklahoma  &  Gulf  Railroad  Co.,  organized  in  1011,  was  to  build 
lines  from  ( <t  )  Henryetta.  okla..  to  Oklahoma  City:  (b)  Wagoner,  Okla..  to 
Joplin,  .Mo.:  i  C  )  Denison  to  1 'alias  and  Fort  Worth,  Tex.  Later  the  Missouri, 
Oklahoma  &  Gulf  Railway  of  Texas  was  organized  to  build  the  Texas  lines. 
Neither  of  the  companies  completed  all  its  projected  lines. 

On  June  30,  1916,  the  companies  reported  bonded  debt  as  follows: 

A.  Missouri,    Oklahoma    &    Gulf    Railway    Co.: 

First    gold  lives $7,007,000 

Second   gold   fives 1,467,000 

B.  Missouri,  Oklahoma  &  Gulf  Railroad  Co.: 

Firsi  mortgage  fives 10,665,200 

C.  Missouri.  Oklahoma  &  Gulf  Railway  of  Texas: 

First  mortgage  fives 350,  000 

Total  bonds 19,  489,  200 

Equipment  notes 523,  025 

Baldwin  Locomotive  Works  6  per  cent  notes 66,506 

Receiver's   certificates 1,  500,  000 

Total  debt 21,  578,  731 

Excluding  the  equipment  notes  and  the  receiver's  certificates,  the  honded  debt 
aggregates   $55,300   Iter   mile.    - 

The  payment  of  interest  on  all  bonds  was  unconditionally  guaranteed  until 
November  1,  1913,  by  the  Wm.  Kenefick  Co..  of  Kansas  City,  Mo. 

The  payment  of  the  Texas  Co.  bonds  is  guaranteed  by  the  -Missouri,  Oklahoma 
&  Gulf  Railroad  Co. 

on  December  11,  1913,  President  William  Kenefick  was  appointed  temporary 
receiver  for  properties  of  Missouri,  Oklahoma  &  Gulf  Railway,  and  Missouri. 
Oklahoma  &  Gulf  Railroad.  The  petition  for  the  appointment  of  a  receiver 
was  hied  by  Baldwin  Locomotive  Works.  On  January  12,  1914,  L.  S.  Posner. 
of  New  York,  and  Alexander  New,  of  Kansas  City.  Mo.,  were  appointed  per- 
manent receivers. 

The  Railway  Age  Gazette,  in  its  issue  of  January  2,  1914  (vol.  56,  p.  5), 
referring  to  the  receivership  of  the  companies  under  consideration,  says,  in 
substance:  Missouri,  Oklahoma  &  Gulf  Railroad  was  promoted  by  a  Boston 
banking  house  and  its  securities  largely  placed  in  Boston  and  France.  Boston 
iiittn.Si  apparently  lost  heart  in  their  enterprise  more  than  a  year  or  two 
ago,  and  the  property  was  being  carried  largely  by  French  banking  interests. 
The  failure  in  Paris  of  one  of  the  banks  interested  in  the  property  was  given  as 
the  immediate  cause  of  the  receivership.  An  attempt  was  made,  however,  to 
raise  new   capital  in  New  York  before  receivership  took  place,  but  was  unsnc- 
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cessful.  II  bad  been  necessary  to  practice  rather  strict  economy  in  the  mainte- 
nance for  two  or  three  years,  so  that  its  physical  condition  was  not  very  high 
class,  and  on  the  greater  part  of  its  husiness  it  had  to  compete  with  older  and 
Letter  established  and  hetter  maintained  roads  which  could  offer  superior 
services.  Time  only  will  prove  whether  the  road  was  justified  at  all  in  an 
economic  sense. 

That  the  Boston  interests  withdrew  their  support  is  shown  by  a  statement 
issued  by  the  directors  of  the  Oklahoma  City  Terminal  Railway,  organized  to 
handle  the  bonus  subscriptions  for  terminals.  The  directors  of  the  terminal 
company  demanded  that  the  officials  of  the  railroad  make  a  showing  on  or 
before  October  15,  1918.  that  the  line  will  be  constructed  between  Oklahoma 
City  and  Henryetta,  or  else  the  subscriptions  to  the  bonus  fund  would  be  re- 
turned to  the  subscribers.  The  statement  (Com.  and  Fin.  Chron.,  vol.  97,  p. 
SS7)  given  out  by  the  directors  of  the  Oklahoma  City  Terminal  Railway  reads 
in  pail  as  follows : 

"By  the  time  litigation  was  disposed  «.f.  conditions  both  in  Europe  and  in  this 
country,  to  say  nothing  of  the  poor  crop  conditions  in  Oklahoma,  had  become 
such  as  to  make  it  practically  impossible  to  raise  more  money  in  France,  where 
Hie  M.,  o.  &  G.  was  financed.  Announcement  was  made  from  time  to  time  by 
officials  of  the  M.,  O.  ».V  G.  that  they  had  not  abandoned  the  intention  of  build- 
ing to  Oklahoma  Oily,  but  were  only  waiting  for  the  Balkan  War  situation  and 
other  complications  in  Europe  to  clear  up  so  that   work  could  be  started." 

Referring  to  the  appointment  of  receivers,  the  Commercial  and  Financial 
Chronicle,  in  its  issue  of  December  20,  1913  (vol.  97,  p.  1823),  quoting  in  sub- 
stance from  the  Kansas  City  Star,  says: 

"Alexander  New.  chief  counsel  for  the  railroad,  said  to-day  that  the  em- 
barrassment was  due  to  the  failure  of  the  Banque  Franco-Americano  of  Paris, 
which  financed  the  road.  The  bank  sold  mosl  of  tin'  bond  issue  of  between 
twelve  and   thirteen  million  dollars. 

"Mr.  Kenefick  has  worked  10  years  on  the  project.  He  is  a  construct  ion 
contractor.  The  trains  are  now  being  operated  over  335  miles  of  the  road's 
own  tracks.  Tt  extends  from  Denison,  Tex.,  to  Baxter,  Kans.,  on  its  own 
tracks,  and  by  traffic  arrangements  the  trains  run  from  Sherman,  Tex.,  t<» 
Joplin.     It  is  projected  to  extend  from  Kansas  City  to  the  Gulf. 

"The  railway  runs  through  a  comparatively  new  but  rapidly  developing 
country  The  construction  is  said  to  be  of  the  best  and  with  the  lowest  grade 
of  any  line  running  through  that  pari  of  the  Southwest.  By  reason  of  this 
road,  ranches  have  been  converted  into  farming  country  and  settled  up,  and  a 
number  of  good,  enterprising  towns  have  sprung  up  along  the  line.  Good  coal 
is  being  mined  on  different  parts  of  the  line. 

"Plans  for  reorganization  have  been  under  way  several  months,  and  it  is 
believed  that  they  will  be  consummated  in  a  very  short  time  and  construction 
resumed.  It  is  expected  that  the  road  ultimately  will  be  built  to  Dallas,  Tex., 
to  Oklahoma  City,  and  to  Kansas  City. 

".Mr.  Kenefick  has  been  in  Europe  two  months.  The  receivership  in  nowise 
affects  a  number  of  other  enterprises  now  being  constructed  and  developed  by 
him." 

In  the  petition  for  the  appointment  of  a  receiver,  the  indebtedness  of  the 
company   is  reported  as  follows: 

Railway  first-mortgage  bonds $7,  007,  000 

Railway  second-mortgage  bonds 1,  467,  000 

Railroad  first-mortgage  bonds 10,  655,  200 

Texas  company  first-mortgage  bonds 350,000 

Kansas  company  first-mortgage  bonds 75,000 

Baldwin  company 1 205.  822 

Bills  payable 179,  648 

Vouchers  audited  but  unpaid 144,  511 

Wages 54,  362 

Taxes,  1912-13 59,  501 

Taxes,  1913-14 57,  236 

<  'oal  bills 116, 157 

Miscellaneous 4,000 

In  addition  there  were  suits,  aggregating  over  .$175,000,  and  judgments  in 
appeal  amounting  to  $47,237. 
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In  its  issue  of  January  17,  1914,  the  Commercial  and  Financial  Chronicle  (vol. 
98,  p.  230)  reports  that  the  petition  on  which  the  receivership  was  based  states 
that  the  system  is  in  need  of  sums  aggregating  $4,720,000  for  properly  equip- 
ping and  extending  the  road,  to  wit : 

For  ballasting  and  new  ties $20,  000 

For  constructing  shops 100,000 

For  industrial  tracks  and  spurs 20,000 

For  extending  the  Dewar  spur  farther  into  the  coal-mining  districts ]25,  000 

For  completing  shops  at  Muskogee 100,  000 

For  constructing  the  western  branch  from  Henryetta 4,125,000 

The  earnings  of  the  company  have  been  inadequate  to  pay  operating  expenses 
and  taxes,  let  alone  the  payment  of  interest. 

.Moody,  in  ins  Manual  of  Railroads  and  Corporation  Securities,  shows  the 
revenues  and  expenses  as  follows: 


Year. 

Gross 
earnings. 

Operating 
expenses 
and  taxes. 

Net  earn- 
ings. 

Other 
income. 

Interest 

charges, 

etc. 

Deficit. 

1910-11 

$758, 151 
895, 774 
1,0S4,946 
1,177,560 
1,174,211 
1,416,301 

$762,956 
896, 236 
1,073,469 
1, 258, 722 
1,350,711 
1, 505, 027 

$4, 805 
462 
11,477 
81,162 
176,500 
88, 726 

$351,463 
538, 873 
454, 120 
476, 186 
565, 685 
671, 567 

$356, 268 
539,335 

1911-12... 

1912-13.. 

442, 643 
544,866 

1913-14 

$12,482 
19,286 
33,237 

1914-15 

722, 899 

1915-16 

727,056 

A  mere  glance  at  the  preceding  table  reveals  at  once  the  difficulties  of  these 
companies.  The  earnings  so  far  do  not  justify  the  expenses  incurred  in  con- 
structing the  lines. 

It  appears  that  to  date  (Sept.  1,  1917)  no  reorganization  plan  has  been  sub- 
mitted to  the  stockholders  and  creditors. 

Receivership  of  the  New  Orleans,  Mobile  &  Chicago  Railroad  Co.   (Panama 

Route). 

New  Orleans,  Mobile  &  Chicago  Railroad  Co.,  hereafter  referred  to  as  the  New 
Orleans  company,  was  incorporated  December  3,  1909,  in  Mississippi,  Alabama, 
and  Tennessee.  It  acquired  the  properties  of  the  Mobile,  Jackson  &  Kansas 
City  Railroad  Co.  and  Gulf  &  Chicago  Railroad  Co.,  sold  at  foreclosure  sale  on 
August  23,  1909.  In  1911  control  of  the  New  Orleans  company  was  acquired 
by  the  St.  Louis  &  San  Francisco  Railroad  Co.  and  the  Louisville  &  Nashville 
Railway  Co. 

On  December  19,  1913,  President  William  F.  Owen  was  appointed  receiver. 
The  property  of  the  company  was  sold  at  foreclosure  sale  on  August  18,  1915. 

The  subject  matter  of  this  report  may  be  summarized  under  the  following 
headings : 

1.  Reorganization  in  1909. 

2.  Mileage  owned  and  operated. 

3.  Appointment  of  receiver  on  December  19,  1913. 

4.  Revenues  and  expenses. 

5.  Assets  and  liabilities. 

6.  Reorganization  plan  dated  March  24,  1915. 

1.   REORGANIZATION   IN    1909. 


On  September  8,  1908,  the  stockholders  of  the  Mobile.  Jackson  &  Kansas  City 
Railway  Co.  ratified  the  merger  of  that  company  with  the  Gulf  &  Chicago  Rail- 
way Co.  On  December  1.  1909,  the  properties  of  the  Mobile,  Jackson  &  Kansas 
City  were  acquired  by  the  New  Orleans,  Mobile  &  Chicago  Railroad  Co.,  the 
properties  of  the  former  company  having  been  sold  at  foreclosure  sale.  The 
old  companies  had  a  bonded  indebtedness  of  $8,061,400.  consisting  of  $4,000,000 
of  5  per  rent  of  <  lull'  &  Chicago  bonds  and  $4,061,500  of  Mobile,  Jackson  & 
Kansas  City  bonds.  The  reorganization  plan,  pursuant  to  which  the  New 
Orleans  company  was  organized,  provided  that  the  bonds  of  the  old  companies 
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should  be  exchanged  bond  for  bond  issued  by  the  new  company.  In  addition 
the  new  company,  or  New  Orleans  company,  was  to  issue  to  the  bondholders 
preferred  stock  equivalent  in  amount  to  the  face  value  of  the  three  interest 
coupons  attached  to  the  new  bonds,  which  matured  on  July  1,  190S.  January  1, 
1909,  and  July  1,  1909.  Subsequently  the  plan  was  amended  so  that  the  interest 
coupon  maturing  on  January  1.  1908.  was  paid  in  cash  and  the  next  four  suc- 
ceeding interest  coupons  were  funded  through  the  issue  of  preferred  stock. 

The  reorganization  plan  of  1909  further  called  for  the  issue  by  the  New 
Orleans  company  of  $S,073.8Q0  par  value  of  common  stock  to  be  exchanged  for  a 
like  amount  of  common  stock  of  other  companies.  The  plan  also  levied  a  $20  per 
share  assessment  upon  the  outstanding  stock.  Upon  t lie  payment  of  this  assess- 
ment the  stockholders  received  bonds  of  the  new  company,  together  with  3 
per  cent  in  cash  on  the  bonds  subscribed  for  and  20  per  cent  in  preferred  stock. 
To  summarize,  the  capitalization  of  the  New  Orleans  company  immediately 
following  the  reorganization  in  1909  consisted  of  the  following : 

(a)  Common  stock  (authorized  issue  limited  to  $25,000  per  mile)  —  $25,000,000 

(1)  To  be  expended  for  old  stock $8,073,000 

(2)  Available  for  treasury 2,001,200 

(3)  Balance  unissued 14,925,800 

( b)  6  per  cent  preferred  stock  ( issue  limited  to  $5,000  per  mile)  ___       5,  000,  000 

(1)  Issued  to  fund  coupons- $806,140 

(2)  Issued  to  purchase  syndicate 153,426 

(3)  Available  for  treasury 1,055,434 

(4)  Remainder   unissued 2,985,000 

(c)  First  mortgage  50-year  5  per  cent  bonds  (limited  to 

$30,000  per  mile) 30,000,000 

(1)  To  be  issued  to  refund  old  bonds $8,061,400 

(2)  To  be  sold  to  purchase  syndicate 1,  534.  263 

(3)  Available  for  treasury 2,494,337 

(4)  Reserve  for  new  mileage 17,910,000 

A  purchase  syndicate,  formed  by  those  in  control  of  the  properly,  and  con- 
sisting of  Messrs.  Berg,  Wexler,  McDonald,  Stratton,  et  al..  agreed  to  assume 
the  entire  floating  debt  of  the  old  companies,  aggregating  $1,534,262,  accepting 
as  security  therefor  $1,534,263  of  first  mortgage  bonds  and  $153,426  of  6  per 
cent  preferred  stock  of  the  New  Orleans  company.  The  purchase  syndicate, 
it  appears,  also  obligated  itself  to  pay  into  the  treasury  of  the  new  company 
$500,000  in  cash. 

2.    MILEAGE  OWNED  AND  OPERATED. 

On  June  30,  1916,  the  New  Orleans  company  owned  and  operated  402.39  miles 
of  road,  consisting  of: 

Miles. 

1.  Mobile,  Ala.,  to  the  terminus  main  line  in  Tennessee 368.  83 

2.  Hattiesburg  to  Beaumont,  Miss 27 

3.  Ellisville  Junction  to  Ellisville,  Miss 6.  56 

Total 402.39 

In  addition  the  company  owned  84.32  miles  of  sidings. 

In  September,  1911,  Douglas  Fenwick  &  Co.  offered  bonds  of  the  New  Orleans 
company  at  75  and  interest.  In  February.  1912,  the  same  investment  brokers 
offered  bonds  of  the  New  Orleans  at  951.  The  increase  in  the  price  of  the  bonds 
was  attributed  to  the  control  of  the  New  Orleans  company  having  been  acquired 
by  the  St.  Louis  &  San  Francisco  and  the  Louisville  &  Nashville.  In  its  issue 
of  October  21,  1911,  the  Commercial  and  Financial  Chronicle  (vol.  93,  p.  1106) 
quoted  Chairman  B.  F.  Yoakum,  of  the  St.  Louis  &  San  Francisco,  as  saying  in 
substance : 

"  The  St.  Louis  &  San  Francisco  has  increased  its  holding  of  stock  in  the  New 
Orleans,  Mobile  &  Chicago.  Several  years  ago,  says  B.  F.  Yoakurn,  the  Frisco 
purchased  a  small  interest  in  the  Mobile  road,  since  which  time  the  prop- 
erty has  gone  through  reorganization  and  more  than  $1,250,000  has  been  ex- 
pended on  the  property,  its  terminal  facilities,  and  equipment.  This  road 
serves  Mobile,  one  of  the  most  aggressive  ports  on  the  Gulf  of  Mexico,  the 
traffic  of  which,  both  to  and  from,  is  increasing  rapidly.  The  opening  of  the 
Panama  Canal  and  the  large  increase  in  traffic  of  South  and  Central  America 
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makes  this  now  outlet  important.  The  line's  business  is  increasing  monthly, 
although  the  general  business  is  do1  up  to  the  high  standard  of  the  property. 
With  i  he  Frisco  as  an  oul  let  to  Memphis  and  the  territory  of  ( Oklahoma,  Kansas, 
etc..  both  companies  will  be  largely  benefited.  The  lumber  business,  upon 
return  of  normal  conditions,  should  add  considerably  to  present  traffic." 

Upon  retiring  from  the  presidency  of  the  New  Orleans  company,  early  in 
1912,  Mr.  Berg  said  the  plans  of  the  company  called  for  the  extension  of  the 
road  from  Middleton,  Tenn..  to  a  point  in  Kentucky  located  on  the  Ohio  River 
opposite  Chaffa,  111.,  a  terminus  of  the  Chicago  &  Eastern  Illinois  Railroad  Co. 
The  completion  of  this  extension,  together  with  the  execution  of  a  traffic  agree- 
ment with  the  Chicago  &  Eastern  Illinois,  would  have  given  the  New  Orleans 
company  an  entrance  into  Chicago  over  a  970-mile  route  extending  from 
Mobile,  Ala. 

The  promulgation  of  the  extension  plans  of  the  New  Orleans  company,  to 
gether  with  the  acquisition  of  the  control  of  that  company  by  the  St.  Louis  & 
San  Francisco  and  the  Louisville  &  Nashville,  reflected  favorably  upon  the 
selling  prices  of  the  bonds  of  the  New  Orleans  company. 

The  proposed  extension  has  not  been  constructed.  In  May,  1916,  Judge 
Toulmin  in  the  Federal  district  court  at  Mobile,  authorized  Receiver  Owen  to 
begin  the  construct  ion  of  an  extension  from  Middleton,  Tenn.,  northerly  to 
Jackson.  Tenn.,  a  distance  of  24  miles,  at  an  estimated  cost  of  from  $700,000 
to  $800,000. 

.;.    APPOINTMENT  OF  RECEIVER. 

On  December  19,  1913,  President  William  F.  Owen  was  appointed  receiver  of 
the  New  Orleans  company  on  the  petition  of  Metropolitan  Trust  Co.,  of  New 
York,  as  trustee  under  the  first  and  refunding  mortgage.  The  complaint  alleged 
the  nonpayment  of  interest  coupons  due  January  1,  1913. 

The  inability  of  the  company  to  finance  its  proposed  extension  to  the  Ohio 
Liver,  the  appointment  of  a  receiver  for  the  St.  Louis  &  San  Francisco,  which 
owned  one-half  of  the  outstanding  stock-  of  the  New  Orleans  company,  disas- 
trous Hoods  of  1912  and  1913,  all  contributed  to  the  financial  difficulties  of  this 
company  and  caused  the  appointment  of  a  receiver  in  1913. 

4.    REVENUES   AND  EXPENSES. 

The  revenues  and  expenses  of  the  New  Orleans  company,  as  shown  by  its 
annual  reports,  have  been  as  follows : 

Neiv  Orleans,  Mobile  &  Chicago  Railroad  Co.  revenues  and  expenses. 
[Data  from  annual  report.] 


Years' ending  June  30— 


Miles     I      Gross 
operated,    revenues. 


Operating 
expenses. 


Ratio. 


Net  oper- 
ating 
revenue. 


Taxes,  in- 
terest, etc. 


Net 
income. 


1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 


401.61 
401. 61 
401.61 
402.  75 
404. 33 
404. 33 
451.  74 
534. 68 
402. 90 
402. 90 
402. 90 


$1,083,692 
1, 558, 851 
1,440,396 
1,525,833 
1,711,709 
1, 826, 135 
2, 002, 72S 
2, 490, 052 
2,204,370 
1,774,473 
2, 039, 135 


$773, 761 
1,426,950 
1,1S2,414 
1,023,729 
1,068,156 
1,080,447 
1,372,468 
1,761,975 
1,451,157 
1,320,686 
1,397,669 


71.4 
91.8 
82.1 
67. 1 
62.4 
59. 1 
68.5 
70.8 
65.8 
74.4 
68.5 


$309,931 
127, 261 
257,982 
502, 104 
643, 553 
745, 688 
630, 260 
728, 077 
753, 213 
450,787 
641,466 


$429, 774 
535,586 
571, 804 
554, 438 
613,996 
662, 124 
780, 713 
1,026,973 

833,862 

S27, 399 


i$119,843-- 

1408,325 

i  313,822' 

■  52, 334 

29,557 

S3, 564 

i  150,453 

i  298, 896 

i  108,631 

i  327,895 

i  85, 607 


i  Deficit. 
Note.— Other  income :  1915,  $54,180  ;  1916,  $100,326. 


The  increase  in  operating  expenses  from  $1,080,447  in  1911  to  $1,372,468  in 
1912  and  $1,701,975  in  1913  is  primarily  due  to  the  floods  of  those  years.  In 
1912  the  floods  interfered  with  New  Orleans  and  Memphis  traffic  for  a  period  of 
60  days. 
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The  revenues  and  expenses  per  mile  of  road  operated  for  the  year  ending 
June  30,  1916,  are: 

Operating  revenues $5,  061 

( Operating  expenses : 3,490 

Net  operating  revenues 1,592 

Net   income 1,  840 

Taxes,  interest,  etc 2,054 

Deficit 214 

The  interest  accrued  on  the  funded  deht  during  1916  amounted  to  $1,694  per 
mile  against  net  revenues  per  mile  of  $1,592. 

The  earnings  of  the  company  have  been  inadequate  to  pay  its  fixed  charges. 
The  foregoing  table  shows  taxes,  interest,  and  other  fixed  charges  for  1916  to 
have  been  lower  than  in  any  one  of  the  three  preceding  years,  yet  the  total  of 
such  charges  per  mile  of  road  were  $2,054,  or  $462  in  excess  of  the  net  operating 
revenues. 

In  1913  the  taxes,  interest,  and  other  fixed  charges  per  mile  of  road  exceeded 
the  net  operating  revenues  by  $559;  in  1914,  by  $270;  and  in  1915,  by  $950. 

5.    ASSETS  AND  LIABILITIES. 

On  June  30,  1916,  the  New  Orleans  company  reported  its  assets  and  liabilities 

as  follows : 

Asspfs  * 

Road   and  equipment $23,753,002 

Miscellaneous  physical  property 57,819 

Cash 59S,  062 

Traffic,  etc.,  balances 80,338 

Agents  and  conductors 11,  534 

Materials  and  supplies 121,417 

Miscellaneous  accounts  receivable 51,093 

Other  current   assets 16,197 

Security,   issued   or   assumed 742,725 

Interest  and  dividends  receivable 431 

I  fiscount  on  funded  debt 999,  975 

Unadjusted  debits 21,  745 

Profit  and  loss 941,586 

Total 27,  395,  924 

Liabilities : 

Capital    stock 10,  075,300 

Bonded  debt 13,046,500 

Loans  and  bills  payable 536,  521 

Traffic,  etc.,  balances 

Vouchers  and  wages  pay 137,414 

Miscellaneous  accounts  payable 12,  789 

Matured  interest  unpaid 2,042,094 

Unmatured  interest  accrued 467,000 

Tax  liability 27,  393 

Operating  reserves 9,  479 

Accrued  depreciation 431,  454 

Other  unadjusted  debits 9,  9S0 

Total 27,  395.  924 

Of  the  $10,075,300  of  stock  reported  outstanding  in  the  foregoing  balance 
sheet  $1,500  of  common  and  $740,550  of  preferred  stock  is  held  in  the  company's 
treasury.  The  stock  actually  outstanding  amounts  to  $9,333,250.  The  bonded 
debt  outstanding  amounts  to  $13,646,500.  The  capitalization  per  mile  of  road 
aggregates : 

(a)  Stock $23, 165 

( b )  Bonds 33, 870 

Total 57,  035 
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6.    REORGANIZATION    PLAN. 

The  reorganization  plan  dated  March  24,  1915,  calls  for  the  following  pro- 
posed capitalization  : 

(a)   6  per  cent  preferred  stock  cumulative  after  three  years $11.  3  I  I.  .'!•".:'. 

(o)   Common    stock 10,  820, 9S4 

(e)    New  first-mortgage  bonds 2,  5<K>,  000 

of  the  new  first-mortgage  bonds  .$33,000  will  be  used  to  retire  the  underlying 
$33,000  of  Mobile.  Jackson  >S;  Kansas  city  Railroad  first-mortgage  5  per  cent 
bonds,  dated  1896;  $62,662  of  the  new  bonds  will  be  used  to  pay  equipment  trust 
obligations;  and  the  balance  to  pay  for  extensions. 

The  outstanding  $13,613,200  first  and  refunding  mortgage  bonds  are  to  be  ex- 
changed for : 

(a)  New   preferred   stock $11,344,333 

(b)  Common    stock 10,209,900 

Total 21,  554,  233 

The  common  stock  to  be  issued  in  exchange  for  first  and  refunding  bonds 
includes  $611,084  of  slock  which  may  be  issued  to  pay  floating  indebtedness. 

Of  the  common  stock  $4,674,775  is  offered  to  the  present  stockholders  at  $20 
per  share. 

The  preferred  stockholders  upon  paying  $10  per  share  on  their  stock  will  lie 
entitled  to  receive  $637,875  of  new  common  stock,  whereas  the  common  stock- 
holders upon  paying  $10  per  share  on  the  present  stock  will  receive  $3,036,900 
of  common  stock  of  the  new  company. 

In  the  opinion  of  the  reorganization  committee  the  most  urgent  need  of  the 
new  company  is  a  suitable  northern  terminus.  For  this  purpose  it  is  suggested 
that  the  line  be  extended  from  Middleton,  Tenn.,  northward  to  Jackson.  This 
extension  would  afford  connections  with  the  Illinois  Central;  the  Louisville  & 
Nashville,  the  Nashville.  Chattanooga  &  St.  Louis;  and  the  Mobile  &  Ohio 
River.  The  estimated  cost  is  reported  at  $1,275,000.  As  indicated  on  a  pre- 
ceding page,  Receiver  Owen  has  been  authorized  to  proceed  with  the  construc- 
tion of  this  extension. 

The  cash  requirements  of  the  company  are  reported  at  $S45,662.  The  cash 
thus  obtained  is  to  be  applied  to  the  following  purposes: 

1.  To  pay  bonds  of  Mobile,  Jackson  &  Kansas  City  Railroad $33,000 

2.  To  pay  current  liabilities 200,000 

3.  To  pay  reorganization  expenses 250,  000 

4.  For  new  working  capital 300,000 

5.  To  pay  equipment  trust  obligations 62,662 

The  stock  of  the  new  company  is  to  be  held  for  a  period  of  5  years  under  a 
voting  trust  agreement.  The  trustees  under  this  voting  trust  are  to  be  John 
W.  Platten,  Frederick  Wm.  Scott,  Samuel  S.  Campbell,  Morris  Healy-Hutchin- 
son,  and  A.  H.  S.  Post. 

Receivership  of  New  Orleans.  Texas  &  Mexico  Railroad  Co. 

New  Orleans,  Texas  &  Mexico  Railroad  Co..  hereinafter  referred  to  as  the 
New  Orleans  company,  is  the  successor  of  the  Colorado  Southern.  New  Orleans 
&  Pacific  Railroad  Co.,  organized  under  the  laws  of  Louisiana  on  May  8,  1905. 
The  name  of  the  company  was  changed  on  May  21,  1910. 

The  New  Orleans  company  was  com  rolled  through  stock  ownership  by  the 
St.  Louis  &  San  Francisco.  In  turn  it  controlled  the  St.  Louis.  Brownsville 
&  Mexico  Railway,  Beaumont,  Sour  Lake  &  Western  Railway,  and  Orange  & 
Northwestern  Railroad.  These  three  companies,  together  with  the  New  Orleans 
company,  constitute  what  was  known  as  the  New  Orleans.  Texas  &  Mexico 
Division  of  the  St.  Louis  >.V  San  Francisco  Railroad.  Reference  will  hereafter 
be  made  to  intercorporate  relations  between  the  St.  Louis  >.V  San  Francisco  and 
the  New  Orleans  company. 

On  July  9,  1913,  John  D.  O'Keefe  was  appointed  receiver  for  the  New  Orleans 
company. 


2036  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

In  its  tentative  valuation  of  November  21,  1916,  the  Interstate  Commerce 
Commission  finds  that  the  New  Orleans  company  owns  and  operates  the  follow- 
ing mileage : 

Main  line :  Miles. 

Barge  transfer,  Anchorage  to  De  Quincy 137.  G3 

Second    track .  62 

Branch  lines : 

Eunice  to  Crowley 22.  37 

Erwinsville   to   Mix 12.  S86 

Yard  tracks  and  sidings 54.  893 

228. 399 

Lines  operated  under  trackage  rights : 

New  Orleans  Terminal  Co. — 

New  Orleans  to  Shrewsbury 6.84 

Yazoo  &  Mississippi  Valley  It.  R.  Co.  and  Illinois  Centrol 
R.  R.  Co.— 

Shrewsbury  to  Baton  Rouge 87.  81 

Kansas  City  Southern  Ry.  Co. — 

De    Quincy    to    Louisiana-Texas    State   line    (Sabine 

River) 18.  50 

113. 15 


Total   mileage   operated 341.  549 

"  On  June  30,  1914,  the  New  Orleans,  Texas  &  Mexico  was  operating  a  line 
extending  from  New  Orleans  in  a  northwesterly  and  westerly  direction,  through 
Shrewsbury,  Kenner  Junction,  Baton  Rouge,  Anchorage,  and  De  Quincy  to  the 
Louisiana-Texas  State  line  at  the  Sabine  River,  a  distance  of  250.78  miles, 
exclusive  of  the  distance  across  the  Mississippi  River  from  Baton  Rouge  to 
Anchorage.  Of  this  mileage,  113.15  were  operated  under  trackage  rights  as 
follows:  From  New  Orleans  to  Shrewsbury,  over  the  line  of  the  New  Orleans 
Terminal  Co.;  from  Shrewsbury  to  Baton  Rouge,  over  the  line  of  the  Yazoo  & 
Mississippi  Valley  Railroad  Co.:  and  from  De  Quincy  to  the  Sabine  Kiver,  over 
the  line  of  the  Kansas  City  Southern  Railway  Co.  It  also  operated  its  trains 
over  a  second  track  of  the  Illinois  Central  Railroad  Co.  from  Shrewsbury  to 
Kenner  Junction,  a  distance  of  5.45  miles,  and  transferred  them  by  boat  or 
barge  a'-'-oss  the  Mississippi   River  between  Baton   Rouge  and   Anchorage." 

Subsequent  to  the  appointment  of  a  receiver,  the  bondholders  committee  ap- 
pointed Y.  Van  Den  Berg,  an  engineer,  to  examine  the  properties  of  the  New 
Orleans  company  and  its  affiliated  companies.  In  his  report  of  October,  1913, 
Van  Den  Berg  called  attention  to  the  following  difficulties  confronting  each  one 
of  the  four  roads  (Commercial  and  Financial  Chronicle,  vol.  101,  p.  1663)  : 

(a)    St.  Louis,  Brownsville  &  Mexico — 

(1)  Inadequate  maintenance. 

(2)  Excessive  transportation  cost. 

(3)  Excessive  hire  of  equipment. 

i  h)   Beaumont,  Sour  Lake  &  Western  Railway — 
I  1  )    Rack  of  normal  maintenance. 

(2)  Greatly  excessive  transportation  cost. 

(3)  Excessive  charges  for  "joint  tracks  and  yards,"  the  facilities  offered 
by  the  Kansas  City  Southern  at  Beaumont  being  inadequate,  and  the  Beau- 
mont, Sour  Lake  &  Western  being  possibly  entitled  to  refunds  on  fixed  charges 
for  trackage  rights  to  the  Sabine  River. 

(4)  Hire  of  equipmeut  charges  accumulated,  owing  to  its  owning  no  equip- 
ment. 

(5)  Excessive  rentals,  amounting  for  the  fiscal  year  1913,  to  14.19  per  cent 
of  the  operating  revenue. 

(6)  Insufficient  traffic-department  organization, 
(c)  New  Orleans,  Texas  &  Mexico  Railroad — 

(1)  More  or  less  haphazzard  maintenance. 

(2)  High  transportation  cost. 

(3)  Excessive  maintenance  and  operating  cost  of  joint  yards  and  tracks  and 
maintenance  cost  of  joint  equipment. 

(4)  Excessive  rentals  which  during  the  fiscal  year  1913  amounted  to  9.06  per 
cent  of  operating  revenue. 
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(5)  Lack  of  sufficient  traffic  department  organization. 
(d)   Orange   &   Northwestern — 

(1)  Expenses  arbitrarily  and  unfairly  apportioned  between  it,  the  Beaumont, 
Sour  Lake  &  Western,  and  the  New  Orleans,  Texas  &  Mexico. 

(2)  Standard  scale  of  wages,  although  a  lower  scale  ought  to  be  available, 
as  the  line  is  only  a  short  logging  and  lumber  road. 

(3)  High  operating  costs. 

Engineer  Van  Den  Berg  further  reports  that  there  is  nothing  fundamentally 
wrong  with  any  of  the  properties  comprising  l lie  so-called  New  Orleans,  Texas 
&  Mexico  Division  of  the  St.  Louis  &  San  Francisco.  The  companies,  however, 
should  expend  during  the  next  three  years  the  following  amounts : 


Name  of  company. 


Better- 
ments. 


Equip- 
ment. 


New  Orleans,  Texas  &  Mexico. . . 
St.  Louis,  Brownsville  &  Mexico. 
Beaumont,  Sour  Lake  &  Western 
Orange  &  Northwestern 

Total 


$1,395,852 

3,219,240 

532, 285 

68,000 


5,215,377 


$1, 252, 200 
2,235,000 


492,000 


3, 979, 200 


In  its  tentative  valuation,  the  Interstate  Commerce  Commission  found  the 
capitalization  of  the  New  Orleans  company  on  June  30,  1914,  to  have  been  as 
follows : 

Capital    stock $2,  000,  000.  00 

St.    Louis    &    San    Francisco — New    Orleans,    Texas    &    Mexico 

Division,  first-mortgage  bonds 28,  5S2,  930.  01 

Equipment  trust  notes 1,  596,  478.  58 

Receiver's  certificates 2,  000,  000.  00 

Nonnegotiable  debt  due  to  St.  Louis  &  San  Francisco  R.  R.  Co.—     6,  758,  622.  83 

Total 40,938,031.  42 

The  commission  finds  the  original  cost  of  the  road,  according  to  the  books  of 
the  New  Orleans  company,  to  have  been  $12,194,231.13,  divided  as  follows : 

Road  $6,  665,  374.  98 

Equipment 4,  085,  024.  49 

General  expenditures 1,  443,  831.  66 

Total 12,194,231. 13 

The  commission  takes  exception  to  the  $1,196,661.16  included  in  the  cost  of 
equipment,  said  amount  representing  the  cost  of  992  refrigerator  cars  acquired 
by  the  New  Orleans  company,  but  used  by  the  St.  Louis  &  San  Francisco. 
Exception  is  also  taken  to  $S49,608.88  included  under  cost  of  road,  said  amount 
representing  profit  realized  by  the  Gulf  Construction  Co.  Deducting  the  last 
two  amounts,  the  commission  finds  that  the  cost  of  the  road  and  equipment  is 
$10,147,961.09,   instead  of  $12,194,231.13. 

In  addition  to  the  investment  in  road  and  equipment,  the  records  of  the  New 
Orleans  company  show  that  it  has  invested  $21,368,179.49  in  stocks,  bonds,  re- 
ceiver's certificates,  and  notes  of  affiliated  carriers. 

The  annual  report  of  the  New  Orleans  company  for  the  year  ending  June  30, 
1916,  shows  that  it  owned  the  following  securities : 


Name  of  company. 


St.  Louis,  Brownsville  &  Mexico  R.  R 

Beaumont,  Sour  Lake  &  Western 

Orange  &  Northwestern 


Stock. 


$500, 000 
85, 000 
35, 000 


First-mort- 
gage bonds. 


$12,913,342 
2,057,824 
1,067.947 


Notes. 


$640, 000 
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The  Interstate  Commerce  Commission  finds  the  tentative  value  of  the  New- 
Orleans  company's  common-carrier  properties  as  follows : 


Cost  of  reproduction. 


Less  depre- 
ciation. 


Owned  and  used  by  New  Orleans,  Texas  &  Mexico  R.  R.  Co.  for  common-carrier 
purposes: 

Road 

Equipment 

General  expenditures 

Total  used  by  New  Orleans,  Texas  &  Mexico  R.  R.  Co.  for  its  purposes 

as  a  common  carrier 

Equipment  owned  by  New  Orleans,  Texas  &  Mexico  R.  R.  Co.,  but  used  by 
St.  Louis  &  San  Francisco  R.  R.  Co 


$4,407,868 

2,801,147 

459, 960 


7,668,975 
1,196,661 


$3,834,237 

2,240,368 

397, 379 


6,471,984; 
1,100,902 


The  properties  of  the  New  Orleans  company  have  been  sold  at  foreclosure 
to  New  Orleans,  Texas  &  Mexico  Railway  Co.  The  reorganization  plan,  dated 
August  25,  1915,  calls  for  the  issue  of  securities  by  the  new  company  as 
follows : 

Common  stock  $15,000,000 

Noncumulative  5  per  cent  income  bonds 15,  000,  000 

First-lien  gold  bonds,  series  "A,"  6  per  cent 6,  000,  000 

Total 36,  000,  000 

The  new  securities  are  to  be  disposed  of  as  follows : 

First-lien  gold  bonds : 

To  be  sold  for  cash  at  par 5,870,000 

To  be  issued  without  restriction  for  the  purposes  of  new 
company 130,  000 

Total G,  000,  000 

Noncumulative  income  bonds : 

To  assenting  bondholders  to  the  extent  of  40  per  cent  of  the 

face  value  of  their  deposited  bonds 11,  740,  000 

To  assenting  bondholders  (or  underwriting  syndicate)  who  sub- 
scribed for  first-lien  gold  bonds  to  the  amount  of  50  per  cent 
of  the  face  value  of  bonds  so  subscribed  for 2,935,000 

To  be  held  in  the  treasury  of  the  new  company 325,000 

Total 15,  000,  000 


Common  stock : 

To  depositing  bondholders  assenting  to  the  plan  stock  to  an 
amount  of  25  per  cent  of  the  face  value  of  their  deposited 
bonds 7,  337,  500 

To  assenting  bondholders  (or  underwriting  syndicate)  who 
subscribe  for  first-lien  bonds  an  amount  equal  to  125  per  cent 
of  bonds  subscribed 7,  337,  500 

For  reorganization  purposes 325,  000 

Total  _'_ 15,  000,  000 

To  illustrate,  each  holder  of  a  $1,000  bond  will  be  permitted  to  subscribe 
for  $200  of  first-lien  gold  bonds  and  will  be  entitled  to  receive  $500  of  income 
bonds  and  $500  par  value  of  stock,  making  a  total  of  $1,200  of  new  securities 
in  exchange  for  the  $1,000  of  old  bonds. 

If  the  holder  of  an  old  bond  does  not  subscribe  for  first-lien  gold  bonds,  he 
will  receive  $400  in  income  bonds  and  $250  in  stock,  or  a  total  of  $650. 

The  reorganization  plan  permits  the  depositing  bondholders  to  subscribe  at 
par  for  first-lien  gold  bonds  to  the  extent  of  20  per  cent  of  their  deposited 
bonds.     Any  portion   of  the  income  bonds   not   delivered   to   the    subscribing: 
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bondholders  or  any  portion  of  the  stock  not  issued  to  the  subscribing  bondholders 
shall  be  delivered  to  the  underwriting  syndicate,  which,  in  addition,  is  to 
receive  a  cash  commission  equal  to  2i  per  cent  of  the  face  value  of  the  bonds 
underwritten. 

The  cash  obtained  by  the  new  company  through  the  issue  of  its  first  lien  gold 
bonds  is  to  be  applied  as  follow: 

To  paymenl  of  receiver's  Certificates  and  interest $2,928,000 

To  payment   of  preferred  claims  and   receiver's  indebtedness  as  of 

.Mar.  30,  1915 376,000 

Cash  commission  to  syndicate 146,750 

To  be  applied  to  payment  of  expenses  incidental  to  foreclosure  and 

reorganization 350,  000 

To  provide  working  capital  for  new  company  and  funds  for  payment 
of  interesl  for  two  years  on  $6,000,000  first-lien  gold  bonds,  Series 
"A,"  and  equipmenl  trust  payments 2,069,250 

Total 5,  870,  000 

The  reorganization  plan  was  strongly  indorsed  by  Engineer  Van  Den  Berg, 
who  in  his  statement  of  July  20,  1915.  said  that  the  financial  conditions  of  the 
property  had  severely  suffered  from  lack  of  maintenance;  that  its  earning 
capacity  had  not  been  developed:  and  that  the  net  results  were  impaired  by 
high  transportation  costs,  excessive  rentals,  and  hire  of  equipment  charges. 
(Commercial  and  Financial  Chronicle,  vol.  101.  p.  768.) 

The  reorganization  plan  wiped  out  completely  the  $2,000,000  capital  stock  of 
the  old  company  and  converted  the  $28,582,930  of  first  mortgage  4A  per  cent 
bonds  into  common  stock  and  noncumulative  5  per  cent  income  bonds.  It  pro- 
vided for  an  issue  of  $6,000,000  6  per  cent  first  mortgage  bonds.  The  fixed 
charges  were  thus  reduced  from  $1,286,000  to  $360,000.  If  earned  the  interest 
on  the  income  bonds  will  amount  to  $750,000. 

According  to  the  settlement  with  the  St.  Louis  &  San  Francisco,  the  new 
company  is  to  receive  from  the  Frisco  : 

1.  Cash $460,  000 

2.  6  per  cent  income  bonds 460,000 

::.  6  per  cent  preferred  stock : 5S6,  000 

4.  First  mortgage  6  per  cent  bonds  of  San  Benito  &  Rio  Grande 953,  735 

5.  Stock  of  San  Benito  &  Rio  Grande 70,000 

The  St.  Louis  &  San  Francisco,  under  an  agreement  with  the  New  Orleans 
company  dated  April  14,  1906,  requested  that  company  to  reduce  its  capital 
stock  from  812,000,000  to  $2,000,000,  and  sell  $1,994,000  of  its  stock  and 
$8,500,000  of  its  4J;  per  cent  bonds,  dated  April  18,  1906,  due  November  18,  1925, 
to  the  Frisco  for  $7,077,000. 

The  Frisco  used  the  New  Orleans  company  as  a  distributor  of  funds  advanced 
by  ir.  Prior  to  March  1,  1910,  the  advancements  by  the  Frisco  to  the  New 
Orleans  company  amounted  to  $25,827,677.49.  These  advances  were  for  con- 
struction purposes  and  to  furnish  funds  to  finance  extension  and  construction 
work  on  the  Beaumont.  Sour  Lake  &  Western,  the  Orange  &  Northwestern,  and 
to  acquire  the  securities  of  the  St.  Louis,  Brownsville  &  Mexico  Railway.  A 
summary  of  the  advances  to  March.  1910.  shows  the  following: 

Advances  for  construction $4,453.  794.  25 

Interest  on  the  New  (  Mi.ans  company's  notes 466,  980.  65 

Advances  to  acquire  bonds  of  Beaumont  Co.  and  Orange  Co 574,  354.  87 

Interest  on  the  New  Orleans  company's  bonds,  Sept.  1,  1909,  to 

Mar.  1,  1910 191,250.00 

Advances  to  redeem  equipment  trust,  series  "A,"  with  interest.-  518,400.00 
Frisco  5-year  4A  per  cent  notes  issued  to  obtain  funds  of  New 

( Orleans  company 7,  500,  000.  00' 

Payment    to    St.    Louis    Union    Trust    Co.    for    account    of   New 

Orleans    company    to   acquire   stock   and   bonds   of   St.    Louis. 

Brownsville  &  Mexico  Railway 12,122,897.  72 


Total 25,  827,  677.  49 

To  reimburse  itself  for  these  advances,  the  Frisco,  on  May  17,  1910,  author- 
ized an  issue  of  bonds  of  $50,000,00(1,  dated  March  1.  1910,  known  as  the 
Frisco-New  Orleans,  Texas  &  Mexico  Division  first  mortgage  30-year  bonds. 
These  bonds  are  a  liability  of  the  Frisco  and  in  addition  are  a  direct  lien  on. 
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the  properties  of  the  New  Orleans  company  and  an  indirect  lien  on  the  prop- 
erties of  the  St.  Louis,  Brownsville  &  Mexico  Railway,  the  Beaumont,  Sour 
Lake  &  Western,  and  the  Orange  &  Northwestern,  stock  and  bonds  of  these 
companies  having  been  acquired  and  deposited  with  the  trustee  as  collateral 
security  under  its  mortgage.  Of  these  bonds,  $26,000,000  was  authenticated  and 
delivered  to  the  Frisco  to  reimburse  it  for  advances  made  to  the  New  Orleans 
company.      (Interstate  Commerce  Commission  reports,  vol.  29,  p.  204.) 

The  Interstate  Commerce  Commission  found  that  capitalization  of  the  New 
Orleans  company  on  May  31,  1913,  consisted  of  $2,000,000  of  stock,  $28,582,930.01 
of  bonds,  and  $1.SS7,561.70  of  equipment  trust  certificates,  making  a  total  of 
$32,470,491.71.  In  addition  to  this  the  New  Orleans  company  owed  the  Frisco 
notes  aggregating  $4,SS6,4S9.50.  The  capital  assets  at  the  same  period 
amounted  to  $32,946,816.96,  divided  as  follows : 

Cost  of  road $11,544,792.21 

Cost  of  equipment 3,903,425.93 

Cost  of  stock  owned 2,  583,  354.  58 

•Cost  of  bonds  owned 14,  915,  244.  24 

Total 32, 946,  816.  96 

The  operating  deficits  of  the  New  Orleans  company  are  reported  as  follows : 

1910 $427,  926.  89 

1911 369,  417.  03 

1912 502, 982.  73 

1913,  to  May  31 314,  284.  37 

The  financial  statement  published  in  Moody's  Analyses  of  Railroad  Invest- 
ments cover  the  operations  of  New  Orleans,  Texas  &  Mexico  Railroad  Co.  and 
affiliated  companies,  and  for  that  reason  are  omitted  from  this  report. 

Receivership  of  New  Mexico  Central  Railroad  Co. 

This  railroad  enterprise  was  fostered  by  a  group  of  Pennsylvania  capitalists 
-operating  under  the  name  of  Pennsylvania  Development  Co.  Among  those  in- 
terested were  Francis  J.  Torrance;  Arthur  Kennedy,  of  Pittsburgh;  and  T.  Lee 
Clark,  of  Allegheny.  Their  New  Mexico  associates  were  M.  II.  Andrews,  of 
Albuquerque,  and  W.  S.  Hopkins,  of  Hillsboro,  N.  Mex. 

Sant  Fe,  Albuquerque  &  Pacific  Railway  Co.,  the  predecessor  in  interest  of 
the  existing  company,  was  organized  under  the  laws  of  New  Mexico  in  1900. 
In  1902  this  company  was  reorganized  under  the  name  of  the  Santa  Fe  Central 
Railroad  Co.  The  present  name  was  assumed  in  August,  1908.  On  September 
3,  1908,  the  company  was  consolidated  with  the  Albuquerque  Eastern  Railway. 

In  its  issue  of  July  26,  1902,  the  Commercial  and  Financial  Chronicle  (vol. 
75,  p.  ISO)  reported  that  the  Sante  Fe  Central  Railway  had  executed  a  $2,500,000 
mortgage  to  the  Pittsburgh  Trust  Co. 

The  road  constructed  by  the  Santa  Fe  Central  extends  from  a  junction  with 
the  Denver  &  Rio  Grande  and  the  Santa  Fe  at  Santa  Fe  south  to  Torrance, 
N.  Mex..  a  junction  with  the  Rock  Island  and  Fl  Paso  iV  Southwestern  Railroad 
Co.,  a  distance  of  117  miles.  The  altitude  of  this  line  of  railwav  varies  from 
6.12.1  to  7,000  feet. 

Subsequent  to  this  construction  the  parties  interested  in  the  Sante  Fe  Cen- 
tral Railway,  but  what  is  now  the  New  Mexico  Central  Railway  Co.,  organized 
the  Albuquerque  Eastern  Railway;  the  Durango,  Albuquerque  &  Gulf;  the 
Colorado.  New  Mexico  &  Gulf;  and  the  Torrance,  Roswell  >v-  Gulf. 

The  Albuquerque  Eastern  Railway  Co.  was  incorporated  to  build  a  line  from 
Moriarity  on  the  Santa  Fe  Central  to  Albuquerque,  N.  Mex.,  a  distance  of  47 
miles ;  the  Durango,  Albuquerque  &  Gulf  from  a  point  near  Algodones  on  the 
Santa  Fe  northward  into  Colorado  200  miles;  the  Colorado.  New  Mexico  &  Gulf 
from  Durango,  Colo.,  to  connect  with  the  Durango,  Albuquerque  &  Gulf  at  the 
Colorado-New  Mexico  State  line  and  the  Torrance,  Roswell  &  Gulf  from  Tor- 
rance on  the  Santa  Fe  Central  to  Roswell,  a  distance  of  125  miles.  None  of 
these  companies,  excepting  the  Albuquerque  Eastern  Railway  have  constructed 
a  portion  of  their  projected  line. 

In  1905.  as  a  result  of  the  defalcation  and  suicide  of  T.  Lee  Clark,  cashier 
of  the  Enterprise  National  Bank,  of  Allegheny,  Pa.,  construction  of  the  various 
New  Mexico  lines  was  discontinued.  It  was  generally  understood  that  the 
bank  defaulted  because  of  its  heavy  investments  in  the  New  Mexico  enterprise. 
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While  the  officers  of  the  railway  and  the  Pennsylvania  Development  Co.  strenu- 
ously denied  this,  nevertheless  the  success  of  the  railway  enterprise  became  very 
doubtful  as  soon  as  the  Comptroller  of  the  Currency  closed  the  doors  of  the 
Enterprise  National  Bank. 

In  1906  it  was  rumored  thai  C.  W.  and  E.  R.  Tallmadge,  of  Chicago,  had 
arranged  for  the  purchase  of  these  properties.  The  sale  was  never  consum- 
mated. 

On  September  6,  1909,  Dominion  Construction  Co.,  of  Pittsburgh,  filed  a 
$1,500,000  lien  against  the  New  Mexico  Central  Railroad  Co.  because  of  its 
failure  to  pay  for  the  partial  construction  of  the  60-mile  extension  to  the  Hagan 
coal  fields. 

In  1910  a  foreclosure  suit  was  brought  by  the  Pittsburgh  Trust  Co.  on  the 
ground  that  the  railroad  had  defaulted  in  the  payment  of  interest.  Following 
this  suit  C.  C.  Murray,  of  Pittsburgh,  Pa.,  was  appointed  receiver  on  January 
10,  1910.  In  December,  1914,  Ralph  <'.  Ely,  of  Santa  Fe,  X.  Mex.,  was  ap- 
pointed receiver  to  succeed  Charles  Murray. 

A  committee  of  the  bondholders,  of  which  C.  C.  Murray,  the  former  receiver, 
is  a  member,  desires  to  scrap  the  road.  Opposed  to  this  committee  is  Ralph 
C.  Ely,  the  present  receiver,  who  is  endeavoring  to  bring  about  the  reorganiza- 
tion and  adaptation  of  the  road  to  the  present  needs  of  the  community  served. 
On  July  22,  1916,  the  court  denied  a  petition  for  the  removal  of  Receiver  Ralph 
C.  Ely.' 

The  primary  difficulty  causing  the  receivership  of  this  railway  system  is  the 
lack  of  traffic  and  small  earnings.  The  revenues  and  expenses  of  the  company 
are  reported  by  Moody,  in  his  Manual  of  Railroads  and  Corporation  Securities, 
as  follows : 


1910-11 
1911-12 
1912-13 
1913-14 
1914-15 
1915-16 


Gross 
earnings . 


S66, 968 
101,127 
110,808 
92,741 
69, 552 
65, 072 


Operating 
expenses 
and  taxes. 


S9_\7(is 
!)4,  186 
102,358 
117,772 
88, 879 
81,540 


Loss  from 
operation. 


$25,830 
16,941 
i  8, 450 
25,031 
19,327 
16.46S 


Other  in- 
come. 


$51 
142 
145 


Interest, 
etc. 


$2, 464 
4,731 
5, 255 
5, 083 
6.541 
7,083 


Deficit  for 
year. 


$28, 243 
12,352 
13,340 
30, 114 
25, 868 
23, 551 


1  Surplus. 

The  balance  sheet  of  the  company  as  of  June  30,  1916,  shows  the  following 
assets  and  liabilities : 

Assets : 

Road  and  equipment $5,  680,  598 

.Materials  and  supplies 14,011 

Cash 1,013 

<  Jurrent  accounts i . 4,  648 

( (ther  assets 2,  712,  901 

Profit  and  loss 139,949 

Total  assets 8,  553, 120 

Liabilities  : 

Capital   stock 5,  000,  000 

Bonded    debt 3,  200,  000 

Receiver's  certificates 50,  000 

Current   liabilities 24,  432 

Accrued  liabilities 46,  322 

Other  liabilities 232,  230 

Appropriated   surplus 136 

Total  liabilities 8,  55.3, 120 

Receiver  of  Pere  Marquette  Railroad  Co. 


Provision  for  $16,000,000  in  cash  to  pay  indebtedness  and  for  necessary  im- 
provements;  a  reduction  in  funded   debt  from  $79,600,000  to  $36,300,000;    an 
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increase  in  the  outstanding  stock  from  $26,300,000  to  $68,675,000;  a  decrease 
in  the  total  capitalization  from  $113,340,129  to  $105,000,000,  or  $8,340,129;  and 
a  decrease  in  fixed  charges  from  $4,127,340  to  $1,687,760,  or  $2,439,580,  art'  the 
outstanding  features  of  the  reorganization  plan  for  Pere  Marquette. 

The  reorganization  plan  has  been  approved  by  the  Michigan  Railroad  Com- 
mission and  has  been  declared  operative. 

The  present  Pere  Marquette  property  is  a  consolidation  of  the  properties  of 
three  major  railway  organizations — the  Flint  &  Pere  Marquette  Railroad  Co., 
the  Chicago  &  West  Michigan  Railway  Co.,  and  the  Detroit,  Grand  Rapids  & 
Western  Railroad  Co. — which  was  consummated  in  December,  1899,  and  became 
effective  January  1,  1900.  In  1905  Pere  Marquette  was  unable  to  earn  operating 
expenses  and  interest  upon  its  bonded  debt,  and  passed  into  the  hands  of  Judson 
Harmon  as  receiver.  This  receivership  was  continued  until  December,  1907,. 
when  the  property  was  restored  to  its  owners.  Except  for  two  years  imme- 
diately following  the  restoration  of  the  property  to  its  owners,  in  1907,  the 
Pere  Marquette  has  been  experiencing  annual  deficits.  These  deficits  continued 
to  grow  to  such  proportions  that  in  1912  receivers  were  again  appointed  to  lake 
possession  of  the  Pere  Marquette  properties. 

Pere  Marquette  owns  in  fee  1,856.27  miles  of  road,  of  which  9S3.33  represent 
main  line  and  S7~!>4  represent  branch-line  mileage.  All  of  the  mileage  is  located 
in  Michigan.  In  addition,  the  company  controls  through  stock  ownership  120.7S 
miles  of  main  line  from  Walkerville  to  St.  Thomas,  Ontario,  and  72.03  miles  of 
branch  lines  from  Sarnia  to  Rond  Eau,  Ontario.  The  lines  of  the  Pere  Mar- 
quette gird  the  Southern  Peninsula  of  Michigan,  which  is  bounded  by  Lake 
Huron  on  the  east  and  Lake  Michigan  on  the  west.  The  properties  at  one  time 
or  another  were  owned  by  10S  corporations,  of  which  51  have  taken  an  active 
part  in  constructing  portions  of  the  line  of  railways  now  owned  by  the  Pere 
Marquette.  In  a  letter  of  April  6,  1917,  C.  L.  Glasgow,  chairman  of  the  Michi- 
gan Railroad  Commission,  alleges  that  cue  of  the  reasons  for  the  company's 
difficulties  is  that  it  is  made  up  of  over  loo  corporations,  52  of  winch  are 
active,  which  represent  the  construction  of  a  large  number  of  small  lines  con- 
structed under  the  conditions  usual,  and  whose  securities  had  to  he  cared  for 
when  the  consolidation  of  the  Pere  Marquette  took  place.  Aboul  50  per  cent  of 
the  present  Pere  Marquette  line  is  profitable  and  the  other  50  per  cent  is  far 
from  it,  and  has  to  he  cared  for  by  the  main  lines  serving  the  larger  cities. 
Mr.  Glasgow  reports  that  a  large  portion  of  the  Pere  Marquette  mileage  in  the 
upper  portion  of  the  Lower  Peninsula  of  Michigan  is  made  up  of  what  was 
originally  logging  roads,  in  some  instances  narrow  gauge,  and  which  were  later 
made  standard  and  eventually  acquired  by  the  Pere  Marquette  system. 

At  the  time  these  logging  roads  were  built  the  forest,  then  uncut,  provided 
a  large  and  profitable  traffic  in  timber.  Most  of  the  timber  has  now  been  cut, 
and  much  of  the  heavy  freight  produce  is  carried  by  water.  Until  such  time  as 
tin'  agricultural  possibilities  are  fully  developed,  many  of  the  lines  of  the  Pere 
Marquette  will  have  to  be  operated  at  a  loss. 

In  1911  the  Michigan  commission  authorized  the  Pere  Marquette  to  issue 
SS.000,000  of  five-year  0  per  cent  notes,  of  which  $2,500,000  were  to  he  used 
for  specific  purposes.  Subsequently  the  company  violated  the  order  of  the 
commission  and  applied  the  $2, 500,000  to  purposes  other  than  those  specified. 
In  1912  the  company  made  application  to  the  commission  for  authority  to  issue 
$4,000,000  of  notes  to  take  care  of  maturing  obligations  and  pay  interest.  In 
view  of  the  fact  that  the  company  had  violated  the  commission's  order  of  1911, 
and  in  further  view  of  the  financial  condition  of  the  road,  the  commission 
refused  to  grant  the  company  authority  to  issue  the  $4,000,(Klo  of  notes.  This 
refusal  precipitated  the  receivership  in  April,  1912.  Railroad  financial  papers 
at  the  time  were  prone  to  place  the  burden  of  the  receivership  of  the  Pere 
Marquette  upon  the  Michigan  Railroad  Commission. 

The  history  of  this  system,  together  with  its  financial  statements,  clearly 
demonstrate  that  the  causes  of  the  receivership  of  the  Pere  Marquette  antedate 
the  order  of  the  Michigan  commission  refusing  authority  to  issue  the  $4,000,000 
of  notes. 

Referring  to  the  financial  status  of  Pere  Marquette  for  year  ending  Jung  30, 
1911,  the  Railway  Age  Gazette  (vol.  52,  p.  327)  says  in  part: 

"  The  difficulties  of  making  a  good  financial  showing  for  the  Pere  Marquette 
in  the  fiscal  year  ended  June  30,  1911,  were,  apparently,  insurmountable. 
These  difficulties  are  the  result  of  the  past  history  and  financing  of  the  road 
and  of  its  physical  location,  and  to  the  fact  that,  competing  with  other  roads 
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on  through  traffic,  notably  the  Michigan  Central,  i(  is  al  a  greal  disadvantage. 
In  1007  the  road  was  put  Into  the  bands  of  a  receiver,  a  Tier  the  breakdown  of 
ils  affiliation  with  the  Cincinnati,  Hamilton  &  Dayton.  Quite  Inadequate  sums 
had  been  spent  for  upkeep,  and  the  receiver  found  it  necessary  to  make  con- 
siderably larger  expenditures  for  maintenance.  The  company  was  reorganized 
in  December,  1907,  under  the  direction  of  .T.  P.  Morgan  &  Co.,  and  put  directly 
in  charge  of  William  ("otter,  who  had  been  the  road's  general  manager  under 
the  receiver. 

"While  the  property  had  been  improved  physically,  and  important  operat- 
ing economies  bad  been  carried  out,  the  reorganization,  from  the  financial 
Standpoint,  was  not  drastic  and  the  company  was  left  badly   in  need  of  money. 

"The  Pere  Marquette  operates  over  2,000  miles  of  line  in  Michigan  and  lias 
trackage  rights  which  give  it  a  connection  both  with  Buffalo  and  with  Chicago. 
For  through  traffic,  however,  between  these  points,  it  has  to  compete  not  only 
with  the  Michigan  Central,  and  the  Lake  Shore,  and  other  roads,  but  labors 
under  I  lie  disadvantage  of  having  no  eastern  connections  nor  any  western  con- 
nections. To  have  the  faintest  hope  <>f  competing  for  through  business,  service 
must  be  high  class  and,  therefore,  expensive.  On  the  other  hand,  the  Pere 
Marquette  has  a  very  considerable  mileage  in  Michigan  through  thinly  popu- 
lated territory  where,  although  it  has  no  competition,  it  has  such  a  light 
traffic  that  the  operating  ratio  on  these  lines  is  high. 

"As  an  independent  and  competing  road,  with  its  present  capitalization,  it  is 
not  at  all  surprising  that  in  the  fiscal  year  ended  June  30,  1911,  the  company 
showed  a  deficit,  after  the  payment  of  interest  and  rentals,  of  $1,800,000.  This 
deficit  was  due  to  very  slightly  smaller  gross  revenues,  an  increase  of  .$1,770,000 
in  operating  expenses,  an  increase  of  $194,000  in  interest  and  rentals,  and  an 
Increase  of  $427,000  in  the  net  cost  of  hire  of  equipment.'" 

In  its  issue  of  December  27,  1912  (vol.  53,  p.  1243).  the  Railway  Age  Gazette 
says  : 

••  The  receivership  of  the  Pere  Marquette  bad  nothing  particular  to  do  with 
the  year  1912.  except  that  it  happened  in  that  year.  When  the  Cincinnati,  Ham- 
ilton &  Dayton  was  sold  to  J.  P.  Morgan  &  Co.,  it  had  taken  on  the  burden 
of  the  Pere  Marquette,  but  when  the  Morgan  interests  sold  the  Cincinnati, 
Hamilton  &  Dayton  to  the  Baltimore  &  Ohio  they  were  not  able  to  get  rid  of 
the  Pere  Marquette  at  the  same  time.  The  road's  credit  was  exhausted  and  the 
problems  of  operation  were  very  severe.  A  bard  winter  added  to  operation 
costs  and  receivership  followed.  The  underlying  causes  of  the  receivership  date 
back  many  years,  although  legislation  in  Michigan  and  public  hostility  to  rail- 
roads probably  were  contributing  causes." 

Subsequent  to  the  appointment  of  a  receiver,  the  legislature  of  Michigan  ap- 
pointed a  joint  committee  to  investigate  the  financial  conditions  of  Pere  Mar- 
quette. As  reported  by  the  Railway  Age  Gazette  (vol.  54),  officers  and  repre- 
sentatives of  Pere  Marquette  offered  testimony  along  the  following  lines: 

1.  F.  W.  Stevens,  former  counsel,  advocated: 

( a )  The  repeal  of  the  2-cent  passenger  law,  which  had  cost  the  road  $3,000,000 
in  five  years. 

(&)  The  enactment  of  a  law  which  will  recognize  a  difference  in  passenger 
rates  in  sparsely  and  populated  districts. 

(c)  Changes  in  the  attitude  of  the  State  to  railroads. 

Stevens  produces  statements  showing: 

( a  i  That  the  increase  in  cost  of  materials,  wages,  interest,  and  rentals  caused 
a  deficit  of  si  ,800,000  in  1911  and  a  slightly  larger  deficit  in  1912  after  the  com- 
pany  in  1910  has  earned  a  surplus  of  $469,000. 

(6)  Wage  increase  in  1911  as  compared  with  1910,  $1,022,000. 

(c)  Higher  cost  of  materials,  $402,000. 

I'M  Proposed  pending  Michigan  legislation  will  cost  road  $.N1S,000  with  no 
returns. 

(e)  If  the  Interstate  Commerce  Commission  had  permitted  the  1910  rate  in- 
crease, Pere  Marquette  would  have  profited  by  $oW000. 

2.  S.  M.  Felton,  president  of  Pere  Marquette,  is  reported  as  saying: 

(a)  That  the  affiliation  of  Pere  Marquette  with  Cincinnati,  Hamilton  & 
Dayton  in  1004  was  unwise,  and  the  acquisition  of  Chicago,  Cincinnati  &  Louis- 
ville a  positive  detriment  to  Pere  Marquette. 

iM  That  during  the  period  from  1003  to  1007.  before  the  2-cent  law  was  in 
effect,  average  fare  per  passenger  varied  from  7.". 7  cents  in  1007  to  00.7  cents  in 
1912. 
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(c)  That  the  2-cent  passenger  law  is  confiscatory.  He  advocated  a  2i-cent 
rate.  Passenger  husiness,  which  in  1912  yielded  $4,023,039,  would  have  yielded 
X741.U77  more  under  old  rates. 

3.  Newman  Erb,  chairman  of  the  hoard  of  directors,  attributed  the  failure  of 
the  road  to  the  following: 

(a)  Wage  increases  and  disruption  of  traffic  caused  by  undertaking  too  many 
improvements  at  one  time  by  President  Colter  in  1911. 

(b)  Failure  on  part  of  officials  of  company  to  develop  the  country. 

(c)  The  gradual  reduction  in  rates  from  an  average  of  7.03  mills  per  ton-mile 
in  1(>(>2  to  5.75  mills  per  ton-mile  in  1911.  while  expenses  increased  at  the  rate 
of  $1,000,000  for  wages,  $500,000  for  materials,  and  $280,00  for  taxes.  If  the 
1902  conditions  had  prevailed  in  1911  the  company  would  have  had  a  surplus  of 
$6,000,000. 

4.  W.  D.  Trump,  former  general  superintendent  of  Pere  Marquette,  stated 
that  during  his  connection  with  the  road  the  property  was  not  properly  main- 
tained :  that  some  rails  were  in  the  track  for  :>•»  years:  that  much  of  the  money 
siient  was  wasted;  that  it  was  unwise  to  purchase  the  Chicago,  Cincinnati  & 
Louisville  or  extend  the  line  to  Chicago;  that  a  2-cenl  passenger  rate  was 
inadequate. 

As  reported  in  the  Railway  Age  Gazette,  the  joint  legislative  committee  found 
that  a  2-cent  passenger  rate  was  too  low  for  branch  lines  and  that  the  existing 
through  rates  were  inadequate.  It  recommended  a  readjustment  of  the  rales 
by  the  Interstate  Commerce  Commission.  While  the  committee  found  that 
there  was  some  mismanagement  of  the  property  under  former  administrations, 
it  reported  "much  has  been  said  and  printed  about  watered  bonds,  but  your 
committee  is  satisfied  that  the  money  represented  by  the  funded  debt  of  approxi- 
mately S70,000,000  has  been  paid  into  the  Pere  Marquette  corporation,  that  all 
of  the  bonds  are  honest,  that  none  of  them  are  watered,  and  that  persons  own- 
ing Them  have  honest  claims  against  the  Pere  Marquette  on  account  of  said 
bonds." 

The  Interstate  Commerce  Commission  in  its  recent  report  relating  to  the 
financial  condition  of  Pere  Marquette  and  Cincinnati,  Hamilton  &  Dayton 
takes  a  somewhat  different  view  than  did  the  Michigan  joint  legislative  com- 
mittee. 

In  its  decision  of  September  1,  1910,  tentatively  approving  the  reorganization 
plan  of  the  Pere  Marquette,  the  Michigan  Railroad  Commission  reports  out- 
standing capital  stock-,  bonds,  notes,  and  other  obligations  of  the  Pere  Marquette 
as  of  July  1.  191G,  as  follows: 

Underlying  bonds : 

F.  &  P.  M.  R.  R.  first  mortgage  6  per  cent  gold  bonds $4,  000, 000 

F.  &  P.  M.  R.  R.  first  mortgage  4  per  cent  gold  bonds 1,  000,  000 

F.  &  P.  M.  R.  R.,  Toledo  division,  first  mortgage  5  per  cent 

gold  bonds 400,  000 

F.  &  P.  M.  R.  R.,  Port  Huron  division,  first  mortgage  5  per  cent 

gold  bonds 3,  325,  000 

F.  &  P.  M.  R.  R.  first  consolidated  mortgage  5  per  cent  gold 

bonds 2,  850, 000 

C.  &  W.  M.  R.  R.  Co.  first  mortgage  5  per  cent  bonds 5,  758, 000 

C.  &  N.  M.  R.  R.  Co.  first  mortgage  5  per  cent  bonds 1,  667,  000 

D.  G.  R.  &  W.  R.  R.  Co.  first  mortgage  4  per  cent  bonds 5,  379, 000 

S.  T.  &  H.  R.  R.  Co.  first  mortgage  4  per  cent  gold  bonds 1,  000,  000 

G.  R.  B.  &  S.  R.  R.  Co.  first  mortgage  5  per  cent  gold  bonds 260,  000 

P.  M.  R.  R.  Co.,  of  Indiana,  first  mortgage  4  per  cent  bonds 675,  000 

Total  underlying  bonds 26,314,000 

General  mortgage  bonds : 

P.  M.  R.  R.  Co.  consolidated  mortgage  4  per  cent  gold  bonds___       8,  3S2, 000 

P.  M.  R.  R.  Co.  refunding  mortgage  4  per  cent  gold  bonds 14,789,000 

P.  M.  R.  R.  Co.  improvement  and  refunding  general  mortgage 

5  per  cent  bonds 17,157,942 

Total  general  mortgage  bonds 40,328,942 
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Collateral  trust  bonds : 

P.  M.  R.  R.  Co.  collateral  trust  indenture  -1  per  cent  bonds $2,  S70,  000 

P.  M.  R.  R.  Co.,  Lake  Erie  division,  collateral  trust  indenture 

4*  per  cent  bonds 3,  000,  000 

P.  M.  R.  R.  Co.  collateral  trust  6  per  cent  notes 2, 125,  884 

Total  collateral  trust  bonds ^ 7,  995,  §84 

Debenture  bonds :  P.  M.  R.  R.  Co.  6  per  cent  debentures 5, 000,  000 

Total  of  all  bonds 79,  63g;  §oq 

Capital  stuck : 

P.  M.  R.  R.  Co.  first  preferred  stock 10,  929,  800 

P.  M.  R.  R.  Co.  second  preferred  stock '  968^  180 

P.  M.  R.  R.  Co.  common  stock 14,  370^  430 

P.  M.  R.  R.  Co.  stock  liability  for  conversion '    58,  800 

Total 26,  327,  210 

Equipment  obligations 1,  750  434 

Bills  payable  :  Old  Colony  Trust  Co.  6  per  cent  notes '  656,'  093 

Receivers'  certificates : 

P.   M.    R.   R.  4*   per  cent   receivers'   certificates,   dated   Apr. 

23,  1912 605,  000 

P.    H.   R.   R.    5   per   cent   receivers'   certificates,    dated   June 

1,  1912 3,  500,  000 

P.  M.  R.  R.  5  per  cent  receivers'  certificates,  series  B,  dated 

Aug.  1,  1914 1,  237,  000 

Total  receivers'  certificates 5,  342,  000 

Receivers'  notes 725,  000 

Grand  total 114,  439,  623 

The  capitalization  of  the  new  company  may  be  summarized  as  follows : 

First  mortgage  series  A  5  per  cent  bonds,  to  be  issued $21,  976,  000 

For  refunding  purposes $15,  976,  000 

For  sale  to  syndicate 6,  000,  000 

First  mortgage  series  B  5  per  cent  bonds,  to  be  issued  for  refunding 

purposes 8,  479,  000 

Undistributed  funded  debt  (Canadian  lines) 5,870,000 

5  per  cent  prior  preference  cumulative  stock,  total  issue  to  be  sold 

to  syndicate 11,  200,  000 

5  per  cent  preferred  stock,  cumulative  after  Jan.  1,  1919,  for  re- 
funding purposes 12,  429,  000 

Common  stock 45,  046,  000 

For  refunding  purposes—. $19,  370,  600 

For  sale  to  syndicate 25,  675,  400 

Total 105,  000,  000 

The  only  old  securities  which  remain  undisturbed  are:  (a)  $3,000,000  P.  M. 
R.  R.,  Lake  Erie  division,  collateral  trust  4-£  per  cent  bonds,  due  August  1,  1923; 
(b)  $2,870,000  I'.  M.  R.  It.  collateral  trust  fours,  due  January  1,  1923. 

According  to  the  reorganization  plan  the  new  securities  are  to  be  disposed  of 
as  follows : 
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First  mortgage  gold  bonds,  carrying  interest  from  July  1,  1916. 
A.  SERIES  A,  5  PER  CENT,  DUE  1956,  REDEEMABLE  AT  105  AND  ACCRUED  INTEREST. 


To  be  used  in  exchange  or  partial  exchange  for- 


Principal  and 
interest  out- 
standing 
July  1,  1916. 


First  mortgage 
bonds,  series  A, 
5  per  cent 
issued  in 
exchange  or  par- 
tial exchange. 


Flint  &  Pere  Marquette  R.  R.  first  mortgage  6  per  cent  bonds, 
due  Oct.  1,1920: 

Principal $4, 000, 000 

Unpaid  interest  to  July  1,  1916  i 705,000 


Allowance  to  compensate  for  reduction  in  interest  from  6  to  5 

per  cent 

Flint  &  Pere  Marquette  R.  R.  first  mortgage  4  per  cent  bonds, 
due  Oct.  1,  1920: 

Principal 1, 000, 000 

Unpaid  interest  to  July  1,  1916  J 115, 000 

Flint  &  Pere  Marquette  R.  R.,  Toledo  division,  first  mortgage 


5  per  cent  bonds,  due  July  1,  1937: 
Principal 


Unpaid  interest  to  July  1,  1916. 


400, 000 
52,500 


Flint  &  Pere  Marquette  R.  R.  first  consolidated  mortgage 
5  per  cent  bonds,  due  May  1,  1939: 

Principal 2,  S50, 000 

Unpaid  interest  to  July  1,  1916 400, 781 


Chicago  &  West  Michigan  Ry.  first  mortgage  5  per  cent  bonds, 
due  Dec.  1, 1921: 

Principal 5, 758, 000 

Unpaid  interest  to  July  1,  1916 782,728 

Pere  Marquette  R.  R.  of  Indiana,  first  mortgage  4  percent 
bonds,  due  May  1,  1943: 

Principal 

Unpaid  interest  to  July  1, 1916 - 

Detroit,  Grand  Rapids  &  Western  R.  R.  first  consolidated 
mortgage  4  per  cent  bonds,  due  Apr.  1, 1946: 

Principal 5,379,000 

Unpaid  interest  to  July  1,  1916  i 618,585 


675,000 


Saginaw,  Tuscola  &  Huron  R.  R.  first  mortgage  4  per  cent 
bonds,  due  Aug.  1,  1931: 

Principal 1, 000, 000 

Unpaid  interest  to  July  1,  1916 100,400 

Detached  coupons,  due  Apr.  1, 1912,  Flint  &  Pere  Marquette 
R.  R.  first  mortgage  6  per  cent  bonds: 


Principal. 
Interest . . 


115,170 
29,445 


Detached  coupons,  due  Apr.  1, 1912,  Flint  &  Pere  Marquette 
R.  R.  first  mortgage  4  per  cent  bonds: 

Principal 19,  S 10 

Interest 3, 373 


Detached  coupons,  due  Apr.  1, 1912,  Detroit,  Grand  Rapids  & 
Western  R.  R.  first  consolidated  mortgage  4  per  cent  bonds: 

Principal 107, 580 

Interest 18, 289 

Add  to  adjust  small  fractional  differences 


Total  to  be  used  in  exchange  or  partial  exchange. 
For  sale  to  purchase  syndicate 


Total. 


S4, 705,000 


1,115,000 

452, 500 

3,250,781 

6,540,728 
750, 150 

5,997,585 

1,100,400 

144,915 

23, 213 

125, 869 


14,708,000 
240,000 

1,115,000 

452, 800 

1,826,850 

6,541,083 
75,600 

618, 585 

101,000 

114,915 

23,213 


125,869 
3,080 


15,976,000 
6,000,000 


21,976,000 


1  Excluding  detached  coupons  for  which  separate  provision  is  made. 
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First  mortgage  gold  bonds,  carrying  interest  from  July  1,  1916 — Continued. 

B.  SERIES  B,  4  PER  CENT,  DUE  1956,  REDEEMABLE  AT  PAR  AND  ACCRUED   INTEREST. 


To  be  used  in  exchange  or  partial  exchange  for- 


Principal  and 
interest  out- 
standing 
July  1,  1916. 


First  mortgage 
bonds, series  H, 
4  per  cent 
issued  in 
exchange  or  par- 
tial exchange. 


Elint  &  Pere  Marquette  R.  R.  first  consolidated  mortgage  5 
percent  bonds,  due  May  1,  1939: 

Principal. $2, 850, 000 

Unpaid  interest  to  July  1, 1916 400, 781 

Pere  Marquette  R.  R.  of  Indiana  first  mortgage  4  per  cent 
bonds,  due  May  1,  1943: 

&    Principal 

Unpaid  interest  to  July  1, 1916 


675,000 
75, 150 


Detroit,  Grand  Rapids  &  Western  R.  R.  first  consolidated 
mortgage  4  per  cent  bonds,  due  Apr.  1, 1946: 

Principal 5, 379, 000 

Unpaid  interest  to  July  1,  1916  i 618, 585 


Saginaw,  Tuscola  &  Huron  R.  R.  first  mortgage  4  per  cent 
bonds,  due  Aug.  1,  1931: 

Principal 1,000, 000 

D npaid  interest  to  July  1,  1916 100. 400 


S3, 250, 781 


750, 150 


5,997,585 


$1,425,000 


675,000 


5,379,000 


1,000,000 


Total. 


8,479,000 


i  Excluding  detached  coupons  for  which  separate  provision  is  made. 

Five  per  cent  prior  preference  stock,  cumulative. 

For  sale  to  purchase  syndicate,  total  issue 

Five  per  cent  preferred  stock,  cumulative  after  Jan.  1,  1919. 


Sll,200,0CO 


To  be  used  in  exchange  or  partial  exchange  for— 


Flint  &  Pere  Marquette  R.  R.,  Port  Huron  division,  first 
mortgage  5  per  cent  bonds,  due  Apr.  1, 1939: 

Principal i  $3, 325, 000 

Unpaid  interest  to  July  1,  1916 4S3,164 


Chicago  &  North  Michigan  R.  R.  first  mortgage  5  per  cent 
bonds,  due  May  1,  1931: 

Principal 1 .  667, 000 

Unpaid  interest  to  July  1,  1916 234,422 


Pere  Marquette  R.  R.  consolidated  mortgage  4  per  cent 
bonds,  due  Jan.  1,  1951: 

Principal 8, 382, 000 

Unpaid  interest  to  July  1,  1916 871,728 

Add  to  adjust  small  fractional  differences 

Total  issue 


Principal  and 
interest  out- 
standing July 
1,  1916. 


$3,808,164 


1,901,422 


9, 253, 728 


Preferred  stock 

(trust  certi- 

cates)  issued 

in  exchange 

or  partial 

exchange. 


$2,540,300 


633,460 


9,253,728 
1,512 


12,429,000 


1  Excluding  Port  Huron  division  bonds  pledged  under  Pere  Marquette  refunding  mortgage. 
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Common   stock. 


To  be  used  in  exchange  or  partial  exchange  for— 


Principal  and 

interest 
outstanding 
July  1,  1916. 


Common  stock 
(trust  certifi- 
cates) issued 
in  exchange 
or  partial 
exchange. 


Flint  &  Pere  Marquette  R.  R.,  Port  Huron  division,  first 
mortgage  5  per  cent  bonds,  due  Apr.  1,  1939: 

Principal i  $3,325,000 

Unpaid  interest  to  July  1,  1916 483, 164 


Chicago  &  North  Michigan  R.  R.  first  mortgage  5  per  cent 
bonds,  due  May  1, 1931: 

Principal...." 1,667,000 

Unpaid  interest  to  July  1,  1916 234, 422 

Grand  Rapids,  Belding  &  Saginaw  R.  R.  first  mortgage 
5  per  cent  bonds,  due  Mar.  1,  1924: 

Principal 

Unpaid  interest  to  July  1 ,  191 6 


83,808,164 


1,901,422 


260,000 
39,000 


Pere  Marquette  R.  R.  refunding  4  per  cent  bonds,  due 
Jan.  1, 1955: 

Principal 2 1 3, 914, 000 

Unpaid  interest  to  July  1,  1916= 1,447,056 

Detached  coupons  pertaining  to  Pere  Marquette  R.  R.  re- 
funding mortgage  4  per  cent  bonds: 


Coupons- 
Due  Jnlv  1,  1912 

Due  Jan.  1, 1913 

Due  July  1,1913 

Dre  Jan.  1,  1914 

Old  Colony  notes,  balance  due 

Add  to  adjust  small  fractional  differences 

Total  to  be  used  in  exchange  or  partial  exchange. 
For  sale  to  purchase  syndicate 


Face        Interest  to 

amount.    Julv  1.  L916. 

$278, 280       "  $44, 524 

76,160  10,662 

278,280 

278, 280  27, 828 


15,361,056 


322, 804 
86, 822 
311.673 
306, 108 
144,000 


$1, 270, 150 


1,268,587 


299,000 


15, 361,05ft 


322, 804 
86, 822 
311.673 
306, 108 
144,000- 
400 


19,370,600 
25, 675, 400' 


Total  issue . 


45, 046, 000 


1  Excluding  Port  Huron  division  bonds  pledged  under  Pere  Marquette  refunding  mortgage. 
-  Excluding  refunding  mortgage  bonds  pledged  to  secure  equipment  trust  obligations. 
3  Excluding  detached  coupons  for  which  separate  provision  is  made. 

Distribution  of  securities  other  than  those  offered  for  sale  by  the  purchase 

syndicate. 

[Noninterest  and  nondividend  bearing  scrip  exchangeable  in  round  amounts  will  be  issued  for  fractional 
amounts  of  new  bonds  and  stocks  (trust  certificates  ).^ 


Existing  securities. 


Flint  cfc  Pere  Marquette  R.  R.  first  mortgage  6  per  cent 
bonds 

Flint  &  Pere  Marquette  R.  R.  first  mortgage  4  per  cent 
bonds 

Flint  &  Pere  Marquette  R.  R.  (Toledo  division)  first 
mortgage  5  per  cent  bonds 

Flint  &  Pere  Marquette  R.  R.  (Port  Huron  division) 
first  mortgage  5  per  cent  bonds 

Flint  &  Pere  Marquette  R.  R.  first  consolidated  mort- 
gage 5  per  cent  bonds 

Chicago  &  West  Michigan  Ry.  first  mortgage  5  per 
cent  bonds 

Chicago  &  North  Michigan  R.  R.  first  mortgage  5  per 
cent  bonds 

Detroit,  Grand  Rapids  &  Western  R.  R.  first  con- 
solidated mortgage  4  per  cent  bonds 


Each  $1,000  principal  amount  of  existing 
securities  to  receive — 


First  mortgage  bonds. 


Series  A, 
5  per  cent. 


•51,237.00 
1,115.00 
1,132.00 


641.00 

1,136.00 


Series  B, 
4  per  cent. 


$500.00 


115.00         1,000.00 


Preferred 

stock 
(trust  cer- 
tificates). 


$764.00 


380. 00 


Common 

stock 
(trust  cer- 
tificates). 


$382.00 


761.00 
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Dint riii ut ion   of  securities  other  than   those  offered   for  sale  by  the  purchase 

syndicate — Continued. 


Each  $1,000  principal  amount  of  existing 
securities  to  receive — 

Existing  securities. 

First  mortgage  bonds. 

Preferred 

stock 
("trust  cer- 
tificates). 

Common 

stock 
(trust  cer- 
tificate- i. 

Series  A . 
5  per  cent . 

Series  B. 
4  per  cent. 

Saginaw,  Tuscola  &  TTuron  R.  R.  first  mortgage  4  per 

$101.00 

$1,000.00 

Grand  Rapids,  Belding  &  Saginaw  R.  R.  first  mort- 

$1,150.00 

Pere  Marquette  R.  R.  of  Indiana  first  mortgage  I  per 

111'- 00 

1,000.00 

$1,104.00 

1.104.  00 

i  120.00 

Detached  coupons  due  Apr.  1,  1912,  pertaining  to — 
F.   &  P.  M.  R.  R.  first  mortgage  6  per 
cent  bonds.                                                  $115  470 

2  37. 65 

3  23. 40 
3  23.40 

F.  &  P.  M.  R.  R.  first  mortgage  4  per 
cent  bonds .                                                      19,  840 

D.  '1.   R.  &  W.  R.  R.  first  consolidated 

Detached  coupons  pertaining  to  refunding  mortgage 
bonds: 

Due  July  1,  1912 $278,280 

Due  Jan  1,1913  .                                               76,160 

3  23.20 

'22  80 

Due  July  1,  1913 .    278,280 

3  22.40 

Due  Jan.  1,  1914 .    278  280 

3  22.00 

1  Per  $1,000  face  amount  of  original  notes,  new  stock,  allotted  being  the  substantial  equivalent,  at  par, 
of  balance  unpaid. 
5  Per  $30  coupon, 
a  Per  $20  coupon. 

To  pay  matured  and  maturing  obligations  and  to  provide  funds  for  necessary 
additions  and  betterments,  the  reorganization  committee  estimates  the  cash  re- 
quirement of  the  Pere  Marquette  at  $16,000,000,  as  follows  : 

Receivers'  certificates  and  notes $4,  615,  000 

Equipment  trust  obligations  as  of  Jan.  1,  1917 1,  056,  000 

Settlement  of  miscellaneous  claims 350,  000 

Commission  to  purchase  syndicate,  including  compensation  of  loan 

syndicate 800,000 

Organization,  franchise,  and  other  taxes 150,  000 

Expenses  of  committees,  including  their  compensation,  fees  of  their 

counsel,  and  engineering  and  accounting  experts 675,000 

Reorganization  expenses,  including  compensation  of  the  reorganiza- 
tion managers,  legal  and  miscellaneous  expenses 1,054,000 

Payment  of  interest  on  new  bonds  and  dividend  on  preferred  stock 

from  July  1,  1916 1,  300,  000 

Additions,    improvements,    new    construction,    new    equipment,    and 
working  capital,  etc 6,000.000 

Total 16,  000,  000 

.Messrs.  J.  &  W.  Seligman  &  Co.,  Robert  Winthrop  &  Co.,  and  Kidder.  Pea- 
body  &  Co.  have  undertaken  to  form  a  purchase  syndicate,  of  which  they  will 
be  the  managers.  For  the  sum  of  $16,000,000  this  syndicate  will  acquire 
$6,000,000  series  A  5  per  cent  first  mortgage  bonds,  $11,200,000  5  per  cent  prior 
preference  cumulative  stock,  and  $25,675,400  common  stock. 

The  purchase  syndicate  has  offered  the  entire  $11,200,000  of  prior  preference 
stock  and  $22,400,000  of  the  common  stock  to  depositing  bondholders  and  stock- 
holders at  the  rate  of  $1,000  par  value  of  prior  preference  stock  and  $2,000  par 
value  of  common  slock  together  for  the  sum  of  $975  in  cash.  In  the  case  of 
stockholders,  debenture  holders,  and  collateral  note  holders,  this  was  the  only 
privilege  accorded  by  the  plan.  Tn  the  case  of  refunding  mortgage  bondholders, 
they  received,  in  addition  to  new  securities,  as  shown  on  a  preceding  page,  the 
privilege  of  subscribing  for  new  stock  upon  payment  at  the  time  of  deposit  of 
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the  sum  of  $43.75  for  each  $1,000  principal  amount  of  refunding  bonds  held. 
The  following  table  shows  the  minimum  amount  of  new  securities  which  might 
be  acquired  by  depositors  of  each  $1,000  par  value  of  existing  securities  set 
forth : 


Existing  securities. 


Refunding  mort^ase  bonds 

Collateral  trust  notes 

Debentures 

First  preferred  stock 

Second  preferred  stock 

Common  stock 


Prior 
preference 

stock. 


S250.00 
400. 00 
380.00 
100.00 
100.00 
100.00 


Common 

stock. 


$500.00 
800.00 
760.00 
200. 00 
200.00 
200.00 


Cash 
payment. 


$2-13. 75 

390.00 

370.50 

97.  50 

97.50 

97.50 


The  following  table  shows  in  comparative  form  a  summary  of  the  capitaliza- 
tion of  the  old  and  new  company : 


Securities. 


Funded  debt,  including  re  «ivers'  certificates  and  notes 

Common  sto^k 

First  preferred  subs  ribed 

Second  preferred  stock 

Total  capitalization 

Fixed  interest  charges 

Preferential  dividends 

Total  fixed  interest  charges  and  preferential  dividends 


Old 
company. 


li.  129,230 
L0,9  9,800 

968, 180 


113,340,129 


1,127,340 
475,800 


4,603,140 


New 
company. 


$36,325,000 
45,046.000 

i  11,200,01)0 
*12,  129,000 


105,000,000 


2,869,210 


Difference. 


$50,587,919- 

30,616,770+ 

270,200  + 

11,460,820+ 


8. 340, 129- 


2,439,580- 

705,650  + 


1,733,930- 


1  ".  per  cent  cumulative  prior  preference  stock. 

-'  5  per  cenl  preferred  sto3k,  cumulative  after  Jan.  1,  1919. 

3  In  'hides  $560,000  dividend  on  prior  preference  stock  and  §621,450  dividend  on  preferred  stock. 


Newman  Erb  appeared  before  the  Michigan  Railroad  Commission  in  April, 
L912,  and  contended  thai  the  capitalization  of  the  old  Pere  Marquette  was  nor- 
mal and  that  its  difficulties  related  to  matters  of  operation.  He  was  of  the  opin- 
ion that  if  the  Michigan  commission  would  permit  the  company  to  issue  $4,000,- 
000  of  notes  to  pay  maturing  obligations  he  would  be  ahle  to  stive  the  company 
from  bankruptcy  and  receivership.  Obviously  the  reorganization  committee 
has  taken  a  differenl  view  of  the  capitalization  of  the  Pere  Marquette,  or  other- 
wise it  would  not  have  recommended  and  pul  Into  effecl  so  drastic  a  reorganiza- 
tion plan  tts  above  outlined. 

Mortimer  E.  Cooley,  of  the  University  of  Michigan,  appraised  the  Pere  Mar- 
quette properties  in  191  1  for  the  Michigan  Railroad  Commission.  He  estimated 
the  reproduction  cost  at  $96,962,771,  and  the  cost  of  reproduction  less  deprecia- 
tion at  $78,545,241.  In  view  of  this  appraisal,  the  Michigan  commission  was 
requested  to  withhold  its  approval  of  any  reorganization  plan  which  pro- 
vided for  the  issue  of  stocks  and  bonds  in  excess  of  $75,000,000.  The  commis- 
sion, however,  rejected  the  request  and  gave  its  tentative  approval  to  the  reor- 
ganization plan  above  outlined,  which  provides  for  the  issue  of  stocks  and 
bonds  in  the  amount  of  $105,000,000.  After  considering  the  relation  between 
capitalization  and  the  value  of  the  properties,  the  commission  in  its  decision 
of  September  1,  1916,  says: 

"From  the  foregoing  it  will  not  he  inferred  that  the  commission  is  of  the 
opinion  that  the  property  of  the  Pere  Marquette  Railroad  Co.  has  a  value  of 
$105,000,000  measured  by  any  legally  recognized  standards.  The  commission 
is  clearly  of  the  opinion  that  it  has  not  such  present  value,  and  in  any  future 
proceeding  wherein  the  value  of  the  property  may  be  a  pertinent  subject  of 
inquiry  it  will  be  free  to  apply  those  standards  which  the  merits  of  the  par- 
ticular proceedings  and  the  law  demands. 

"  Nor  is  the  commission  satisfied  that  the  proposed  plan  of  reorganization  in 
all  its  details  does  exact  an  even  justice  between  the  various  classes  of  se- 
curity holders.  The  minor  details  of  the  plan  we  have  assumed  are  within  the 
province  of  the  committees  that  have  perfected  them. 
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"The  proposed  plan  in  its  larger  aspect  reduces  the  fixed  charges  upon  the 
property  to  a  point  where  past  operations  show  they  can  be  safely  carried. 
The  numerous  divisional,  general,  and  consolidated  bonds  of  the  company  are 
retired  and  mortgage  bonds  of  one  class  take  their  place,  eliminating  the  prior- 
ity and  preference  that  has  heretofore  existed.  The  .$16,000,000  of  capital  es- 
sential for  the  immediate  needs  of  the  company  is  provided,  the  return  upon 
more  than  ten  million  of  the  amount  being  conditional  upon  its  being  earned  by 
the  company.  The  common  stock,  while  increased  in  amount,  is  a  burden 
upon  neither  the  company  nor  the  public.  The  proposed  plan  effects  an  adjust- 
ment of  many  conflicting  interests;  it  forestalls  what  otherwise  mighl  be  pro- 
tracted litigation  with  its  retarding  influence;  it  frees  the  company  from  the 
constant  harassing  of  current  obligations  and  equipment  trusts;"  takes  the 
property  from  receivership  and  places  it  in  the  control  of  its  owners. 

"Because  of  these  considerations,  and  because  the  proposed  plan  in  no  man- 
ner injuriously  affects  but  rather  promotes  the  public  interest,  we  believe  the 
plan  should  receive  our  tentative  approval." 

The  causes  of  the  financial  difficulties  of  the  Pere  Marquette  are  fully  dis- 
cussed by  the  Interstate  Commerce  Commission  in  its  report  of  March  13,  1017, 
to  which  reference  is  here  made. 

The  tables  following  show  the  revenues  and  expenses  and  capitalization  per 
mile  of  the  Pere  Marquette. 


Income  factors,  earnings  and  their  distribution  per  mile  of  road. 

[Data  from  Moody's  Manual  of  Railroad  Investments.] 


Gross 
revenues. 

Maintenance. 

All  other 
operating 
expenses. 

Net  oper- 
ating 
revenues. 

Total  net 
income. 

Year  ended  June  30 — 

Way. 

Equip- 
ment. 

Total. 

190.5 

$5, 323 
5,599 
5,947 
5,802 
6,263 
6,862 
7,088 
7,362 
7,729 
7,071 
7,791 
9,419 

$720 
079 
686 
703 
715 
829 
911 
886 
1,264 
1,282 
864 
892 

$650 

791 

827 

868 

864 

909 

1,094 

1,203 

1,282 

2,696 

1,509 

1,896 

$1,370 
1,470 
1,513 
1,571 
1,579 
1,73S 
2, 005 
2,089 
2, 546 
3,978 
2,373 
2,788 

$2, 797 
2,672 

2. 661 
2,891 
2,951 
3,068 
3,774 
3,903 

3. 662 
3,520 
3,436 
3,667 

$1, 156 
1,457 
1,773 
1,340 
1,733 
2,056 
1,309 
1,370 
1,521 
2  427 
1,982 
2,964 

$1  336 

1906 

1  524 

1907 

1  S31 

1908 

l  :<72 

1909 

1  S3"> 

1910 

2  132 

1911 

1  135 

1912 

1  174 

1913 

1  398 

1914 

1915                      

2,087 
3  067 

1916 

7,133 

903 

1,315 

2,218 

2,353 

1,562 

1,583 

Year  ended  June  30— 

Taxes 
accrued. 

Balance 

for 
charges. 

Fixed 
charges. 

Margin 
of  safety. 

Surplus 

over 
charges. 

Divi- 
dends. 

1905 

i  $1,351 
i  1,884 
1,460 
1,514 
1,588 
1,607 
1,802 
1,932 
1,845 
2,399 
2.545 
2, 676 

Per  cent. 

2  $75 
2  360 
z  1S1 
2  167 
17 
201 
2  952 

2  1,045 
2  685 

2  3,078 
2619 

$223 

1906 

1907 

$190 
225 
230 
324 
285 
287 
238 
277 
155 
278 

$1,641 
1,347 
1,605 

1,808 
850 
887 
1,160 
2  679 
1,932 
2,789 

11 

1908 

1909 

1 
11 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

113 

249 

1,334 

1,937 

2  603 

■    !  Includes  taxes. 


'Deficit. 
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Physical  factors,  mileage,  equipment,  and  operation. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year  ended  June  30— 


1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916 

10-year  average 


Average 

miles 
operated. 


2,390 
2,360 
2,349 
2,331 
2.331 
2,330 
2,330 
2,324 
2,314 
2,251 


2,331 


Extra 
main 
track. 


278 
60 
269 


Locomo- 
tives 
owned. 


429 
427 
■417 
437 
451 
476 
458 
428 
419 
418 


Passenger 

cars 

owned. 


390 
373 
364 
371 
399 
402 
391 
373 
371 
369 


380 


Freight 
and  com- 
pany cars 

owned. 


18, 751 
19,267 
19, 020 
18,846 
IS,  6(17 
18,423 
IS,  242 
16, 798 
16,359 
15,634 


18, 001 


Freight 
to  all 
traffic. 


Year  ended  June  30— 

Passenger 

density. 

Freight 

density. 

Average 
freight- 
train  load. 

Train-mile 
earnings. 

Average 
rate  per 
passenger 
per  mile. 

Average 

rate  per 

ton  per 

mile. 

1907 

69,900 
75,  723 
80,769 
89,876 
94,841 
96,033 
93,414 
89,056 
86,315 
92,034 

717,743 
679, 745 
716,083 
si  is.  7,17 
797,272 
750, 758 
.849,618 
778,230 
896,526 
1,041,813 

2*071*. 
322 

288 
307 
323 
320 
335 
419 
431 
490 
547 

81.64 
1.  54 
1.64 
1.71 
1.69 
1.89 
2.13 
2.08 
2.29 
2.67 

Cents. 
1.97 
1.85 
1.77 
1.77 
1.77 
1.80 
1.84 
1.89 
1.97 
1.99 

Cents. 
0.58 

1908    .            

.60 

1909 

.58 

1910 

.59 

1911                 

.58 

1912 

.64 

1913                       

.60 

1914                    

.61 

1915                  

.61 

1916               

.64 

86, 796 

803,631 

378 

1.93 

1.86 

.60 

Note.— Yards  and  side  tracks,  870  miles. 


Capitalization  per  mile. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Years 

Stock. 

Bonds. 

Rentals 

capital- 
ized at  5 
per  cent. 

Total 

gross 

capital. 

Owned 
by  com- 
pany as 
per  bal- 
ance 
sheet. 

Net  cap- 
italiza- 
tion. 

Net  in- 

ended 
June 
30— 

Out- 
standing. 

Per  cent 

of 
whole. 

Out- 
standing. 

Per  cent 

of 
whole. 

come 
on  net 
capital. 

1907 

190S 

1909 

1910 

1911 

1912 

1913 

1914 

1916 

$11,715 

12,079 
12, 728 
11,294 
11,294 
11,310 
11,299 
12,263 
11,377 
12,661 

32 
30 

30 
30 
30 
27 
27 
26 
25 
27 

$25,055 
28,803 
28,996 

26,367 

29,490 
30,945 
34,406 
34,717 
34,931 

68 
70 
70 
70 
70 
73 
73 
74 
75 
73 

86,008 
5,716 
5,952 
5,805 
6,11  1 
6,002 
6,300 
6,372 
6,618 
5,906 

S42,  778 
46, 598 
47,676 
43,466 
44,298 
46, 802 
48,544 
53,041 
52, 712 
53, 498 

$2,488 

918 

154 

2,980 

216 

1,191 

1,233 

1,174 

1,310 

1,347 

§40, 290 
45,680 
47,222 
40,486 
44, 082 
45,611 
47,311 
51,867 
51,402 
52,151 

Per  cent. 
4.5 
3.5 
3.9 
4.2 
2.6 
2.5 
3.0 
4.0 
4.0 
5.9 

Avera  g  e 
for   10 
years.. 

11,802 

28 

30,060 

72 

6,079 

47,941 

1,331 

46,610 

3.4 

Note.— Above  'table  is  based  on  average  mileage  operated  each  year.    Bonds  outstanding  per  mile  as 
shown  above  include  all  issues,  as  well  as  equipment  trusts  and  receiver's  certificates. 
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Receivership  of  the  San  Antonio,  Uvalde  &  Gulf  Railroad. 

San  Antonio,  Uvalde  &  Gulf  Railroad  was  incorporated  April  17,  1909,  in 
Texas  as  Crystal  City  &  Uvalde  Railroad.  Name  changed  to  present  title  April 
4,  1912. 

Mileage  completed  to  June  30,  1916,  313.G6. 

Location  of  road 

I.  &  G.  N.  Junction,  San  Antonio  to  Crystal  City,  Tex.,  143.26  miles. 

Dvalde  Juntion  to  Corrizo  Springs,  Tex.,  52.90  miles. 

Pleasanton  Junction  to  Corpus  Christi,  Tex.,  117.50  miles. 

Sidings,  30  miles. 

San  Antonio.  Uvalde  &  Gulf  Railroad  Co.  was  financed  through  the  Bankers' 
Trust  Co.  of  St.  Louis,  formerly  the  Western  Bankers'  Trust  Co.  On  April 
29,  1914,  the  stock  of  the  Bankers'  Trust  Co.  of  St.  Louis  was  selling  at  $189.50 
per  share;  on  July  31,  1914,  at  $32  per  share.  In  May,  1914,  J.  E.  Franklin, 
president  of  the  trusl  company,  gave  two  reasons  for  decline  in  value  of  stock. 

1.  Passin.tr  of  regular  quarterly  dividend. 

2.  Investment  in  a  new  railroad  i  San  Antonio,  Uvalde  &  Gulf)  which  it  is 
impossible  to  sell  under  existing  conditions.  (See  Commercial  and  Financial 
Chronicle.  .May  23,  1914.) 

In  August,  1914.  Judge  Burns,  in  Federal  Court  at  San  Antonio,  Tex.,  ap- 
pointed I  nival  West,  of  San  Antonio,  receiver  of  the  railroad  properties. 
Shortly  thereafter  A.  R.  Ponder,  president  and  general  manager  of  the  rail- 
road company,  confirmed  the  statement  that  Bankers'  Trust  Co.  of  St.  Louis 
owned  all  of  the  bonds,  $4,113,000,  and  all  of  the  stock,  $315,000,  of  the  rail- 
road company.  (Commercial  and  Financial  Chronicle,  Aug.  8,  1914.)  Ponder 
believed  that  the  road  would  be  self-sustaining  as  soon  as  cotton  shipments 
began.     In  this  he  was  mistaken. 

On  September  29,  1914,  Leon  W.  Quick  was  appointed  receiver  for  Bankers' 
Trust  Co.  of  St.  Louis.  In  his  report  of  October  5  he  reports  the  liabilities 
of  the  trust  company  at  $1,336,741. 

On  November  26,  1916,  the  Commercial  and  Financial  Chronicle  reported 
that  the  National  Bank  of  Commerce  of  St.  Louis  will  sell  on  December  8,  at 
auction,  $3,060,000  of  San  Antonio,  Uvalde  &  Gulf  Railroad  bonds  pledged  as 
collateral  to  secure  $665,808  notes  of  the  defunct  Bankers'  Trust  Co.  of  St. 
Louis  and  $110,417  notes  of  Leon  W.  Quick,  receiver  for  the  trust  company,  or 
a  total  of  $776,225. 

The  operating  revenues  and  expenses  of  the  road  are  reported  as  follows : 


Item. 

1916 

1915 

1914 

1913 

1912 

$589, 500 
503,050 

$475,259 
469, 435 

$398, 357 
386, 557 

$305, 610 
223, 772 

$132,210 
107,866 

86,418 
56, 62.5 

5,  S24 
48, 692 

11,800 
35,549 

81,838 
28,202 

24  344 

11,098 

i  30, 130 

2  42, 868 

»  23, 749 

53,636 

13,248 

1  Includes  S337  other  income. 


'  Deficit. 


The  assets  and  liabilities  of  the  road  on  June  30,  1916,  are  reported  as  fol- 
lows : 

Assets : 

Road  and  equipment $4,  709,  462 

Cash  54,  641 

Bills  receivable 1,  574 

I  Jurrent    accounts 256,  599 

Other  assets 3,  996 

Deferred  debit  items 51,  302 

Profit   and    loss 39,678 

Total 5, 117,  252 
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Liabilities : 

Capital  stock $280,  000 

Bonded  debt 4,  413,  000 

Receiver's   certificates  1 163,  000 

Loans  and  notes  payable 12,991 

( Jurrent    liabilities 157,  953 

Accrued    liabilities 26,  434 

Other    liabilities 13,  880 

Deferred  credit  items 50,  014 

Total 5, 117,  252 

The  reports  in  the  Commercial  and  Financial  Chronicle  indicate  that  the 
failure  of  the  railroad  was  caused  by  the  inability  of  the  trust  company  to 
carry  the  road  until  it  attained  its  full  operating  efficiency. 

Receivership  of  the  St.  Louis,  Brownsville  &  Mexico  Rait-way. 

St.  Louis,  Brownsville  &  Mexico  Railway,  hereinafter  referred  to  as  the 
Brownsville,  is  controlled  by  the  New  Orleans,  Texas  ..V-  Mexico  Railroad  Co., 
which  in  turn  was  controlled  by  the  St.  Louis  &  San  Francisco.  It  appears 
that  the  corporate  relations  between  the  New  Orleans  and  the  Frisco  have 
been  entirely  severed.  The  Brownsville,  however,  is  still  under  the  control 
of  the  New  Orleans  company. 

The  Brownsville  was  organized  June  5,  1903,  under  the  laws  of  Texas. 

On  June  30,  1916,  the  Brownsville  operated  548.18  miles  of  standard  gauge 
line.     All  of  the  mileage  is  located  in  Texas. 

Road  owned :  Miles- 

Brownsville  to  Algoa,  Tex 343. 14 

Harlingen  to  Sam  Fordyce,  Tex 55.  44 

Brownsville  Sugar  Mill  branch 2.61 

Buckeye  to  College  port.  Tex 16.9 

Bloomington  to  Port  O'Connor 3S.  58 

Brownsville  belt  line 7.24 

San  Juan  to  Edinberg,  Tex 7.  S9 

Bloomington  to  Victoria,  Tex 13.56 

Beyser  to  Austwell,  Tex 16.88 

Total  owned 502.  24 

Trackage  rights : 

Robstown  to  Corpus  Christi,  Tex 16.  39 

Algoa  to  Houston.  Tex 28.  84 

Brownsville  belt  line .  72 

Total  mileage  operated 548. 19 

In  addition  to  the  main-line  mileage,  the  company  owns  and  operates  sidings 
amounting  to  124.71  miles. 

On  July  4,  1913.  Frank  Andrews  was  appointed  receiver. 

The  Interstate  Commerce  Commission  in  its  investigation  of  the  affairs  of 
the  St.  Louis  &  San  Francisco  found  that  the  operation  of  the  Brownsville  was 
unprofitable  since  1909.  The  officers  of  the  company  attributed  the  poor  show- 
ing of  the  company  to  the  following  causes : 

1.  Unsettled  conditions  in  the  Republic  of  Mexico,  which  prevented  an  inter- 
change of  through  business  with  the  National  Railways  of  Mexico  via  Browns- 
ville, Tex.,  and  Matamoras,  Mexico. 

2.  Failure  of  crops  along  the  fine  of  the  Brownsville. 

3.  Lack  of  refrigerator  equipment  necessary  to  move  perishable  products, 
consequent  damage  to  shipments,  and  subsequent  payments  of  loss  and  damage 
claims  thereon. 

4.  Glutted  market  conditions  and  inability  of  producers  to  market  their 
products  at  a  profit,  resulting  in  allowing  such  products  to  remain  unshipped. 

1  Issued  to  ballast  and  complete  the  road. 
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5.  One-way  loaded-car  movement  resulting  from  the  transportation  of  empty 
stock  and  refrigerator  cars  south  because  of  insufficient  inbound  traffic  to  pro- 
vide loaded  movement  both  ways. 

While  the  Interstate  Commerce  Commission  admits  that  the  above  causes. 
may  have  contributed  to  the  unsatisfactory  results  from  the  operation  of  this 
property,  it  contends  that  the  more  important  cause  of  the  deficits  since  1909  has 
been  the  interest  on  capitalization. 

The  total  capitalization  of  the  Brownsville  is  $12,670,105.98,  of  which  $500,000 
represents  capital  stock.  The  remaining  capitalization,  amounting  to  $12,179,- 
105.98,  represents  interest-bearing  indebtedness.  The  ratio  of  interest-bearing 
securities  to  the  total  securities  outstanding  is  96.06  per  cent.  The  commission 
finds  that  this  is  an  excessive  ratio  even  when  compared  with  the  Frisco,  which 
lias  a  ratio  of  82.63  per  cent.  The  interest  charge  per  mile  of  road  operated  by 
the  Brownsville  in  llH.'l  was  $1,496,  whereas  its  net  revenue  available  to  pay 
interest  was  but  $1,135. 

The  revenues  and  expenses  of  the  Brownsville  are  reported  by  the  Interstate 
Commerce  Commission  as  follows : 

Revenues  and  expenses. 


Owned  mileage 

Operated  mileage 

Gross  operating  revenue 

Operating  expenses 

<  (perating  ratio 

Net  operating  revenue 

Gross  revenue  per  mile  operated 

Operating  expenses  per  mile  operated 

Net  operating  revenue  per  mile  operated 

Total  funded  debt,  including  equipment  trust 

obligations 

Interest  on  funded  debt,  including  interest  on 

equipment  trust  obligations 

Average  per  mile  of  road: 

Fimded  debt  per  mile  of  road  owned 

Funded  debt  per  mile  of  road  operated 

Interest  on  funded  debt  per  mile  of  road 

operated 

•Ratio  of  net  operating  revenue  to  total  funded 

debt 

Ratio  of  interest  on  funded  debt  to  net  operating 

revenue , 


1905 


217.  55 

233.  75 

$207,288.30 

$113,932.81 

54.96 

$93, 355. 49 

$886. 79 

$487.41 

$339. 38 

$1,063,000.00 

$35, 433. 33 

$4, 886.  23 
$4,547.59 

$162.  87 

8.78 

37.96 


1906 


399.  54 

415.  74 

$272, 896. 32 

$170,963.53 

62.65 

$101,932.79 

$656.41 

$411.23 

$245. 18 

1,480,000.00 

$67,050.00 

$3, 704. 25 
$3,559.91 

$167.  82 

6.89 

65.78 


1907 


399.  54 
415.  74 

$614,285.78 

$366, 872. 18 

59.72 

$247,413.60 

$1,477.57 

$882. 45 

$595. 12 

$2,569,275.00 

$110,662.55 

$6, 430. 58 
$6, 180. 00 

$276. 97 

9.56 

44.73 


1908 


406. 69 

451.29 

$903,378.63 

$649,426.71 

71. 89' 

$253,951.89 

$2,001.76 

$1,439.05 

$562.  71 

$4,053,425.00 

$203,118.80- 

$9, 966.  86 
$8,981.86 

$499.  44 

6.27 

79.98. 


Owned  mileage 

Operated  mileage 

Gross  operating  revenue 

Operating  expenses 

Operating  ratio 

Net  operating  revenue 

Gross  revenue  per  mile  oper- 
ated   

Operating  expenses  per  mile 

operated 

Net    operating   revenue   per 

mile  operated 

Total  funded  debt,  including 
equipment  trust  obligations. 
Interest  on  funded  debt,  in- 
cluding interest  on  equip- 
ment trust  obligations 

Average  per  mile  of  road: 
Funded  debt  per  mile  of 

road  owned 

Funded  debt  per  mile  of 

road  operated 

Interest  on  funded  debt 

per  mile  of  road  operated 

Ratio  of  net  operating  revenue 

to  total  funded  debt 

Ratio  of  interest  on  fimded 
debt  to  net  operating  rev- 
enue   


1909 


411.19 

455.  79 

$1,315,766.65 

$927, 769. 23 

70.  51 

$387,997.42 

$2, 886. 78 

$2, 035. 52 

$851. 26 

$5,141,000.00 

$229,641.29 


111 


502.  74 

279. 32 

$558. 48 

7.55 

59.19 


1910 


448.  77 

494. 00 

$1,612,214,62 

$1,250,854.61 

77.59 

$361, 360. 01 

$3,263.59 

$2, 532. 09 

$731. 50 

$10,351,000.00 

$470,658.88 

$23,065.27 

$20,953.44 

$1,048.77 

3.49 

130. 25 


463. 91 

509. 85 

$1,907,360.74 

$1,459,773.13 

76.53 

$447, 587.  61 

$3, 741. 02 

$2, 863. 14 

$877. 88 

$10,362,868.60 

$622,195.27 

$22,338.10 

$20,325.32 

$1,341.20 

4.32 

139. 01 


1912 


463. 91 

509.  85 

$2,399,793.78 

$1,722,908.62 

71.79 

$676, 885. 16 

$4,706.86 

$3, 379. 24 

$1,327.62 

$11,427,000.00 

$687, 685. 29 

$24,631.93 

$22,412.47 

$1,482.37 

5.92 

101. 60 


477.80 

511.74 

$2,930,691.75 

$2,342,659.57 

79.94 

$588,032.18 

$5,660.55 

$4,524.78 

$1,135.77 

$12,179,105.98 

$706, 052. 03 

$25,814.13 

$23, 523. 59 

$1, 496. 51 

4.83 

120. 07 
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The  total  capital  liabilities  of  the  Brownsville  outstanding  on  June  30,  1913, 
were  $12,679,105.98,  divided  as  follows: 

Capital  stock -$500,000.  00 

Funded  debt 12, 147, 105.  98 

Equipment  trust  notes 32,000.00 

Total 12,  679, 105.  98 

All  of  the  above  securities  excepting  the  $32,000  equipment  notes  and  $900 
par  value  (if  the  capital  stock  which  is  held  for  qualifying  directors  are  owned 
by  Now  Orleans,  Texas  &  Mexico  Railroad.  They  were  purchased  by  this  com- 
pany through  funds  advanced  by  the  Frisco. 

The  total  cost  of  the  Brownsville  on  June  30,  1913,  was  $12,701,822.54,  of 
which  amount  $1,207,069.65  represented  the  cost  of  equipment. 

The  Brownsville  line  was  constructed  by  a  syndicate.  A  summary  of  the 
syndicate's  operations  shows  the  following: 

Receipts : 

Balance  of  syndicate's  funds  unexpended $61,729.35 

Proceeds  from  sale  of  securities  to  Frisco 11,827,200.00 

Proceeds  of  land  sales  and  cash  donations 892,487.21 

Total 12,  781,  416.  56 

Disbursements : 

Cash  paid  to  St.  L.,  B.  &  M.  Ry 200,000.00 

For  redemption  of  $3,000,000  mortgage  bonds  and  $2,340,000 

notes  of  St.  L.,  B.  &  M.  By.,  with  interest 5,475,275.95 

Payment  to  B.  F.  Yoakum  for  services  and  expenses 55,729.03 

.Miscellaneous  indebtedness  of  syndicate 57,482.63 

Distributed  to  syndicate  subscribers 6,992,928.95 

Total 12,  781,  416.  56 

The  syndicate  members  contributed  toward  the  construction  of  the  road 
$3,9S0,999.20.  thus  realizing  a  profit  of  $3,011,929.75.  This  profit  includes  the 
proceeds  of  land  sales  and  cash  donations,  amounting  to  $892,487.21. 

While  the  disbursements  by  the  syndicate  amounted  to  $12,781,416.56,  a  state- 
ment obtained  from  the  St.  Louis  Union  Trust  Co.  indicates  that  the  syndicate 
bad  expended  in  constructing  and  equipping  the  Brownsville  but  $9,708,758.26. 
The  records  of  the  Brownsville,  however,  show  that  $8,932,080.78  was  spent  by 
the  syndicate  to  December  1,  1909.  The  difference  of  over  $770,000  rep  re- 
sents expenditures  made  by  the  syndicate  on  account  of  the  Houston  Belt 
and  Terminal  Railway.  The  records  of  the  Brownsville  show  the  following 
expenditures : 

Construction,  Johnson  Bros $4,565,580.05 

Construction,  P.   M.  Johnson 990,807.62 

Advances  to  St.  Louis,  Brownsville  &  Mexico, Ry 1,816,577.44 

Equipment 959, 124.  31 

Right  of  way  and  terminal  grounds 26,345.25 

Loans  and  notes 55,  530.  97 

Operating  expenses 41,  S04.  66 

Supplies  and  wages 76,546.51 

Interest,  commissions,  and  miscellaneous  expenses 399,763.97 

Total 8,  932,  080.  78 

In  1910  the  Texas  Railway  Commission  valued  the  properties  of  the  Browns- 
ville and  authorized  it  to  issue  securities  to  the  extent  of  $10,756,000.  Under 
that  authority  the  Brownsville  issued  $10,250,000  first-mortgage  6  per  cent 
bonds,  dated  December  1,  1909,  due  December  1,  1939,  and  reduced  its  capital 
stock  from  $1,221,550  to  $500,000.  These  securities  were  taken  by  the  syndi- 
cate as  the  purchase  price  of  the  property  and  $200,000  in  cash,  which  sum  was 
deposited  to  the  credit  of  the  Brownsville.     (I.  C.  C,  vol.  29,  p.  193.) 

B.  F.  Yoakum,  chairman  of  the  Frisco,  in  a  statement  of  December  16,  1913, 
alleged  that  the  syndicate  which  constructed  the  Brownsville  line  had  no  pur- 
chase agreement  with  the  St.  Louis  &  San  Francisco.  Yoakum  admits  that  the 
acquisition  of  the  Brownsville  and  the  Gulf  Coast  lines  by  the  Frisco  have 
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proven  unprofitable.  He  attributes  the  poor  showing  of  the  Brownsville  10  the 
disastrous  floods  of  1911  and  1!>12  and  to  the  war  in  Mexico.  The  Frisco  man- 
agement had  counted  on  a  large  interchange  of  traffic  with  the  national  lines 
of  Mexico,  and  to  facilitate  such  interchange  had  jointly  with  the  national  lines 
of  Mexico  constructed  a  bridge  across  the  Rio  Grande  River. 

B.  F.  Yoakum  advised  the  stockholders  of  the  Frisco  to  retain  the  Gulf  Coast 
lines.     He  saj  s,  in  part : 

"The  New  Orleans,  Texas  &  Mexico  lint'  (Gulf  Coast  lines,  including  the 
Brownsville)  covers  the  richest  and  most  prosperous  sections  of  the  entire  east- 
ern hemisphere,  and,  while  criticism  has  been  made  of  this  acquisition,  I  pre- 
dict thai  if  it  is  eliminated  under  the  reorganization  of  the  Frisco,  its  loss  will 
be  as  much  regretted  as  its  ownership  is  now  criticized." 

Receivership  of  St.  Louis  &  Sax  Francisco  Railroad  Co. 

St:  Louis  *v  San  Francisco  Railroad  Co.,  hereafter  referred  to  as  the  Frisco, 
was  incorporated  January  29,  1896,  under  the  laws  of  Missouri  as  a  reorganiza- 
tion of  the  St.  Louis  &  San  Francisco  Railway  Co.  Receivers  for  the  Frisco 
were  appointed  on  May  27,  1913.  On  July  19,  1916,  the  properties  were  sold  at 
foreclosure  sale  for  $45, 700,200  in  accordance  with  a  reorganization  plan  out- 
lined below. 

In  considering  the  affairs  of  the  Frisco  reference  will  be  made  to  the 

1.  Mileage  operated. 

2.  Appointment  of  receivers. 

3.  Findings  of  Interstate  Commerce  Commission. 

4.  Chairman  B.  F.  Yoakum's  defense. 

5.  Capitalization  per  mile. 

6.  Reorganization  plan. 

7.  Discharge  of  receivers. 

1.    MILEAGE    OPERATED. 

The  Frisco  system  originally  comprised  1,100  miles  of  road.  From  time  to 
time  various  other  lines  were  built  or  absorbed  until  as  of  November,  1916,  the 
St.  Louis  &  San  Francisco  Railway  Co.  (new  company  organized  Aug.  24,  1916) 
operated  either  directly  or  through  subsidiaries  a  total  of  5,339  miles  of  road, 
of  which  3,462  miles  were  owned  in  fee,  1,672  miles  controlled  through  owner- 
ship of  substantially  all  of  the  capital  stock,  and  205  miles  were  operated  under 
trackage  rights.  The  lines  of  the  system  as  reorganized  extend  from  St.  Louis 
into  the  States  of  Kansas,  Arkansas,  Oklahoma,  and  Texas.  The  Frisco, 
through  stock  ownership,  controls  the  Kansas  City,  Fort  Scott  &  Memphis  Rail- 
way Co.,  which  gives  it  a  direct  through  route  for  traffic  from  Kansas  City  to 
Memphis,  Tenn.,  and  Birmingham,  Ala. 

The  milage  operated  is  located  in  the  following  States: 

Miles. 

Alabama 132.49 

Arkansas 601.43 

Kansas 629.64 

Missouri 1,  719.  90 

Mississippi 142.86 

Oklahoma 1,  507.  64 

Tennessee 18.  34 

Texas 504.  72 

Total 5,  257.  02 

Since  June  30,  1916.  the  82-mile  line  of  the  Quannah,  Acme  &  Pacific  Railway 
has  been  acquired,  making  a  total  mileage  of  5,339. 

At  the  time  of  the  appointment  of  receivers  (May  27,  1913)  the  Frisco  con- 
trolled through  stock  ownership  the  New  Orleans.  Texas  &  Mexico  Railroad 
Co.  and  I  lie  Chicago  &  Eastern  Illinois  Railroad  Co.  Control  of  the  former 
company  was  acquired  to  secure  traffic  in  southern  Texas,  while  the  latter  was 
acquired  To  obtain  an  entrance  into  Chicago.  The  investment  in  both  of  these 
roads  has  proved  burdensome  and  disastrous  to  the  Frisco  lines  and  they  are 
therefore  omitted  in  the  reorganization  plan.     The  status  of  Chicago  &  Eastern 
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Illinois  and  the  New  Orleans.  Texas  &  Mexico  is  discussed  in  another  part  of 
this  report.  . 

Attached  to  the  following  page  is  a  map  showing  the  location  of  the  Frisco 
lines  as  the  same  existed  after  the  reorganization  in  1916.  The  map,  however, 
shows  the  location  of  the  Chicago  &  Eastern  and  also  of  the  New  Orleans, 
Texas  &  Mexico  and  its  subsidiary,  the  St.  Louis,  Brownsville  &  Mexico. 

2.    APPOINTMENT    OF    RECEIVERS. 

On  May  27.  1913.  Judge  W.  H.  Sanborn  in  the  United  States  Distrid  Court  at 
St  Louis  appointed  Benj.  L.  Winched,  president  of  the  company,  and  Tlios.  H. 
West,  chairman  of  the  board  of  directors  of  the  St.  Louis  Union  Trust  Co.,  re- 
ceivers of  the  Frisco.  On  Julv  7.  1913,  the  court  appointed  Vice  President  W. 
C.  Nixon  and  W.  H.  Biddle  as  coreceivers  with  Thos.  II.  West  to  succeed  Benj. 
L.  Winched.  On  December  8.  1913,  Thos.  II.  West  resigned  and  was  succeeded 
by  James  W.  Lusk,  an  attorney  of  St.  Paul.  The  immediate  cause  of  the  re- 
ceivership was  the  inability  of  the  company  to  persuade  Speyer  &  <  !o.  and  other 
bankers  to  extend  the  payment  of  $2,500,000  face  value  of  short-term  notes. 

In  its  issue  of  January  2,  1914.  the  Railway  Age  Gazette  (vol.  56,  p.  4)  re- 
ferring to  the  receivership  of  the  Frisco  says  in  part: 

"The  state  of  the  money  market  was  an  important  direct  contributing  cause 
of  the  receivership  of  the  St.  Louis  &  San  Francisco  and  of  its  leased  lines,, 
the  Chicago  &  Eastern  Illinois,  the  New  Orleans,  Texas  &  Mexico  and  the  St 
Louis,  Brownsville  &  Mexico.     *     *     * 

"The  receivership  proceedings  of  the  Frisco  were,  it  is  supposed,  the  result 
of  the  decision  of  B.  F.  Yoakum  and  his  associates  to  try  and  retain  their  con- 
trol and  preserve  the  interests  of  the  stockholders  by  being  the  first  to  invoke 
the  aid  of  the  courts.  The  decision  followed  upon  the  refusal  of  Speyer  &  Co., 
of  New  York,  and  other  eastern  bankers  to  provide  for  $2,250,000  maturing 
notes,  except  on  conditions  which  Mr.  Yoakum  would  not  accept. 

"The  underlying  causes  of  the  Frisco  receivership  may  be  classed  together 
as  different  manifestations  of  the  working  out  of  the  ambition  on  the  part  of 
those  who  had  control  of  the  property  to  develop  a  railroad  system  in  the 
Southwest  without  adecpiate  credit  and  by  the  use  of  a  company — the  St.  Louis 
&  San  Francisco — already  top-heavily  capitalized  and  with  a  burden  of  a  guar- 
anty on  its  Chicago  &  Eastern  Illinois  stuck-  that  was  too  heavy  for  it  to  carry. 
The  Chicago  &  Eastern  Illinois,  valuable  railroad  property  as  it  is,  was  not 
able  to  earn  the  10  per  cent  dividend  which  was  provided  for  in  the  lease  and 
the  deficit  was  of  course  made  up  out  of  the  Frisco  earnings.  The  Frisco  itself 
was.  like  other  roads  in  the  Southwest,  made  up  of  various  branches,  some  of 
which  were  in  far  better  physical  shape  than  others.  The  property  was  in  need 
of  intensive  development,  instead  of  which,  its  credit  was  used  for  the  financing 
of  extensive  developments." 

In  its  issue  of  May  31,  1913,  the  Commercial  and  Financial  Chronicle  (vol. 
96.  p.  1557)  quotes  President  Winched  as  saying: 

"  Receivership  follows  a  good  deal  of  bad  luck  in  the  shape  of  floods,  unfa- 
vorable money  conditions,  and  maturities  coming  due  when  investors  are  not 
particularly  attracted  by  railroad  securities  or  other  obligations.  The  proper- 
ties are  perfectly  sound  and  will  continue  to  give  a  first-class  account  of  them- 
selves." 

In  the  same  issue  of  the  Commercial  and  Financial  Chronicle,  Director  Eu- 
gene B.  R.  Thayer  (president  of  the  Merchants'  National  Bank  of  Boston)  is 
quoted  as  saying: 

"  Frisco  receivership  is  due  primarily  to  existing  financial  conditions  which 
prevent  its  financing  maturing  obligations.  Besides  this,  there  were  some  very 
heavy  guaranties  made  in  the  old  days  of  the  Frisco  which  have  served  as  a 
drag.  As  to  the  future  of  the  company  I  am  satisfied  it  will  be  all  right  in 
time." 

In  the  opinion  of  the  Commercial  and  Financial  Chronicle,  the  difficulties  of 
the  Frisco  were  principally  due  to  the  recent  inability  of  the  Chicago  &  Eastern 
Illinois  to  earn  the  dividends  guaranteed  on  its  stock  by  the  St.  Louis  &  San 
Francisco  and  the  burden  of  certain  other  branch  lines.  The  trouble  was  pre- 
cipitated, however,  by  the  unsuccessful  effort  to  renew  the  $2,250,000  of  two- 
year  5  per  cent  notes  due  June  1,  1913. 

Yarious  classes  of  creditors  joined  in  the  application  for  the  appointment  of 
receivers  of  the  Frisco. 
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In  its  decision  of  January  20,  1914,  the  Interstate  Commerce  Commission 
(vol.  29,  I.  C.  ('..  p.  139)  reports  thai  the  insolvency  of  the  Frisco  may  be  at- 
tributed to  the  following  causes: 

1.  Disproportionate  capitalization. 

2.  The  acquisition  of  new  lines. 

3.  The  financing  by  the  Frisco  of  the  New  Orleans.  Texas  ..V  .Mexico  Railroad 
and  other  south  Texas  lines. 

4.  The  desire  for  an  entrance  into  Chicago,  III.,  resulting  in  the  assump- 
tion of  heavy,  fixed  charges  in  the  acquisition  of  the  stock  of  the  Chicago  & 
Eastern  Illinois  Railroad. 

5.  The  sale  of  its  securities  so  low  as  to  indicate  a  deplorable  weakened  credit 
or  an  extravagant  arrangement  with  hankers  to  whom  large  profits  accrued  in 
the  purchase  of  the  bonds  and  the  subsequent  sale  of  the  same  to  the  public. 

6.  Payments  of  dividends  on  its  preferred  stock  in  spite  of  its  weakened 
credit  and  need  of  money,  expensive  rentals  and  poor  investments,  among  which 
are  the  investments  of  the  New  Orleans  Terminal  Co.,  stock  in  the  Kirby  Lum- 
ber Co.,  and  rentals  paid  to  Crawford  Mining  Co. 

3.  FINDINGS  OF  INTERSTATE  COMMERCE   COMMISSION. 

On  January  20.  1914,  the  Interstate  Commerce  Commission  submitted  to  the 
United  States  Senate  its  findings  in  the  matter  of  the  appointment  of  the  re- 
ceivers for  the  St.  Louis  &  San  Francisco  Railroad  Co.  and  the  Chicago  & 
Eastern  Illinois  Railroad  Co.  As  stated  above,  the  commission  finds  that  the 
insolvency  of  the  Frisco  may  be  attributed  to  (1)  disproportionate  capitaliza- 
tion; (2)  acquisition  of  new  lines;  (3)  the  financing  by  the  Frisco  of  the  New 
Orleans,  Texas  &  Mexico  Railroad  Co.  and  other  south  Texas  lines:  (4)  the 
purchase  of  a  controlling  stock  interest  in  the  Chicago  &  Eastern  Illinois:  (5) 
the  sale  of  securities  at  exorbitant  discounts;  (6)  payment  of  dividend  on  iis 
preferred  stock  in  spite  of  its  weakened  credit  and  need  of  money,  poor  invest- 
ments, and  expensive  rentals. 

For  the  purpose  of  this  report  the  commission's  findings  may  lie  summarized 
under  the  following  headings:  (a)  Reorganization  in  1896.  (6)  capitalization, 
(c)  acquisition  of  new  lines,  (d)  profits  to  syndicates,  (e)  securities  owned  and 
method  of  acquiring  them,  (f)  discounts,  (g)  revenues,  etc. 

(a)  Reorganisation  in  1896. — St.  Louis  &  San  Francisco  Railroad  Co..  suc- 
cessor to  St.  Louis  &  San  Francisco  Railway  Co.,  began  its  operations  July  1, 
1896,  under  a  plan  of  reorganization  dated  April  21,  1896. 

The  old  company  passed  through  receivership  on  account  of  default  in  the  in- 
terest on  the  St.  Louis  &  San  Francisco  Railway  Co.'s  consolidated  mortgage  5 
per  cent  100-year  bonds,  dated  June  11,  1891.  Under  the  reorganization  plan  a 
10  per  cent  assessment  was  levied  upon  the  holders  of  the  $8,000,000  of  bonds  in 
default.  In  exchange  for  a  $1,000  bond  and  the  payment  of  the  10  per  cent 
assessment,  or  $100  per  bond,  the  holder  of  the  bonds  in  default  received 
$670  par  value  of  a  new  bond  issue.  $140  of  first  preferred  stock.  $1,000  of  sec- 
ond preferred  stock,  $1,800  of  common  stock  of  the  new  company. 

The  capital  obligations  of  the  St.  Louis  &  San  Francisco  Railway  Co.,  at  the 
rime  of  the  former  receivership,  amounted  to  $68,746,726.20,  of  which  $42,387,- 
426.20  was  represented  by  bonds  and  $20.3.10.800  by  stock. 

(&)  Capitalization. — Under  the  reorganization  plan,  the  new  company  began 
operation  with  a  total  capitalization  of  isSO.974.43S.70.  or  an  increase  of  $12,- 
227.712. r,0.  Of  the  capitalization  of  the  new  company  $36,383,626.20  was  rep- 
resented by  bonds  and  $44,590,812.50  by  stock. 

On  May  27,  1913.  the  capitalization  of  the  Frisco  amounted  to  $295,633,- 
933.72.  of  which  $51,364,100  was  represented  by  capital  stock  and  S244.2G9,- 
833.72  was  represented  by  funded  debt,  including  equipment  trust  notes. 

A  segregation  of  the  total  capitalization  shows  the  following  percentages: 


Date.  Stock.       Bonds. 


Immediately  prior  to  receivership  in  1896 38  62 

Immediately  after  reorganization  in  1896 55  45 

Immediately  prior  to  receivership  in  1913- l  •  83 

The  funded  debt  of  the  Frisco  on  June  30,  1897,  ihe  first  year  after  reorgani- 
zation, amounted  to  $37,288,850,  covering  1.1  15  miles.     The  average  per  mile  of 
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funded  debt  amounted  to  $32,566.70.  On  May  27.  1913.  the  funded  debt,  includ- 
ing $10,423,937.68  of  equipment  trust  notes,  amounted  to  $244,003,958.72,  cover- 
ing 3,552.59  miles  of  owned  line,  or  an  average  of  $69,268.34  per  mile.  The  in- 
terest-bearing debt  had  been  increased  $206,715,108.72,  or  554  per  cent,  since 
1S97,  while  the  owned  mileage  had  been  increased  208  per  cent  and  the  average 
per  mile  had  been  increased  $36,701.64,  or  112  per  cent.  The  foregoing  figures: 
include  $28,582,930.01  of  the  Frisco-New  Orleans,  Texas  &  Mexico  division 
bonds  outstanding,  which  are  both  a  direct  and  indirect  lien  on  the  south  Texas 
lines.  If  these  were  excluded  the  result  would  be:  Total  increase  to  May  27, 
1913,  $178,132,178.71.  Increase,  per  cent,  0.477.  Average  per  mile.  $61,154.16. 
Increase  per  mile.  $28,587.46. 

To  acquire  capital  stock  of  the  Chicago  &  Eastern  Illinois  and  the  Kansas 
City,  Fort  Scott  &  Memphis  Railway,  the  Frisco  issued  : 

Stock   trust  certificates  for  Chicago   &   Eastern    Illinois   common 

stock $1S,044.  500 

Slink  trust  certificates  for  Chicago  &  Eastern  Illinois  preferred 

stock 12.  603,  750 

Stock  trust  certificates  for  Kansas  City,  Fort  Scott  &  Memphis 
preferred    stock 15,  000,  000 

Total 45,  648,  250 

The  commission  finds  that,  exclusive  of  the  Now  Orleans,  Texas  .v  Mexico 
division  bonds,  the  Frisco's  funded  debt  as  of  -May  27,  1913,  had  increased  by 
the  amount  of  $178,132,178.71,  while  its  notes  outstanding  at  the  same  period 
aggregated  $5,413,765.42.  The  fixed  and  floating  debt  had  been  thus  increased 
by  the  amounl  of  $183,545,944.13,  whereas  the  property  expenditures  from  June 
30,  1897,  to  May  27,  1913,  aggregated  $103,275,651.21.  The  increase  in  fixed  and 
floating  debt,  above  referred  to.  the  commission  summarized  as  follows: 

Property    expenditures $10.",,  275,  651.  21 

Funded  debt  issued  for  stock  of  Chicago  &   Eastern  Illinois 

Railroad  and  Kansas  City,  Fort  Scott  &  Memphis  Railway—  45,  648,  250.  00 
Discount   on   funded   debt_J 28,828,362.72 

Total 177,  752.  263.  93 

(c)  Acquisition  of  new  lines. — The  commission  finds  that  in  acquiring  new 
lines  the  Frisco  pursued  various  methods.  In  numerous  instances  it  purchased 
new  lines  constructed  by  syndicates,  in  which  members  of  the  board  of  direc- 
tors of  the  Frisco  were  interested.  In  other  instances  the  control  of  new  lines 
was  obtained  through  the  purchase  of  stock.  A  brief  summary  of  the  commis- 
sion's findings  relating  to  the  acquisition  of  new  lines  may  be  of  interest. 

On  October  15,  1901,  a  syndicate  composed  of  51  members  was  formed  to 
construct  the  lines  of  the  Oklahoma  City  &  Western  Railroad  Co.  The  pro- 
posed subscription  amounted  to  $2,148,000.  Of  the  original  amount  proposed, 
$2,097,043.95  was  subscribed.  The  line  was  completed  on  March  10,  1903,  and 
sold  to  the  Frisco  at  a  price  which  netted  the  subscribers  a  profit  of  $396,278.82. 

In  July,  1902.  a  syndicate  was  formed  for  the  purpose  of  financing  The  con- 
struction of  the  lines  of  the  St.  Louis,  San  Francisco  &  New  Orleans  Railroad 
Co.  The  proposed  subscription  of  this  syndicate  amounted  to  $5,300,000.  In 
November.  1903.  the  syndicate  was  dissolved  and  the  subscribers  given  $5,888,- 
888.88  in  4  per  cent  bonds  of  the  St.  Louis,  San  Francisco  &  New  Orleans  Rail- 
road Co.  and  $1,060,000  of  the  preferred  stock  of  the  same  company.  These 
securities  were  later  refunded  through  subsequent  security  issues  of  the 
Frisco  on  the  basis  of  90  for  the  bonds  and  79  for  the  preferred  stock,  resulting 
ultimately  in  a  profit  of  $837,400  to  the  syndicate  members. 

On  April  10,  1902.  a  syndicate  of  50  members  was  formed  to  purchase  the 
properties  of  the  St.  Louis  &  Gulf  Railroad  Co.  The  proposed  subscription,  all 
of  which  was  paid  in.  amounted  to  $2,700,000. 

The  St.  Louis  &  Gulf  Railroad  Co.  was  subsequently  consolidated  with  the 
St.  Louis,  Memphis  &  Southeastern  Railroad  and  sold  to  the  Frisco,  the  latter 
company  assuming  the  bonds  outstanding  against  the  property. 

The  syndicate  received  $4,920,000  of  the  bonds  of  the  St.  Louis  &  Gulf  Rail- 
road, of  which  it  used  $173,000  to  defray  its  expenses.  The  balance  was  ex- 
changed for  4i  per  cent  bonds  of  the  St.  Louis.  Memphis  &  Southeastern  Rail- 
way on  the  basis  of  $903.33  for  each  bond  of  the  old  company.  The  new  com- 
pany thus  issued  bonds  in  the  amount  of  $4,288,123.17,  which  were  sold  through 
Harvey  Fisk  &  Co.  for  $4,085,696.52  cash.     As  a  result  of  these  transactions 
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there    was    distributed    to    the    syndicate    subscribers    a    profit    amounting    to 
$1,385,696.52. 

On  December  21,  1897,  a  syndicate  composed  of  35  members  was  formed  for 
the  purpose  of  financing  the  construction  of  the  lines  of  the  St.  Louis  &  Okla- 
home  City  Railroad  Co.  The  proposed  subscription  of  $1,000,000  was  paid  in 
and  in  April,  1899,  the  property  was  sold  to  the  Frisco  for  $1,868,700,  result- 
ing in  a  profit,  after  payment  of  sums  due  contractors,  to  the  subscribers  of 
$656,150. 

On  January  10,  1900,  a  contract  was  executed  between  Johnson  Bros.  & 
Faught  and  tbe  St.  Louis,  Oklahoma  &  Southern  Railway  Co.  for  the  construe 
tion  of  its  lines.  The  contractors  were  to  receive  $5,500,000  in  capital  stork 
and  bonds  in  the  sum  of  $22,500  per  mile,  but  not  to  exceed  tha  sum  of  $4,500,- 
000.  On  January  23,  1900,  the  contractors  agreed  to  sell  the  bonds  to  three 
trust  companies  and  two  individuals,  one  of  whom  was  B.  P.  Cheney,  a  direc- 
tor of  the  Frisco.  The  sale  price  of  the  bonds  was  fixed  at  78*.  The  payment 
of  the  bonds  was  guaranteed  by  the  Frisco.  Later  the  Frisco  acquired  the  lines 
of  the  St.  Louis,  Oklahoma  &  Southern,  assumed  the  paymeent  of  the  bonds 
which  were  subsequently  refunded  through  the  issue  of  Frisco  refunding  bonds 
on  the  basis  of  95  for  the  bonds  of  the  old  company.  These  transactions  re- 
sulted in  a  profit  to  the  trust  companies  and  individuals  amounting  to 
$719,574.90. 

On  June  16,  1902,  a  syndicate  composed  of  61  members  was  formed  to  pur- 
chase the  securities  of  the  Arkansas  Valley  &  Western  Railroad  Co.  The  pro- 
posed  subscription  was  $3,190,000,  of  which  $3,046.61'.")  was  paid  in  by  the  sub- 
scribers. On  March  1,  1904,  the  property  was  sold  to  the  Frisco  for  $3,825,000, 
payable  one-third  cash  and  two-thirds  in  notes.  The  notes  were  subsequently 
paid  in  cash.  After  paying  amounts  due  to  contractors  the  profit  to  the  syndi- 
cate members  amounted  to  $589,767.32. 

The  lines  of  the  New  Iberia  &  Northern  Railroad  Co.  and  Iberia,  St.  Mary  & 
Eastern  Railroad  Co.  were  constructed  with  funds  contributed  by  or  through  a 
syndicate  composed  of  20  members,  many  of  whom  were  directly  interested 
in  the  Frisco.  Of  the  $2,000,000  necessary,  approximately  $1,000,000  was  sub- 
scribed in  cash  and  the  balance  was  secured  from  the  St.  Louis  Union  Trust 
Co.  of  St.  Rom's  and  the  Canal  Louisiana  Bank  of  New  Orleans,  La.,  upon  notes 
of  the  syndicate  subscribers.  An  amount  less  than  $2,000,000  was  expended  on 
the  properties  which  on  May  24,  1913,  together  with  the  capital  stock  of  the  two 
companies,  was  purchased  by  the  Frisco  for  $2,493,088.83.  After  making  allow- 
ance for  amounts  due  contractors,  the  commission  estimates  the  profits  of  the 
syndicate  subscribers  at  $500,000. 

The  commission  further  finds  that  the  profits  of  the  syndicate  subscribers 
who  financed  the  construction  of  the  St.  Louis,  Brownsville  &  Mexico  Rail- 
way, and  the  Colorado  Southern,  New  Orleans  &  Pacific  Railroad,  aggregated 
$3,386,928.95. 

A  summary  of  the  amounts  subscribed  by  the  syndicate  subscribers  and  ad- 
vanced by  trust  companies  in  the  construction  of  the  foregoing  mentioned  prop- 
erties and  profits  realized  by  syndicates  and  trust  companies  on  the  sale  thereof 
to  the  Frisco  shows  the  following: 


Name  of  railroad. 


Amount 
paid  in. 


Profit. 


Oklahoma  City  &  Western 

St.  Louis,  San  Francisco  &  New  Orleans. . 

St.  Louis  &  Gulf 

St.  Louis  &  Oklahoma  City 

St.  Louis,  Oklahoma  <fc  Southern 

Arkansas  Valley  &  Western 

New  Iberia  &  Northern 

St.  Louis.  Brownsville,  &  Mexico 

Colorado  Southern,  New  Orleans  &  Pacific 

Total 


$2,097, 
5,300, 

2,  TIKI, 
1,000, 
3,423, 
3,046, 

2, ). 

3,981, 
3,000, 


043.  9:> 
000. 00 
000. 00 
000.00 
432.  in 

000.  00 

000.00 

000.  00 


26,548,111.03 


_>78.82 

837, 400. 00 

1,385,696.52 

150.00 

719,574.90 

589,767.32 

500,000.00 

3,011,928.95 

375,000.00 


8, 444,  791  i.  51 


To  secure  for  itself  and  its  subsidiary  companies  terminal  facilities  in  New 
Orleans,  the  Frisco,  together  with  the  Southern  Railway  Co.,  caused  the  or- 
ganization of  the  New  Orleans  Terminal  Co.  This  company  has  an  authorized 
capital  stock  of  $2,000,000  aud  $14,000,000  of  4  per  cent  bonds.    One-half  of  the 
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capital  stock  is  owned  by  the  Frisco  and  one-half  by  the  Southern.  The  two 
companies  have  guaranteed  by  indorsement  the  bonds  of  the  terminal  com- 
pany. The  commission  found  that  the  Frisco  had  no  lines  to  New  Orleans  and 
therefore  did  not  use  the  terminal  property.  Its  proportion  of  the  terminal 
company's  interest  charge  amounted  to  $280,000  per  annum,  while  the  reve- 
nues received  from  the  terminal  properties  were  less  than  $50,000  per  annum. 
The  Frisco  reduced  its  annual  loss  resulting  from  this  transaction  by  assessing 
approximately  15i  per  cent  against  the  New  Orleans,  Texas  &  Mexico  Rail- 
road, leaving  a  net  loss  of  about  $180,000  per  annum. 

In  January,  1903,  the  Kirby  Lumber  Co.  executed  three  notes  for  $200,000 
each,  payable  to  B.  F.  Yoakum,  James  Campbell,  and  Henry  Clay  Pierce,  for 
money  advanced  by  them  to  the  Lumber  Co.  Shortly  thereafter  these  notes 
were  purchased  by  the  Frisco  at  their  face  value  and  interest.  Later  they 
were  surrendered  to  the  Lumber  Co.  as  part  of  the  purchase  price  of  8,150 
shares  of  its  preferred  stock  at  $75  per  share. 

In  July,  1903,  the  Frisco  purchased  S,500  additional  shares  of  this  stock, 
making  its  total  investment  therein  $1,248,750.  The  preferred  stock  of  the 
Lumber  Co.,  outstanding,  totaled  $10,000,000.  The  Frisco  paid  J.  W.  Bailey 
$25,000  for  his  services  in  acquiring  this  stock  and  charged  that  amount  to 
the  cost  of  the  securities  of  the  Lumber  Co. 

No  dividends  have  ever  been  paid  upon  this  stock.  At  4  per  cent  the  interest 
upon  this  investment  would  approximate  $50,000  per  annum,  and  on  that  basis 
the  loss  amounts  to  about  $500,000.  It  is  possible,  however,  that  this  was  com- 
pensated for  in  some  measure  by  securing  traffic  for  the  Frisco  through  its 
influence  as  a  stockholder  in  the  Lumber  Co. 

In  the  purchase  of  the  preferred  stock  of  the  Lumber  Co.  the  Frisco  received 
as  a  bonus  2,775  shares  of  the  common  stock,  which  ir  subsequently  sold  for 
$50,000 ;  this  with  several  minor  adjustments  left  the  net  cost  of  the  10,650 
shares  $1,226,208. 

For  the  right  of  placing  cars  at  the  mines  of  the  Crawford  County  Mining 
Co.,  operating  at  Pittsburg,  Ivans.,  a  concern  controlled  by  the  Chicago,  Rock 
Island  &  Pacific  Railway,  the  Frisco,  on  March  30,  1907,  entered  into  a  contract 
which  imposed  upon  it  an  annual  charge  of  about  $27,000. 

To  secure  an  entrance  into  Chicago,  the  Frisco  in  1902  proceeded  to  acquire 
control  of  the  Chicago  &  Eastern  Illinois  Railroad  Co. 

In  exchange  for  each  share  of  preferred  stock  of  the  Chicago  &  Eastern 
Illinois  the  Frisco  delivered  $150  of  its  6  per  cent  preferred-stock  trust  certifi- 
cates, payable  July  1,  1942;  while  in  exchange  for  each  share  of  common  stock 
of  the  Chicago  &  Eastern  Illinois  the  Frisco  delivered  $250  of  its  10  per  cent 
common-stock  trust  certificates,  payable  July  1,  1942. 

On  May  27,  1913,  the  liability  of  the  Frisco,  represented  by  Chicago  &  East- 
ern Illinois  stock-trust  certificates,  amounted  to  $18,044,500  on  the  common 
stock  and  $12,603,750  on  the  preferred  stock,  making  a  total  of  $30,648,250. 
Of  this  amount  the  Frisco  had  acquired  $2,520,000  of  the  common-stock  trust 
certificates  at  a  cost  of  $1,884,320,  leaving  outstanding  in  the  hands  of  the 
public  $15,524,500  of  the  common  certificates  and  $12,603,750  of  the  preferred 
certificates,  or  a  total  of  $28,128,250.  As  a  result  of  this  transaction  the  Frisco 
obligated  itself  to  pay  annually  10  per  cent  on  the  common-stock  trust  certifi- 
cates and  6  per  cent  on  the  preferred-stock  trust  certificates.  The  annual  divi- 
dends paid  by  the  Chicago  &  Eastern  Illinois  Railroad  Co.  from  1903  to  1913 
have  been  inadequate  to  make  these  payments.  The  deficit  had  to  be  advanced 
by  the  Frisco  and  amounted  to  $2,057,073. 

On  June  29,  1901,  an  agreement  was  executed  between  the  Kansas  City, 
Fort  Scott  &  Memphis  Railroad  Co.  and  the  Kansas  City,  Fort  Scott  &  Memphis 
Railway  Co.,  a  newly  organized  company,  under  which  agreement  the  latter 
company  was  to  acquire  the  properties  and  franchises,  subject  to  all  existing 
liens,  and  also  the  current  assets  and  liabilities  of  the  former  company.  The 
purchase  price  was  $14,275,600,  payable  within  60  days  to  the  Mercantile  Trust 
Co.  for  paymeent  to  the  holders  of  $2,750,000  of  preferred  stock  at  $150  per 
share  and  to  holders  of  $10,150,600  of  common  stock  at  $100  per  share.  To 
quote  from  the  commission's  report : 

"A  series  of  agreements  was  entered  into  under  date  of  June  24,  1901,  be- 
tween parties  interested,  one  of  which  was  between  the  railway  company  and 
Mark  T.  Cox,  James  A.  Blair,  H.  C.  Pierce,  Isaac  N.  Seligman,  and  J.  Kennedy 
Tod,  a  committee  under  a  syndicate  agreement  dated  March  8,  1901.  The  syn- 
dicate had  purchased  $10,095,800  of  the  common  stock  and  $2,670,300  of  the  pre- 
ferred stock  of  the  railroad  company  and  was  to  pay  the  purchase  price  to  the 
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Mercantile  Trusl  Co.  for  account  of  the  railway  company.  The  syndicate  was 
to  also  pay  for  certain  construction  of  the  Kansas  City,  Fori  Scotl  iV  Memphis 
Railway  Co.,  of  Oklahoma,  and  to  transfer  the  entire  capital  Htocfe  of  thai 
company  to  the  railway  company.  They  were  also  to  pay  the  cosl  of  relaying 
new  rail  between  Baxter  Springs  ami  .Miami,  okia.,  and  to  transfer  to  the 
railway  company  29,427  shares  of  the  capital  stock  of  the  Kansas  City, 
Memphis  &  Birmingham  Railroad. 

"  In  order  to  secure  the  funds  necessary  to  finance  this  arrangement  the 
railway  company  issued  to  the  above-named  committee  fi  i ,c:.(  1,000  of  its  re- 
funding mortgage  bonds  secured  by  the  property  purchased,  $13,510,000  of  its 
preferred  capital  stock-,  and  $15,000,000  of  its  common  stock.  The  Frisco  was 
to  guarantee  the  nfortgage  bonds  and  was  to  issue  $13,510,000  of  its  4  per  cent 
preferred-stock  trust  certificates  in  exchange  for  the  preferred  stock  of  the 
railway  company  upon  deposit  by  the  committee  with  a  trust  company  of  pre- 
ferred slock  of  the  railway  company  in  the  same  amount,  and  in  addition  was 
to  receive  the  entire  issue  of  the  common  stock  of  the  railway  therefor.  The 
committee  were  to  offer  to  the  stockholders  of  the  Frisco  the  right  of  subscrip- 
tion to  the  mortgage  bonds  and  preferred-stock  certificates,  the  offering  to 
consist  of  $25  in  bonds  and  82!)  in  Frisco  stOck-trust  certificates  for  a  cash  pay- 
ment <>f  $42,."><>.  The  syndicate  was  to  underwrite  the  subscription,  which 
amounted  to  $19,795,770.50.  Of  this  amount  the  syndicate  subscribed  si4,266,- 
203.75,  which  included  $66,358.75  interest,  and  the  balance  was  subscribed  by 
Frisco  stockholders." 

The  result  of  this  transaction  was  that  the  new  company  (Kansas  City. 
Fort  Scott  &  Memphis  Railway  Co.)  by  acquisition  of  the  Current  River  Rail- 
road and  by  new  lines  constructed  increased  its  operated  mileage  from  719.45 
miles  in  1900  to  850.79  miles  in  1901.  The  $18,529,600  funded  debt  of  the  old 
company  (Kansas  City.  Fort  Scott  &  Memphis  Railroad  Co.).  $1,606,000  bonds 
of  the  Current  River  Railroad,  $481,510  equipment  bonds,  and  $11,650,000  bonds 
of  the  new  company  were  assumed  by  the  Kansas  City,  Fort  Scott  &  Mem- 
phis Railway  Co.  This  resulted  in  a  total  increase  in  the  funded  debt  of 
$13,737,510,  while  $28,510,000  of  capital  stock  of  the  new  company  was  issued 
in  lieu  of  $12,900,600  of  stock  of  the  old  company,  or  a  total  increase  in  capital 
of  $29,346,910,  as  against  an  increase  in  mileage  of  131i  miles. 

The  properties  of  the  Kansas  City,  Fort  Scott  &  Memphis  Railway  Co.  were 
leased  to  the  Frisco  on  August  23,  1901,  for  the  term  of  corporate  existence  of 
the  Frisco.  The  lease  provides  for  the  payment  of  the  interest  on  the  bonds, 
1  per  cent  dividends  on  the  preferred  stock,  and  all  other  charges.  The  Kansas 
City,  Fort  Scott  &  Memphis  Railroad  Co.  has  never  paid  any  dividends  on  its 
stock,  while  the  only  dividend  paid  by  its  predecessor  was  5  per  cent  on  the 
preferred  stock  in  1900.  In  spite  of  this  dividend  record  the  Frisco  obligated 
itself  to  pay  4  per  cent  on  the  preferred  stock  and  purchase  the  property  on 
a  basis  of  par  for  the  common  stock  and  $150  per  share  for  the  preferred  stock. 

The  construction  and  financing  of  the  St.  Louis,  Brownsville  &  Texas  and 
the  New  Orleans,  Texas  &  Mexico  Railroad,  formerly  known  as  the  Colorado 
Southern,  New  Orleans  &  Pacific  Railroad  Co.,  as  well  as  their  relations  to 
the  Frisco  are  considered  in  another  part  of  this  report.  By  means  of  the 
organization  of  these  companies  and  the  construction  of  their  lines,  the  Frisco 
bad  hoped  to  secure  large  traffic  from  southern  Texas  and  Louisiana.  The 
lines  extended  from  New  Orleans  to  Brownsville,  Tex.  Other  lines  in  Texas 
in  which  the  Frisco  was  interested,  through  stock  ownership,  were  the  Beau- 
mont, Sour  Lake  &  Western,  the  Orange  &  Northwestern,  the  Paris  &  Great 
Northern,  the  St.  Louis,  San  Francisco  &  Texas,  the  Fort  Worth  &  Rio  Grande, 
and  the  Brownswood  North  &  South  Railway  Co. 

(d)  Profits  to  syndicates. — The  profits  realized  by  syndicates  organized  to 
construct,  finance,  or  acquire  lines  for  the  Frisco  are  shown  in  the  table  on  a 
preceding  page. 

(c)  Securities  owned  and  method  of  acquiring  them. — The  Interstate  Com- 
merce Commission  in  its  report  shows  securities  owned  by  the  Frisco  and  the 
cost  of  acquiring  the  same,  as  follows: 
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Stocks  ami   hands  of  railway,  bridge,  and  terminal  companies  owned   by  the 
St.  Louis  &  San  Francisco  Railroad — Continued. 


Name  of  corporation. 

Class  of 
securi- 
ties. 

Total  issues, 
par  value. 

Controlled  bv 

St.L.<fe  S  F. 

R.  R.,par 

value. 

Per 

cent  of 
owner- 
ship. 

Time 
acquired. 

Book  value. 

Remarks. 

St.  Louis,  Brownsville 
&  Mexico  Ry.  Co. 
Do 

Stock  . 
Bonds 
Stock  . 

...do.. 

...do... 

Bonds 
Stock  . 

Bonds 

$500,000.00 

12,147,105.08 

25,000.00 

500,000.00 

85,000.00 

2, 007, 250.  74 
35,000.00 

1,066,946.51 

i  $499, 100. 00 

12,147,105.08 

12. 500. 00 

249,700.00 

'  81,100.00 

2,007,250.74 
1  31,500.00 

1,066,946.51 

99.5 
100.0 
50.0 
49.  7 
99.0 

100.0 
90.0 

100.0 

May, 1910 

May, 1910- 
June.1913 

Aug.  1908 

May. 1910 

May,1906 

Oct.  1912 

...do 

May,  1906 

Oct.  1910 

$1,912,192.17 

12,128.917.28 

12.500.00 

249,700.00 

.-190.475.42 

2,007,250.74 
260,686.99 

1,066,946.51 

Note  L. 
Do. 

Houston  Belt  &  Ter- 
minal Rv.  Co. 

Brownsville  &   Mata- 
moras  Bridue  Co. 

The  Beaumont,  Sour 
Lake  &  Western  Rv. 
Co. 
Do 

Note  M. 
Note  N. 
Note  L 

Do. 

The  Oranw  &  North- 
western R.  R.  Co. 
Do 

Do. 
Do. 

1  The  difference  between  total  issues  and  amount  controlled  represents  shares  for  qualifying  directors. 

Note  A. — Stock  and  bonds  of  the  Brownwood  North  &  South  Railway  were  received 
in  return  for  cash  advances  made  to  that  company  for  account  of  construction.  Cash 
principally  was  paid  to  F.  B.  Hollis  for  the  stink  of  the  Fort  Worth  &  Rio  Grande 
Railway.  A  portion  of  this  stock  and  the  bonds  were  received  in  reimbursement  for 
cash  advanced.  The  Frisco  secured  from  the  trustee  of  the  refunding  mortgage  $2,812,- 
000  in  reimbursement  for  the  foregoing-  expenditures  in  accordance  with  the  terms  of 
the  indenture. 

Note  B. — All  of  the  capital  stock  of  the  Colorado  Southern,  New  Orleans  &  Pacific 
Railway,  except  qualifying  directors'  shares,  and  $l,000,ooo  par  value  of  the  first  mortgage 
bonds  were  acquired  from  the  Colorado  Southern.  New  Orleans  ..V  Pacific  Railroad  for 
.$2,476,950  in  cash.  These  funds  were  obtained  through  a  sale  of  $7,500,000  of  Frisco 
collateral  trust  five-year  5  per  cent  notes  sold  to  Blair  &  Co.  al  various  dates,  commenc- 
ing with  April.  1906,  at  94.36.  The  remainder  of  the  proceeds  <>!'  this  sale  was  advanced 
to  the  Colorado  Southern,  New  Orleans  &  Pacific  Railway  for  construction  and  other 
purposes.  The  name  of  this  company  was  changed  in  March,  1910,  to  the  New  Orleans. 
Texas  &  Mexico  Railroad  Co. 

Note  C. — The  Frisco  issued  .$4,650,000  of  Frisco-St.  Louis.  Oklahoma  .V  Southern 
Railway  first  mortgage  bonds,  receiving  in  exch'ang<  an  equal  amount  of  the  bonds  of 
the  St.  Louis,  Oklahoma  &  Southern  Railway,  $5  500.000  of  the  stock  of  that  company, 
and  $804,000  of  the  stock  and  $200,000  of  the  bonds  of  the  St.  Louis,  San  Francisco 
&  Texas  Railway.  The  exchange  of  these  securities  was  effected  through  the  St.  Louis 
Union  Trust  Co. 

Note  D. — The  preferred  and  common  stock  of  the  Chicago  &  Eastern  Illinois  Railroad 
was  acquired  subsequently  to  September,  1902,  by  exchange  of  Frisco  6  per  cent  pre- 
ferred-stock trust  certificates  and  its  10  per  cent  common-stock  trust  certificates  on  the 
basis  of  .$150  for  the  preferred  stock  and  .$250  for  the  common  stock. 

Note  E. — The  Frisco  acquired  .$13,510,000  par  value  of  the  preferred  stock  of  the 
Kansas  City,  Fort  Scott  &  Memphis  Railway  and  $15,000,000  of  the  common  stock  of 
that  company  in  September,  1901,  by  an  exchange  with  a  syndicate  committee  of  Frisco- 
Kansas  City,  Fort  Scott  &  Memphis  preferred-stock  trust  certificates  in  amount  equalling 
the  par  value  of  the  preferred  stock  thus  acquired.  An  additional  block  of  .$3,150,000 
of  the  preferred  stock  was  received  by  the  Frisco  in  reimbursement  for  cash  advanced 
by  the  Frisco  for  additions  and  betterments  made  to  the  property  of  the  Kansas  City, 
Fort  Scott  &  Memphis  Railway. 

Note  F. — The  income  bonds  of  the  Kansas  City,  Memphis  &  Birmingham  Railroad 
were  acquired  by  the  Frisco  for  account  of  the  Kansas  City,  Fort  Scott  &  Memphis 
Railway,  that  company  issuing  to  the  Frisco  an  equal  amount  of  its  refunding  bonds 
in  reimbursement.  The  stock  of  the  Kansas  City,  Memphis  &  Birmingham  was  acquired 
in  1888  by  the  Kansas  City,  Fort  Scott  &  Memphis  Railroad,  and  was  sold  to  the  Kansas 
City,  Fori:  Scott  &  Memphis  Railway  Co.,  its  successor,  in  the  sale  of  the  property  and 
assets  to  that  company  in  1901. 

Note  G. — Stock  and  bonds  of  the  Paris  &  Great  Northern  Railroad  Co.  were  acquired 
by  the  Frisco  from  the  St.  Louis  &  San  Francisco  Railway  Co.  through  the  reorganization 
committee  at  the  time  of  the  receivership  in  1S96. 

Note  II. — The  stocks  of  the  Memphis  Railroad  Terminal  Co.,  the  New  Orleans  Rail- 
road Terminal  Co..  and  Terminal  Railroad  Association  of  St.  Louis  were  received  by  the 
Frisco  as  bonuses  for  cash  advanced  from  time  to  time  to  those  companies,  which  advances 
were  subsequently  liquidated  by  the  debtor  companies,  the  securities  being  carried  at  a 
nominal  book  value  of  $1.  .  ^T     x.  _   „  „  . 

N0TE  i, The  bonds  of  the  Cape  Girardeau  Northern  Railway  Co.,  amounting  to  $16,000. 

were  received  by  the  Frisco  in  March,  1913,  in  settlement  of  traffic  balances  and  miscel- 
laneous bills  due  from  that  company. 

Note  J The  stock  and   bonds  of  the  Rock  Island-Frisco  Terminal  Co.  were  received 

in  reimbursement  for  cash  advanced  by  the  Frisco  for  the  construction  of  the  terminal 
property  The  Rock  Island  lines  are  joint  users  of  this  property  and  also  contributed 
advances  in  a  manner  similar  to  that  employed  by  the  Frisco. 
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Note  k.  The  stocks  of  the  New  Iberia  &  Northern  Railroad  Co  and  the  [beria  si 
Mary  &  Eastern  Railroad  Co.  were  acquired  In  May,  1913,  under  an  agreement  dated 
September  1,  1911,  between  A.  T.  Perkins,  syndicate  manager    and  C    \v    Hillard    trus 

•  the  covenants  and  agreements  made  by   the   latter  being  guaranteed   by   the   Frisco 

The  Frisco  issued,  under  date  of  May  23,  L913,  two  notes  aggregating  $2  443,088  83  for 
all  oi  the  capita]  stock  and  properties  of  these  two  companies,  paying  in  addition  $50  000 
in  rash  tor  tlic  purpose  of  liquidating  certain  Indebtedness  or  the  companies  named 

Note  L.  -The  entire  capital  stock  of  the  St.  Louis,  Brownsville  .v  Mexico  Railway 
except  qualifying  directors'  shares,  and  $10,256,000  of  the  bonds  of  thai  company  were 
purchased  by  the  Frisco  from  the  St.  Louis  Union  Trusl  Co.  in  May  1910  tor  account 
of  the  \ew  Orleans.  Texas  &  Mexico  Railroad  Co.,  payment  being  made  by  the  Frisco 
partly  m  cash,  partly  by  a  note,  and  the  balance  by  deposit  of  bonds  of  the  New  on 
Texas  &   Mexico  division      stock  of  the  Beaumont,   Sour   Lake  &  Western   Railway    par 

value  $19,100,  and   stock   of   the   Orange   &   Northwestern    Railroad     par   value   *:o  : 

w.-re  acquired  by  the  Colorado  Southern,  New  Orleans  >v  Pacific  Railway  in  May  1906 
in  settlement  with  the  Gulf  Construction  Co.  The  remaining  stocks  ami  bonds  id'  these 
three  companies  were  acquired  by  the  New  Orleans.  Texas  ,\-  Mexico  Railroad  through 
funds  advanced  by  the  Frisco  fr0m  time  to  time,  for  which  notes  were  taken  which 
notes   were  m  part  Inundated  by  bonds.      The   Frisco  was   reimbursed   by   an   issue  of   bonds 

known   as  the   Frisco  New   Orleans.    Texas   &   Mexico   division    first    "tgage    bonds     which 

are  a  direct   lien  upon  the  property  of  the  New  Orleans.  Texas  &   Mexico  Railroad    and 
an   Indirect    lien   upon    the  other  properties   through   pledge   with    the   trustee   of   the,   inert 
page  of  the  securities  of  the  three  companies  owned  by  the  New  Orleans.  Texas  &  Mexico 
Railroad 

Note  M. — Twenty-five  per  cent  of  the  stock  of  the  Houston  Belt  &  Terminal  Railway 
Co.  is  owned  by  the  St.  Louis,  Brownsville  &  Mexico  Railway  ami  an  equal  amount  bv 
the  Beaumont,  Sour  Lake  &  Western  Railroad,  this  stock  having  been  acquired  from  the 
St.   Louis  Union  Trust  Co.  in  August.  1908,  and  May,  1910. 

Note  N. —  The  St.  Louis.  Brownsville  &  Mexico  Railway  acquired  in  May,  1910,  49.70 
per  cent  of  the  stock  of  the  Brownsville  &  Matamoras  Bridge  Co.  This  was  secured 
from  the  St  Louis  Union  Trust  Co.  in  exchange  for  an  equal  amount  of  the  bonds  of 
i  he  St.  Louis,  Brownsville  &  Mexico  Railway.  The  National  Railways  of  Mexico  also 
own   stock   of  this  bridge  company. 

(/)  Discounts. — The  Interstate  Commerce  Commission  finds  that  the  dis- 
eonnts  <>n  bonds  and  notes,  other  than  short-term  notes,  issued  by  the  Frisco  & 
Kansas  city.  Fort  Scott  &  Memphis  Railway,  which  is  controlled  by  the  Frisco, 
including  premiums  paid  for  the  retirement  of  underlying  issues  and  commis- 
sions paid  banks  or  bankers,  aggregate  $32,152,602.07.  The  discount  applicable 
to  the  securities  of  the  Frisco  aggregate  $28,828,362.72.  .and  to  the  se'-urit;es  of 
the  Kansas  City  $3,324,239.35.  The  net  liability  of  the  Frisco  on  May  27.  1913, 
amounted  to  $239,244,437.68.  The  discount  and  commissioi  s  represent  12.05 
per  cent  of  the  net  funded  debt.  This  discount,  aggregating  some  $30,000,000 
was  incurred  during  the  period  of  12  years.  The  Frisco  securities  and  those  of 
the  Kansas  City  have  sold  at  prices  ranging  from  62A  to  98.  on  the  subject  of 
discount  the  commission  says : 

"  Within  the  widest  possible  range  id'  reasonable  charges  to  the  public,  no 
transportation  company  constructed  and  living  upon  borrowed  capital  can  long 
survive  it  Situation  in  which  it  sells  securities  at  62^  cents  on  the  dollar  and 
pays  interest  on  the  par  value  thereof.  At  4  per  cent  the  $30,565,749.82  of  n<  t 
discounts  and  commissions  carried  by  the  Frisco  represent  an  annual  expendi- 
ture of  $1,226,630  for  interest  upon  money  which  it  never  received.  The  accounts 
show  that  the  securities  were  sold  at  prices  higher  than  those  above  quoted, 
but  commissions,  varying  from  l  to  2A  per  cent,  paid  to  the  bankers  aggregated 
more  than  $3,000,000." 

5.    REVENUES,    ETC. 

In  its  report  the  commission  shows  the  gross  revenues,  the  net  revenue  rail 
operations,  total  mileage  operated,  the  gross  and  net  revenue  per  mile  of  line 
Operated,  the  funded  debt  outstanding,  the  net  interest  deductions  on  funded 
debt,  the  total  mileage  owned,  the  average  amount  of  funded  debt  per  mile  of 
road,  the  average  annua]  interest  on  the  funded  debt  per  mile  of  road,  the  ratio 
of  net  earnings  to  total  funded  debt,  and  ratio  of  interesi  on  the  funded  debt  to 
net  earnings,  its  follows: 
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Averages  and  ratios  based  on  revenues,  interest  on  funded  debt,  and  funded 

debt. 


Fiscal  vear  ended 
June  30. 


Gross  operat- 
ing revenue. 


Net  reventie 
rail  operation. 


Total 

mileage 

operated 

on  June  30. 


Revenue  per  mile  of 
line  operated. 


Gross. 


Net. 


Total  funded 
debt  (includ- 
ing equip- 
ment trusts 
outstanding 
on  June  30. 


1897 5, 993, 336. 17 

1898 6, 886, 467.  77 

1899 7, 226, 662. 13 

1900 7, 988, 246. 06 

1901 10, 173,697.  25 

1902 IS,  988,  215.  44 

1903 20, 692, 772.  47 

1904 28, 051, 617. 67 

1905 28, 486, 477. 07 

1906 30, 468, 627. 12 

1907 36, 548, 949.  85 

1908 33, 844, 373.  SS 

1909 !  35, 619, 712.  70 

1910 1  39, 089, 647. 07 

1911 40,  787,  480.  42 

1912 j  39, 569, 475. 51 

1913,  to  May  27 1  39, 390, 343. 65 


$2, 509, 
2, 856, 
2, 885, 
3, 290, 
4,328, 
7, 188, 
7,365, 
8,014, 
10, 299, 
11,202, 
13,441, 
10, 496, 
12,481, 
12.2S4, 
13,  589, 
12,980, 
12,968, 


707. 80 
35S.  98 
471.. ".x 
719. 29 
689.  84 
936. 09 
972.  43 
010.  25 
8.57.  65 
054.  88 
02S.  11 
(Mi. '.Ill 
068.  90 
177.93 
584.65 
420. 53 
815.61 


1,162 

1,282 
1,385 
1,402 
1,708 
2,895 
3,324 
3, 735 
1,787 
4.721 
4,  727 
4,727 
4,727 
4,726 
4,732 
4,742 
4,742 


$5, 157.  7S 
5,371.  tiii 
5,217.81 
5, 694. 18 
5, 956. 50 
6, 558. 97 
6, 225. 26 
6,171.78 

6,  013.  Ill 
6,  452.  711 
7,731.95 
7, 159. 79 
7,575.37 
S,  271.  19 
8,619.50 
8,344.47 
8,306.69 


$2, 159. 82 
2, 22v.  05 
2,0S3.37 
2,  347.  16 
2, 564.  36 
2.  183.22 
2,216.00 
2,145.65 
2,174.34 
2.  372.  SI 
2,843.  48 
2, 220. 57 
2,  640.  38 
2,588.70 
2,871.85 
2,  730.  23 
2, 733. 83 


s:;7,2ss, 
39,118, 
41,587. 
44,875, 
46, 198, 
78, 702, 
116,494, 
132,007, 
155, 766, 
162,472, 
174,054, 
191,267, 
194, 673, 
225, 274, 
240,05s, 
218,139, 
244, 269, 


850. 00 
100.00 

64S. 75 
491.25 
125.00 
925. 00 
145. 25 
162. 02 
524.  44 
775. 97 
737.79 
576. 00 
soil  70 
650. 90 
971.27 
32S.  70 
833. 72 


Fiscal  year  ended 
June  30. 

Net  interest 
deduct  ions  on 
funded  debt. 

Total 
mileage 

owned  on 
June  30. 

Average 
amount 

funded  debl 
per  mile  of 

line  owned. 

Average 
annual 
interest  on 
funded  debt 
per  mile  of 
line  owned. 

Ratio  of 

ni't  earn- 
ings to 
total 
funded 
debt. 

Ratio  of 
interesl 

on  funded 
debt  to  net 
earnings. 

1897 

$1,994,488.00 
2,028,743.78 

2,109,249.13 
2,145,924.50 
2,264,766.82 
2,835,917.35 
4,122,912.53 
4,890,680.28 
6,261,340.90 
6,675,306.88 
6,975,470.40 
7,427,814.39 
7,880,784.17 
8,522,404.47 
9,774,335.33 
10, 225, 024.  22 
9,775,668.39 

i  1, 145 
1,265 
1,368 
1,385 

$32, 566. 68 

30,923.40 
30,407.63 
32.401.03 

$1,741.91 
1,603.75 
1,541.85 
1,549.40 

1,324.70 
1,508.  17 
1,070.  in; 
1,715.43 
1,772.75 
1,898.55 
1,979.98 
2,  L08.38 
2, 206. 95 
2,419.08 
2,774.44 
2,902.36 
2,  774.  si 

Per  cent. 
6.  73 
7.30 
6.94 
7. 33 
9.37 
9.  75 
6.32 
0.07 
0.01 
6.89 
7.72 
5.49 
6.41 
5.20 
5.  66 
5.  45 
5.31 

Per  cent. 
79.47 

1898 

71.03 

1899 

73.  10 

1900... 

65.  21 

1901 

1,687          27,384.78 

1,880            39.203.6S 
2,459           47,374.60 
2,851           46,302.06 
3,  532            44, 100.  66 
3,516           46,209.54 
3, 523          49, 405. 26 
3,523  j        54,291.11 
3, 523           55, 257. 96 
3,523           66,782.47 
3,52.3  '        68,140.50 
3,523           67,595.61 
3,523           69.335.75 

51.03 

1902 

39.  45 

1903 

55. 97 

1904 

61.03 

1905 

60.79 

1906 

59.59 

1907... 

51.90 

1908 

70.  70 

1909 

03.  14 

1910 

69.  66 

1911 

71.93 

1912... 

78.  72 

1913,  to  May  27 

75.41 

1  Excludes  mileage  of  Paris  &  Croat  Northern  R.  R. 


Referring  to  the  difficulties  of  the  Frisco,  the  Interstate  Commerce  Com- 
mission says  : 

"The  difficulties  of  the  Frisco  were  of  a  financial  and  not  of  an  operating 
character,  as,  despite  the  increase  in  the  net  operating  income  from  $2,332,158.52 
for  the  year  ended  June  30,  1897,  to  .$11,677,437.33  for  11  months  of  the  fiscal 
year  1913,  the  surplus  of  income  available  for  dividends  in  1S97  was  $331,065.94, 
'while  on  May  27,  1913,  there  was  a  deficit  of  $1,069,915.60.  Hiid  it  not  been 
for  book  charges  covering  the  loss  on  the  operation  of  south  Texas  lines  for 
11  months  of  the  fiscal  year  1913,  amounting  to  $1,219,293.21.  and  amortized 
discount  of  $943,222.38,  there  would  have  been  a  surplus  of  $1,092,599.99.  or 
an  increase  in  surplus  for  the  1913  period  over  the  year  1897  of  $761,534.05. 
The  operating  income  for  the  11  months  of  1913  was  $9,345,278.81  greater  than 
that  for  the  full  year  of  1897. 

"The  absorption  of  the  increased  net  operating  income  is  accounted  for  by 
charges  of  $3,140,610.94,  covering  the  cost  of  the  lease  of  the  Kansas  City, 
Fort  Scott  &  Memphis  Railway,  the  Kansas  City,  Memphis  &  Birmingham  Rail- 
road, and  the  Kansas  City,  Memphis  Railway  &  Bridge  Co.,  and  by  the  increase 
in  interest  on  funded  debt  from  $1,994,488  for  the  year  ended  June  30,  1897,  to 
$10,684,788.55  as  of  June  30.  1913,  an  increase  of  $8,690,300.55. 
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"The  gross  earnings  per  mile  of  road  operated  Increased  from  $5,157  for 
the  year  ended  June  30,  1897,  to  $8,306  for  the  11  months  ended  May  27,  1913, 
and  the  net  earnings  per  mile  increased  during  the  same  period  from  $2,159 
to  $2,733,  an  increase  of  $574,  while  the  funded  debl    Lnteresl    per  operated 

mile  increased  from  $1,716  for  the  year  ended  June  30,  1S97,  to  $2,253  for  the 
year  ended  June  30,  1913,  an  increase  of  $537. 

"The  ratio  of  operating  expenses  to  gross  revenues  increased  from  ■"s.:,,(t  per 
cent  for  1S97  to  67.17  per  cent  for  1912,  which  ratio  for  the  lust  period  does 
not  indicate  a  relatively  excessive  cost  of  operation. 

"Freight  earnings  per  mile  of  road  increased  from  $3,S57.77  for  the  year 
ended  June  30,  1897,  to  $5,465.31  for  the  year  ended  June  ■"><•.  L912,  while  "dur- 
ing the  same  period  the  revenue  per  ton-mile  decreased  from  $0.01111  to 
$0.00992.  An  increase  in  traffic  and  operating  revenues  had  been  secured,  but 
the  benefits  thereof  had  been  absorbed  by  increased  interest   charges." 

4.   B.   F.   YOAKUM'S   DEFENSE. 

Under  date  of  December  16,  1913  (date  of  Interstate  Commerce  Commis- 
sion's decision.  Jan.  20.  1914),  B.  F.  Yoakum,  chairman  of  the  St.  Louis  &  San 
Francisco  Railroad  Co.,  issued  a  statement  to  the  Frisco  stockholders  in 
which  he  attempts  to  justify  the  profits  made  by  him  in  connection  with  various 
syndicate  transactions,  and  also  defends  the  Frisco's  extension  policy.  lie 
alleges  that  all  of  the  railroad  properties  acquired  by  the  Frisco  had  pi-oven 
advantageous  and  profitable  with  the  possible  exception  of  the  Chicago  >.V. 
Eastern  Illinois  and  New  Orleans,  Texas  &  Mexico  (the  Cult'  Coast  Lines). 
"  Judged  by  results  at  the  present  time,  these  two  properties,"  says  Yoakum, 
"do  not  appear  profitable,  but  considered  from  a  broad  constructive  stand- 
point the  larger  plans  in  view  and  the  probable  future  earnings  of  these  prop- 
erties, I  believe  their  purchase  will  be  fully  justified." 

Referring  to  the  losses  sustained  by  the  Frisco  through  the  purchase  of  the 
Chicago  &  Eastern  Illinois,  B.  F.  Yoakum  says : 

"  The  Frisco  acquired  a  majority  of  the  stock  of  the  Chicago  &  Eastern 
Illinois  Railroad  Co.  in  October,  1902,  and  at  the  time  of  this  acquisition  I  did 
not  own  any  Chicago  &  Illinois  stock,  nor  did  I  make  any  profit,  directly  or 
indirectly. 

"  Chicago  is  the  largest  railroad  and  commercial  center  of  the  West.  At  the 
time  railroads  were  being  consolidated  into  large  systems  and  those  without 
access  to  large  railroad  and  commercial  centers  could  not  develop  their  traffic 
satisfactorily.  It  was  the  judgment  of  the  board,  as  well  as  myself,  that  this 
investment  would  be  advantageous  to  the  Frisco,  and  while  it  has  not  been 
directly  profitable  it  has  been  indirectly  of  immense  advantage  by  reason  of  the 
gross  earnings  from  interchange  business  which  it  probably  would  not  have 
secured  except  through  ownership  of  the  Chicago  &  Eastern  Illinois. 

"  During  the  11  years  since  the  purchase  of  this  property  the  Frisco  has  paid 
out  on  stock  certificates  approximately  $1,700,000  more  than  it  has  received  in 
dividends,  or  an  average  of  about  $150,000  a  year.  The  interchange  of  traffic, 
however,  has  resulted  in  gross  earnings  to  the  Frisco  of  approximately  $3,750,000 
annually. 

"At  the  time  of  the  purchase  of  the  Chicago  &  Eastern  Illinois  it  practically 
controlled  the  coal  traffic  of  Illinois  and  Indiana  to  Chicago  markets.  Since 
that  time  the  Southern  Illinois,  Big  Four,  and  other  railroads  have  extended 
their  lines  into  that  territory  and  have  become  large  carriers  of  coal  tonnage 
into  Chicago  and  other  markets." 

In  his  statement  B.  F.  Yoakum  says  that  after  the  Frisco  bad  secured  an 
entrance  into  Chicago  and  had  acquired  lines  which  gave  it  an  entrance  into 
Memphis,  Tenn.,  the  next  logical  step  for  it  to  take  was  to  acquire  or  con- 
struct lines  from  Mexico  to  New  Orleans  to  cover  the  territory  between  New 
Orleans  and  Brownsville,  Tex.  The  company  caused  the  organization  of  the 
New  Orleans,  Texas  &  Mexico  to  operate  between  New  Orleans,  Houston,  and 
Galveston,  Tex.,  and  the  St.  Louis,  Brownsville  &  Mexico  to  operate  between 
Houston  and  Brownsville,  Tex.  Arrangements  were  made  for  the  interchange 
of  traffic  at  Brownsville  with  the  National  lines  of  Mexico.  Following  the  dis- 
astrous floods  of  1911  and  1912  and  the  revolution  in  Mexico,  the  traffic  of 
the  Brownsville  line  suffered  a  severe  setback.  The  decrease  in  the  earnings 
of  this  line  in  the  judgment  of  B.  F.  Yoakum  can  not  be  attributed  to  the  man- 
agement of  the  properties  by  him  and  his  associates. 
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Included  in  his  statement  of  December  16,  1018,  is  the  following  statement 
which  shows  the  profits  realized  by  B.  F.  Yoakum  : 

Profits  by  If.  F.  Yoakum. 


Date. 

Road. 

Number  of 

syndicate 

subscribers. 

Amount  of 
syndicate 
subscrip- 
tions. 

M>'s;ub-      M\  oro'its. 
scnption.        ■   ' 

My  profit 
less  6  per 
cent  in- 
terest on 

investment. 

1902-1904 

St.  L.  &  Gulf  and  St.  L.,  M.  & 
S.  E 

.50 

99 
i  50 
51 
61 
38 

$2,700,000 

$75,000.01)     $38,187.45 

$29,187.45 

1903  1909 

St   L.,  Brown.  &  Mc\..   . 

::  981   000     300.833.33     227.580.42 
5,300.000  1     50,000.00  i      7,900.00 

2  L48  000       22, 5(H).  (Hi         2.933.34 

3  I'll). oil!)       c.2..-iiH).()(l        11.515.78 
1,250,000     300.CHHi.oo            Xone. 

111.759.49 

1902-1903 
1901-1903 

St.  L.,  S.  F.  &  N.  0 

Okla.  City  &  Western 

3.900.00 
1,020.84 

1902-1904 
1909 

Ark.  Valley  &  Western 

New  Iberia  &  Northern 

5. 283. 94 
None. 

Total 

18.569.000  1  810,833.33     288,116.99 

151,151.72 

1 

Estimated. 


In  addition  to  the  profits  shown  in  the  foregoing  table  B.  F.  Yoakum  says 
that  he  received  $28,000  in  4*  per  cent  bonds  from  the  St.  Louis  &  Gulf  Syndi- 
cate and  $3,500  in  sale  of  the  Gulf  Construction  Co.  to  the  Colorado  Southern, 
New  Orleans  &  Pacific  Railroad  Co. 

Following  the  hearings  held  by  the  Interstate  Commerce  Commission,  the 
Frisco  was  severely  criticized  for  the  policy  pursued  by  it  in  selling  securities 
at  what  was  considered  exorbitant  discounts,  the  total  discounts  amounting  to 
about  $32,000,000. 

In  reply  to  this  criticism,  B.  F.  Yoakum  calls  attention  to  the  fact  that  a  new 
system  doing  the  work  of  extension  and  development  like  the  Frisco  is  not 
always  as  favorably  situated  in  money  markets  as  are  the  larger  and  more 
powerful  systems  with  well-established  traffic  and  serving  a  highly  developed 
and  populous  section. 

Under  the  reorganization  plan  of  1896  the  first  and  second  preferred  stocks 
were  limited  to  4  per  cent,  and  as  under  the  laws  of  Missouri  railroad  stock 
can  not  be  sold  for  less  than  par,  that  plan  practically  prevented  further  sale  of 
preferred  stock.  "This,"  says  B.  F.  Yoakum,  "perhaps,  could  not  be  foreseen 
at  the  time  of  the  reorganization,  and  I  only  refer  to  it  as  one  of  the  difficulties 
encountered  in  financing  the  Frisco  system."  It  had  no  other  means  of  financ- 
ing itself  but  through  bond  issues.  While  the  discount  on  the  bond  issues  aggre- 
gated $32,000,000  no  one  received  any  part  of  these  discounts  and  commissions 
except  the  bankers  and  investors  themselves.  This  discount,  however,  is  not  a 
direct  outlay  of  money  but  is  an  obligation  whose  maturity  is  spread  over  15  to 
.">0  years.  "The  effect  of  it,"  he  says.  "  is  to  raise  the  apparent  average  rate  of 
interest,  say,  5  per  cent  on  par  to  an  actual  rate  from  7  to  11  per  cent." 

B.  F.  Yoakum  further  alleges  that  he  is  one  of  the  largest  stockholders  of  the 
St.  Louis  &  San  Francisco ;  that  he  has  never  lost  faith  in  the  property  and 
that  he  has  confidence  in  its  future  outcome  notwithstanding  its  temporary 
troubles. 

Referring  to  the  criticism  directed  at  him.  he  says  : 

"  *  *  *  Let  me  say  that  criticism  of  me  is  more  or  less  natural,  following 
the  receivership,  and  considering  my  close  connection  with  the  company.  That 
it  has  been  severe  to  the  point  of  injustice  I  have  tried  to  make  clear  to  you 
in  this  communication.  What  profits  I  have  received  from  these  undertakings 
represent  at  most  only  a  liberal  interest  on  investments  as  shown  above.  My 
principal  motive  was  not  that  of  selfish  personal  gain,  but  the  building  of  the 
railroad  system  and  the  growth  of  the  country  in  which  it  lies.  The  con- 
struction of  new  railroads  through  sparsely  settled  western  sections  does  not 
appeal  to  bankers  as  investments  and  therefore  syndicate  financing  in  accord 
with  existing  custom  was  employed.  No  one  will  deny  the  great  changes  that 
have  taken  place  in  public  opinion  during  the  past  10  years.  I  recognize  the 
public  disapproval  of  dealings  between  a  corporation  and  its  officials.  While  I 
believe  it  ought  not  to  apply  to  pioneering  enterprises  which  have  in  the  past 
depended  for  the  success  upon  syndicate  or  individual  financing,  on  the  whole, 
I  am  convinced  that  the  policy  is  right.     It  is  equally  true  that  within  the 
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same  period  many  other  familiar  corporate  acts,  such  as  contributions  to  politi- 
cal campaigns,  rebating,  trade  and  traffic  agreements,  have  come  under  the  ban 
of  public  opinion.  It  is  my  earnesl  wish  to  < perate  in  the  work  of  recon- 
struction with  all  the  resources  of  strength  and  money  within  my  power.  I 
shall  devote  myself  to  this  work.  and.  in  conjunction  with  main  able  men  who 
are  also  giving  their  time  and  energies  to  its  success,  will  do  ail  I  can  to  reha- 
bilitate the  Frisco  System  and  to  so  reorganize  it  that  (he  stockholders  may  be 
fully  protected  and  their  losses  regained.  Nothing  less  than  this  will  satisfy 
me  or  do  justice  to  this  great  property." 

B.  F.  Yoakum's  statement  may  well  be  interpreted  as  a  defense  of  his  policy 
iii  the  management  of  the  Frisco,  one  must  not,  however,  forgel  that  during 
the  period  of  these  transactions  B.  F.  Yoakum  was  a  director  of  the  St.  Louis  & 
San  Francisco  Railroad  Co.,  and  therefore  occupied  a  fiduciary  position. 

."..    THE    PLAN    ol-     REOBGANIZATION. 

The  plan  of  reorganization,  dated  November  1.  1915,  and  declared  operative  on 
April  21,  1916.  is  expected  to  accomplish  the  following  results: 

1.  Reduction  of  fixed  charges  to  within  a  safe  limit. 

2.  Making  adequate  capital  provision  for  present  and  future  requirements. 

3.  Paying  or  adjusting  all  debts,  guaranties,  etc. 

4.  Preserving  the  most  desirable  parts  of  the  system. 

5.  Safeguarding  control. 

As  stated  on  a  preceding  page,  the  reorganization  plan  of  the  Frisco  excludes 
the  Chicago  &  Eastern  Illinois,  and  the  New  Orleans.  Mexico  &  Texas  Railroad, 
and  the  New  Orleans  Terminal  Co. 

The  plan  leaves  undisturbed  the  St.  Louis  &  San  Francisco  Railway  general 
mortgage  5  per  cent  and  6  per  cent  gold  bonds  due  1931.  all  of  the  equipment 
trust  obligations  of  the  Frisco  maturing  after  July  1,  1917,  and  all  of  the  bonds 
of  the  Kansas  City,  Fort  Scott  &  Memphis  Railway  Co.  system. 

The  cash  requirements  are  largely  based  on  a  report  made  by  .1.  W.  Kendrick. 
It  is  estimated  that  the  needs  of  the  company  require  $25,000,000.  This  money 
is  to  be  expended  for  following  purposes  : 

Receivers'   certificates $3,  000,  000 

Equipment  trust  obligations  maturing  after  Jan.  2,  1916,  and  prior 

to  July  2,  1917 3.  232,  636 

$54,000  Pemiscot  Railroad  Co.  first  mortgage  6  per  cent  gold  bonds 54,  000 

$65,000  Kennett  &  Osceola   Railroad  Co.  first  mortgage  6  per  cent 

gold  bonds 65,  000 

$4, .100    Southern    Missouri    &    Arkansas    Railroad    Co.    first    mort- 
gage bonds 4,  500 

July  1.  1914,  Jan.  1,  1915,  and  July  1,  1915,  interest  on  the  refunding 

mortgage  bonds 4, 113,  420 

May  1,  1914,  and  Nov.  1.  1914,  interest  on  the  general  lien  bonds 3.  469,  200 

Interest  at  6  per  cent  per  annum  on  foregoing  interest  installments 
from  date  of  maturity  to  date  of  actual  payment,  calculated  as 

of  Jan.  1,  1916 ._ 541,688 

Cash  payments  in  connection  with  exchange  of  underlying  bonds 310,  650 

Payments  in  connection  with  adjustment  of  secured  debt  judgments 

and  preferred  claims  (estimated) 2,000,000 

Jan.  1.  1916.  interest  on  $68,763,750  prior  lien  mortgage  4  per  cent 
bonds,  series  A,  deliverable  in  partial  exchange  for  refunding 
mortgage  bonds  and  for  general  lien  bonds  pursuant  to  the  plan —  1,  375,275 
Improvements  and  betterments,  additions,  acquisitions,  including 
equipment;  court  costs,  and  other  legal  expenses,  including  com- 
pensation and  disbursements  of  trustees  of  existing  mortgages; 
reorganization  managers'  compensation,  syndicate  commissions,  en- 
graving of  new  securities,  accountant,  and  other  expert  fees  and 
expenses  ;  charges  for  listing  securities  on  various  stock  exchanges ; 
compensation  and  disbursements  of  committees  and  others  repre- 
senting existing  securities,  including  depositaries;  organization, 
franchise,  and  other  taxes,  including  stamps  and  other  organiza- 
tion and  miscellaneous  expenses ;  contingencies,  etc..  balance  to 
new  company  as  additional  working  capital 6,833,631 

Total 25,  000,  000 
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For  the  purpose  of  meeting  the  estimated  cash  requirements  of  the  plan, 
Speyer  &  Co.,  J.  &  W.  Sleigman  &  Co.,  Guaranty  Trust  Co.  of  New  York,  and 
Lee,  Higginson  &  Co.,  have  undertaken  to  form  a  purchase  syndicate,  of  which 
they  will  be  managers.  The  syndicate  is  to  purchase  (a)  $25,000,000  prior 
lien  mortgage  series  B  5  per  cent  bonds;  (b)  $43,180,000  common  stock  for  the 
sum  of  $25,000,000. 

Depositing  stockholders  shall  be  permitted  to  purchase  stocks  and  bonds 
pursuant  to  the  plan  set  forth  in  the  following  table: 


Class  of  stock. 


First  preferred. . 
Second  preferred 
Common 

Total 


Amount 
issued. 


So,  nnii.  ooo 

16,000,000 
29.000,000 


If  paving 

cash. 


- 12,500,000 

i  8,000,000 

2  14,000,000 


50,000,000       25,000.000 


Prior  lien 

series  B 

5  percent. 


3  82.500,000 
■iS,  000, 000 

a  14,500,000 


25,000,000 


Common 
stock  v.i.c.1 


♦  15,000,000 
b  14,400,000 

6  23,780,000 

43,180,000 


1  Subject  to  reduction  of  stock  issue  as  above  stated. 

2  50  per  cent. 

3  50  per  cent;  subject  to  withdrawal  by  syndicate  at  85  per  cent  flat  for  bonds  as  withdrawn.    These 
bonds  will  carry  interest  at  the  rate  of  5  per  cent  per  annum  from  Jan.  1,  1916. 

*  100  per  cent", 
s  90  per  cent, 
s  82  percent. 


The  reorganization  plan  of  the  Frisco  provides  for  the  issue  of  the  following 

new  securities : 

(a)  Prior-lien  mortgage  gold  bonds. 

( b )  Cumulative-adjustment  mortgage  gold  bonds. 

(c)  Income-mortgage  gold  bonds. 

( d )  Seven  per  cent  preferred  stock. 

(e)  Common  stock. 

The  bonds  to  be  issued  under  the  prior-lien  mortgage  will  be  limited  to 
$250,000,000.  These  bonds  are  to  be  issued  or  are  to  be  reserved  for  issue  for 
the  following  purposes : 

In  partial  exchange  for  existing  securities  embraced  in  the  plan 
(series  A,  4  per  cent,  maturing  July  1,  1950,  redeemable  at  par 
and  accrued  interest) $93,398,500 

Sold  to  purchase  syndicate  and  by  it  to  be  offered  for  subscription 
to  stockholders  of  the  railroad  company  on  the  terms  and  con- 
ditions stated  in  the  plan  (series  B,  5  per  cent,  maturing  July  1, 
1950,  redeemable  at  105  and  accrued  interest) 25.  000,  000 

For  the  corporate  purposes  of  the  new  company  (series  P>.  5  per 
cent,  maturing  July  1,  1950,  redeemable  at  105  and  accrued  in- 
terest)         6,  811,  500 

Reserved  to  retire  $5,306,000  equipment  trust  certificates  maturing 
after  July  1,  1917 5,306,000 

Reserved  to  retire  $9,484,000  St.  Louis  &  San  Francisco  Railway  Co. 
general  mortgage  5  per  cent  and  6  per  cent  bonds  due  1931,  un- 
disturbed        9,  4S4,  000 

Reserved  for  issue  for  new  equipment,  improvements,  and  better- 
ments, and  to  meet  the  cost  of  construction  of  new  mileage  or 
of  the  acquisition  of  other  lines  of  railroad  or  stocks  or  beads 
representative  thereof 110,  000.  000 

Total 250, 000,  000 

The  bonds  which  may  be  issued  under  the  cumulative-adjustment  mortgage 
will  be  limited  to  $75,000,000.  These  bonds  may  be  issued  or  will  be  reserved  for 
issue  for  the  following  purposes : 

In  partial  exchange  for  existing  securities  embraced  in  the  plan 
( series  A.  6  per  cent,  carrying  interest  from  July  1,  1915,  matur- 
ing July  1,  1955,  and  redeemable  at  par  and  accrued  interest) $40,  547,  818 

Reserved' for  issue  for  equipment,  improvements,  and  betterments, 
and  new  mileage  constructed  or  acquired 34,  452, 182 


Total 75,  000,  000 
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The  bonds  which  may  be  issued  under  the  income  mortgage  will  be  limited  to 

$75,000,000.     The  income-mortgage  bonds  are  to  be  issued  or  are  to  be  reserved 

for  issue  for  the  following  purposes: 

To  be  issued  in  partial  exchange  for  existing  securities  embraced 
in  the  plan  and  for  adjustment  of  outstanding  indebtedness; 
bonds  not  used  or  required  to  be  reserved  for  thai  purpose  to  be 
available  for  corporate  purposes  of  the  new  company  (series  A.  o 
per  cent  convertible,  ranking  for  Interesl  from  July  1.  L915,  ma- 
turing July  1.  1060,  redeemable  at  par,  and  interest  for  propor- 
tionate part  of  currenl  Lnteresl  period)    $38,661,200 

Reserved  for  issue  for  improvements,  betterments,  and  additions 
and   equipment * 36,338,800 


Total 75,  000.  000 

The  preferred   stock,   carrying   a    preferential    dividend   of   7   per   cent,   such 
dividend  not  being  cumulative,  is  limited  to  an  authorized  issue  of  $200,000,000. 
The  preferred  stock  will  be  issued  and  reserved  as  follows: 
For  adjustment  of  outstanding  indebtedness  (to  be  issued  at  0  per 
cent  stock,  and   to  be  redeemable,   if  allowed   by   law.  at   par 
and    proportionate   dividend    for   current    dividend    period),    any 
stock  not  so  used  lo  be  available  for  the  corporate  purposes  of  the 

new  company $7,  000,  000 

Reserved  for  conversion  of  convertible  income  mortgage  bonds: 
For  conversion  of  $38,661,200  income  mortgage  bonds,  series  A.  ."> 
per  cent,  maturing  July  1.  1960,  presently  to  be  issued  under  the 
plan  (to  be  issued  at  6  per  cent  stock,  and  to  be  redeemable  if 
allowed   by   law.   at   par  and  proportionate  dividend  for  currenl 

dividend  period) 38,661,  200 

For  conversion  of  $36,338,800  income  mortgage  bonds  reserved  under 
the  plan  for  subsequent  issue  if  issued  with  conversion  privileges, 

otherwise  reserved  for  future  issue  for  corporate  purposes 36,338,800 

Reserved  for  future  issue  for  corporate  purposes  not  exceeding IIS,  000,  000 


Total 200,  000.  000 

The  authorized  issue  of  common  stock  is  limited  to  $250,000,000.     The  com- 
mon stock  will  be  applied  as  follows: 

Sold  to  purchase  syndicate  and  by  it  to  be  offered  for  subscrip- 
tion to  stockholders  of  the  railroad  company  on  the  terms  and 

conditions  stated  in  the  plan $47.  700,  000 

For  adjustment  of  outstanding  indebtedness,  any  stock  not  so  used 

to  be  available  for  the  corporate  purposes  of  the  new  company 5,  300,  000 

Reserved  for  future  issue  for  corporate  purposes  not  exceeding 197,000,000 


Total 250,  000.  000 

The  capitalization  of  the  Frisco  as  reported  on  June  30,  1915,  together  with 
the  fixed  charges,  are  reported  in  the  reorganization  plan,  as  follows: 


Capitaliza- 
tion. 


Fixed 

charges. 


Receivers  certificates 

Equipment  trusts  due  prior  to  Julv  2,  1917  ($2,673, SSi  payable  on  or  before 

July  1,  1916,  for  which  cash  provided  so  far  as  not  paid  by  receivers) 

Funded  debt  to  be  refunded 

20-year  5  per  cut  seci  ired  gold  notes 

20-year  6  per  cenl  secured  gold  notes 

New  i  Irleans,  Texas  &  Mexico  Division  first  mortgage  5s  and  -t;.s  gold  bonds 

(foreclosed  under  reorganization  as  independent  property  I 

New  Orleans  Terminal  first  mortgage  4s  gold  bonds  (being  half  of  issue) . 

Chicago  &  Eastern  Illinois  stock  trust  certificate 


83,000,000 

1,626,636 

163,083,500 

2,250,000 

2,600,000 

2s. 128,000 

7,000,000 

26,598,250 


$180,000 

231,300 

7,308,945 

112,500 

156,000 

1,381,  li «» 

'.'Ml.  I II  HI 

1,063.930 


Total  fixed  obligations 

Slock  of  SI.  Louis  &  San  Francisco  R.  R.  Co 

Seen riiies  of  St.  Louis  &  San  Francisco  R.  R.  Co.  undisturl  ed: 

(a)  General  mortgage  5s  and  fs  due  1913 

(ft)  Equipment  trust  certificates,  due  after  July  1,  1917 

(c)  Sundry  rentals,  sinking  fund,  etc '. 

Fixed  obligations  in  connection  with  Kansas  City,  tori  Scott  a.  Memphis 
Ry.  Co.  leasehold  and  auxiliary  companies,  bonds,  rentals,  sinking  fund, 
etc.  (year  1915) '. 


237,286,386 

50,000,000 

9,484,000 

5,306,000 


10.714,07.') 


.Ml.oin 

265, 

579.119 


2,817,121 


Grand  total . 


302,076,386 


ii^m;.:;25 
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The  capitalization  of  new  company  is  reported   in   the  reorganization  plan 

as  follows : 


A.  Fixed  charges: 

New  prior  lien  mortgage  bonds—  „„„  , 

Series  A,  4  percent $93,398,  M 

Series  R,  5  per  cent 25,000  00U 

St.  Louis  &  San  Francisco  Ry.  general  mortgage  5s  and  6s,  due  1931... 

Kciuimnent  trust  certificates  due  after  July  1,  1917 ■ 

Sundry  rentals  and  sinMng  funds  '19151 -  -.- 

Fixed  charges  in  connection  with  Kansas  Citv,  Fort  Scotl  *  Menu  bis 
Rv.  Co.  leasehold  and  auxiliary  companies  bonds,  rentals,  sinking 
fund,  and  miscellaneous 


Total  fixed  charges  of  new  company 


R.  Contingent  charges: 

Cumulative  fi  per  cent  adjustment  mortgage  bonds. 
Noncumulative  6  per  cent  income  mortgage  bonds . 


Capitaliza- 
tion. 


8118.398,500 
9, 1st  000 
5,306,000 


Fixed 

charges. 


1.985.  P40 
511,010 

'."'.-,,OIMI 

.'.79.119 


2.*17.121 
9,158.190 


40,547,818 

:t5. 192.000 


Total  contingent  charges 

Total  fixed  and  contingent  charges  of  new  company 


2,432,869 

2.111.520 


4,543.389 
13,702  579 


\y.      STOCK. 

Seven  percent  preferred  stock '  •'"'  ■  ""' 

Common  stock 4S,480, UUO 


Total  capitalization,  exclusive  of  bonds  of  Kansas  City,  Fori  Scotl 
&  Memphis  Ry.  Co 


264,  108,318 


13,702,579 


The  bonds  of  Kansas  City,  Fort  Scotl  oc  Memphis  Railway  Co.  left  undis- 
turbed aggregate  $54,813,670,  making  a  total  capitalization  for  the  system  as 
pop  plan  of  $319,221,988. 

In  its  decision  of  December  22,  I'.nr.  (1916-F,  Public  Utilities  Report.  An- 
notated, p.  49),  the  .Missouri  Public  Service  Commission  approved  tentatively 
the  reorganization  plan  on  condition  that  the  five-year  voting  trust,  the  stock 
and  bond  bonuses,  and  the  conversion  of  the  6  per  cent  income  bonds  into  7 
per  cent  preferred  stock  during  the  life  of  the  proposed  voting  trust,  be 
eliminated.  The  .Missouri  commission  held  that  under  the  law  of  that  Stale 
a  voting  trust  was  void.  It  also  estimated  that  the  conversion  of  the  income 
bonds  into  preferred  stock  would  result  in  an  increased  annual  charge  againsl 
earnings  of  $385,000,  by  reason  of  the  dividend  on  the  preferred  stock  being 
1  per  cent  higher  than  the  interest  on  the  income  bonds.  The  effect  of  this 
naturally  would  be  to  postpone  the  right  of  the  common  stockholders  to  partici- 
pate in  'dividends  to  the  extent  of  said  increase.  The  commission  held  thai 
the  proposed  conversion  of  the  income  bonds  into  preferred  stock  is  illegal. 

The  proposed  plan  of  reorganization  provided  for  a  bond  bonus  of  $5,781,768 
and  stock  bonuses  of  $2,050,000.  It  was  proposed  to  refund  $69,384,000  •">  per 
cent  general  lien  bonds  by  the  issue  of — 

4  per  cent  general-lien  bonds  of  new  company $17,  340,  000 

6  per  cent  cumulative  adjustment  bonds 111.  658,  568 

.">  per  cent  income  bonds 38,161,200 

Total 75, 165,  768 

Bonuses 5,  781,768 

The  commission  authorized  the  issue  of — 

4  per  cent  general  lien  bonds  of  new  company .$17.  340,000 

6  per  cent  cumulative  adjustment  bonds • 17.346.000 

5  per  cent  income  bonds 34.692.000 

Total 69,  3S4,  (too 

The  proposed  plan  provides  that  the  .$29,000,000  of  common  stock  (all  issued 
except  $14,237.70)  of  the  old  company  shall  be  exchanged  for  common  stock  of 
the  new  company  on  the  basis  of  $85  of  new  stock  for  $100  of  the  old  stock  : 
that  the  $5,000,000  of  the  first  preferred  stock  of  the  old  company  shall  be 
exchanged  for  common  stock  of  the  new  company  on  the  basis  of  $125  of  new 
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stock  for  $100  of  said  preferred  stock,  resulting  in  a  bonus  of  $1,250,000;  and 
that  the  $16,000,000  of  the  second  preferred  stock  of  the  old  company  be  ex 
changed  for  common  stock  of  the  new  company  on  the  basis  of  $105  of  new 
stock  for  $100  of  said  second  preferred  stock,  resulting  in  a  bonus  of  $800,000, 
or  a  total  bonus  of  $2,050,000  to  the  holders  of  first  and  second  preferred  stock 
in  the  old  company. 
The  commission  held  thai  the  fair  value  of  the  property  does  nol  permit  the 

issue  of  either   the  bond  or  stock  bonuses.      It    authorized   the  new    company    to 

issue  $5,< km t.ooo  of  common  stock  in  exchange  for  $5,000,000  of  firsl  preferred 
of  the  old  company;  $16,000,000  of  common  to  be  exchanged  for  $16,000,000 
of  second  preferred,  and  $29,000,000  common  for  a  like  amount  of  common  of 
the  Old  company. 

In  its  issue  of  September  2,  1916  (vol.  103,  p.  845)  the  Commercial  and 
Financial  Chronicle  reports  that  on  August  26,  L916,  the  Missouri  Public  Service 
Commission  authorized  the  St.  Louis-San  Francisco  Railway  to  issue 

(1)  Prior  lien  bonds $0*8,398,500 

(2)  Cumulative  adjustment    bonds 9®,  547.  818 

(3)  Noncumulatiye  income  bonds 85,192,000 

i4t  Six  per  cent  preferred  stock 9,452,026 

(5)  Common  stock 48,481,000 

Total i 252,  071,344 

Total  called  for  in  original  plan 249,618,318 

Increase 2,  47>:\,  026 

The  increase  consists  of  $2,452,026  of  preferred  and  $1,000  of  common  stock. 
The  reorganization  plan  is  alleged  to  accomplish  the  following  reductions  and 
results  : 

(a)  Reduction  in  total  capitalization  (excluding  K.  ('..  Ft.  S.  &  M.  system 
bonds  undisturbed),  $29,678,868,  or  9.82  per  cent. 

(b)  Reduction  in  total  capitalization  (including  K.  ('.,  Ft.  S.  &  M.  system 
bonds  undisturbed),  $29,678,868,  or  8.31  per  cent. 

(c)  Reduction  in  fixed,  charge  obligations  (excluding  K.  <'..  Ft.  S.  &  M.  system 
bonds  undisturbed),  $118,887,886,  or  47.16  per  cent. 

(d)  Reduction  in  fixed  annual  charges  (excluding  K.  ('.,  Ft.  S.  &  M.  system 
bonds  undisturbed),  $5,728,135,  or  47.46  per  cent. 

{O  Reduction  in  total  annual  charges,  fixed  and  contingent  (excluding  K.  ('.. 
Ft.  S.  &  M.  system  bonds  undisturbed),  $1,362,205.92,  or  11.28  per  cent. 

(/)  Reduction  in  fixed  annual  charges  (including  K.  (\.  Ft.  S.  ..v.  M.  system 
bonds  undisturbed),  $5,728,135,  or  38.47  per  cent. 

(//)  Reduction  in  total  annual  charges,  fixed  and  contingent  (including  K.  ('.. 
Ft.  S.  &  M.  system  bonds  undisturbed),  $1,362,205.92,  or  9.15  per  cent. 

The  present  lixed  charge  obligations  secured  upon  the  property  of  the  railroad 
company  system,  excluding  the  K.  C,  Ft.  S.  &  M.  system,  are  at  the  rate  per 
mile  of  first  main  track  of  $63,899.9;!. 

These  bear  fixed  annual  charges  at  the  rate  per  mile  of  first  main  track  of 
$3,059.47. 

As  a  result  of  the  reorganization  the  new  company  will  have  outstanding 
fixed  charge  obligations  secured  upon  the  property  of  the  system,  excluding  the 
K.  C,  Ft.  S.  &  M.  system,  at  the  rate  per  mile  of  first  main  track  owned  by  the 
new  company  of  $33.762. 54. 

These  will  bear  fixed  annual  charges  at  the  rate  per  mile  of  first  main  track 
of  $1,607.43. 

The  present  fixed  charge  obligations  secured  upon  the  property  of  the  rail- 
road company's  system,  including  the  K.  C,  Ft.  S.  &  M.  system,  are  at  the  rate 
per  mile  of  first  main  track  of  $59,535.85. 

These  bear  fixed  annual  charges  at  the  rate  per  mile  of  first  main  track  of 
$2,887.90. 

As  a  result  of  the  reorganization  the  new  company  will  have  outstanding 
fixed  charge  obligations  secured  upon  the  property  of  the  railroad  company's 
system,  including  the  K.  ('..  Ft.  S.  &  M.  system,  at  the  rate  per  mile  of  first 
main  track  owned  or  operated  by  the  new  company,  of  $36,471.92. 

These  will  bear  fixed  annual  charges  at  the  rate  per  mile  of  railroad  of 
$1,776.66. 
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7.    DISCHARGE    OF    RECEIVERS. 

The  St.  Louis  &  San  Francisco  Railway  Co.  took  possession  of  the  property 
formerly  owned  and  operated  by  the  St.  Louis  &  San  Francisco  Railroad  Co.  on 
November  1,  1916. 

The  Commercial  and  Financial  Chronicle  in  its  issue  of  November  18,  1916, 
quotes  President  W.  C.  Nixon  as  saying : 

"  In  the  reorganization  of  1916  annual  fixed  charges  have  been  reduced  from 
$14,886,324  to  approximately  $9,331,630,  a  reduction  of  $5,554,694,  or  37  per 
cent— of  which  approximately  $2,725,330  is  due  to  the  fact  that  the  lines  of 
Chicago  &  Eastern  Illinois  R.  R.  Co.;  New  Orleans.  Texas  iV  Mexico  B.  R.  Co.; 
and  New  Orleans  Terminal  Co.  were  not  taken  over  by  the  St.  Louis  &  San 
Francisco  Ry.  Co. 

"  In  the  three  years  ended  June  30,  1916,  during  the  receivership,  the  physical 
property  taken  over  by  the  present  company  received  the  benefit  of  maintenance 
expenditures  amounting  to  $44,007,704,  or  $10,312,594  more  than  in  the  three 
previous  corresponding  years.  In  addition,  expenditures  for  actual  additions 
and  betterments  of  way  and  structures  and  reductions  in  outstanding  equipment 
trust  obligations  during  the  same  period  have  together  amounted  to  $14,253,823. 
The  properties  are  now  in  excellent  physical  condition. 

"  The  ratio  of  transportation  expenses  to  operating  revenue  decreased  from 
37.24  per  cent  in  1912  to  32.03  par  cent  in  1916.  On  a  gross  operating  revenue  of 
$48,403,000  in  1916  this  reduction  in  transportation  expense  ratio  is  equivalent  to 
an  annual  net  saving  of  $2,521,000,  due  to  improved  operating  efficiency. 

"The  large  increase  in  ratio  of  maintenance  expenses  to  operating  revenue 
means  a  great  improvement  in  the  physical  condition  of  the  property.  Mainte- 
nance expenses  were  undoubtedly  above  normal  during  the  last  three  years. 

"The  considerable  decrease  in  other  net  income  since  the  receivership  is 
chiefly  due  to  the  relinquishment  of  the  Chicago  &  Eastern  Illinois,  which  paid 
some  dividends  to  the  San  Francisco  Co.,  hut  which  proved  unprofitable  to  the 
latter  because  requiring  fixed  charges  in  excess  of  income. 

"The  great  improvement  in  operating  results  above  shown  has  been  in  no 
wise  due  to  increase  in  traffic  rates.  On  the  contrary,  the  average  rate  per  ton- 
mile  decreased  7  per  cent  and  per  passenger-mile  decreased  8  per  cent  between 
1911  and  1!)1(*>.  The  improvement  has  been  effected  chiefly  through  an  increase 
in  trainload,  the  number  of  tons  of  revenue  freight  having  increased  from  220.93 
per  train-mile  in  1911  to  333.95  in  1916,  an  increase  of  Til  per  cent  in  trainload 
during  the  five-year  period.  The  average  number  of  passengers  carried  per 
train-mile  increased  from  4">.73  in  1911  to  52.38  in  1916,  an  improvement  of  14 
per  cent. 

"Financial  status. — The  new  company  is  free  of  floating  debt  oilier  than  cur- 
rent operating  accounts  and  charges,  has  ample  working  capital,  and  should 
have  no  difficulty  in  financing  any  future  additions  and  improvements  necessary 
to  take  care  of  its  business  with  economy  and  efficiency." 

Receivership  of  Tennessee  Central  Railroad  Co. 

On  December  31,  1912,  Judge  Sanford,  in  the  United  States  District  Court 
at  Knoxville,  appointed  former  Supreme  Court  Justice  W.  K.  .McAllister  and 
Vice  President  H.  B.  Chamberlin  receivers  for  Tennessee  Central  Railroad  Co. 
The  receivers  were  appointed  on  petition  filed  by  Mercantile  Trust  Co.,  of 
St.  Louis,  trustee.  The  lull  alleged  that  there  was  due  $1,641,380  for  interest 
on  bonds  accrued  since  January  1,  1909,  that  the  company  owed  $400,000  in  the 
form  of  floating  indebtedness,  and  that  the  earnings  were  inadequate  to  pay 
the  same. 

Tennessee  Central  Railroad  Co.  was  incorporated  April  20,  1901,  in  Ten- 
nessee under  the  name  of  Nashville  &  Clarksville  Railroad.  It  represents  a 
consolidation  of  the  Tennessee  Central  Railway,  Nashville  &  Knoxville  Rail- 
road, Cumberland  Plateau  Railway,  and  Kingston  Bridge  &  Terminal  Co.  The 
present  name  was  adopted  May  1,  1902. 

Receivers  were  appointed  for  the  company  in  1904  because  of  its  inability 
to  pay  construction  costs.  In  regard  to  the  appointment  of  receivers  in  1904 
Judge  John  A.  Pitts  says : 

"  The  company  has  not  been  able  to  meet  its  obligations  promptly  because 
of  the  excess  of  the  cost  of  constructing  the  road  over  the  estimated  cost.     On 
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every  mile  of  road  constructed  by  the  company  it  is  authorized  (<»  issue  $25,000 
of  bom  Is.  However,  the  actual  cost  of  constructing  the  line  between  Nashville 
and  Hopkinsville  lias  been  nearer  $45,000  per  mile  than  $25,000  per  mile  and 
the  belt  line  around  the  city  from  Slaten  Street  to  the  Cumberland  River  has 
cost  $60,000  per  mile." 

All  debts  having  been  paid,  the  receiver  was  dismissed  on  January  12.  1904 
The  payment  of  the  debts  was  made  possible  by  a  reorganization  plan  which 
called  for  the  execution  of  two  mortgages  : 

1.  A  prior  lien  mortgage  limited  to  $12,500  per  mile,  amounting  on  the  308  3 
miles  to  $3,853,758. 

2.  A  general  mortgage  to  retire  existing  first  mortgage  bonds  of  1902,  amount- 
ing to  nearly  $8,000,000. 

The  refunding  of  the  first  mortgage  bonds  of  1902  through  the  issue  of  gen- 
eral mortgage  bonds  of  1904  left  available  the  prior  lien  bonds  to  finance  ex- 
tensions and  improvements. 


Tennessee  Central  on  June  30,  1916,  reported  lines  operated  as  follows: 

Miles. 

Harriman  to  Nashville,  Tenn 165.  gi 

Nashville  to  Hopkinsville,  Ky 87.  16 

Branches  41.  qq 

Total 294.  93 

In  addition,  the  company  owns  74.72  miles  of  sidings.  The  line  is  of  standard 
gauge.  Its  equipment  consists  of  37  locomotives.  29  passenger  cars,  590  freight 
cars,  of  which  it  owns  540,  and  72  service  cars. 

OPTION  OF  ILLINOIS   CENTRAL  AND   SOUTHERN  RAILWAY. 

On  October  20,  1905,  President  Stuyvesant  Fish,  of  the  Illinois  Central. 
reported  that  his  company,  together  with  the  Southern  Railway  Co.,  had  ob- 
tained a  three-year  option  on  the  Tennessee  Central.  The  extent  of  this 
option  is  set  forth  in  a  statement  of  June  29,  1908,  which  reads  in  part  as 
follows : 

"  In  June.  1905,  the  Southern  Railway  and  Illinois  Central  entered  into  a  con- 
tract by  which  they  purchased  the  prior  lien  bonds  of  the  Tennessee  Central 
and  obtained  an  option  of  three  years  upon  the  general-mortgage  bonds  of  the 
Tennessee  Central,  the  bonds  of  the  Nashville  Terminal  Co..  and  practically  all 
the  capital  stock  of  said  companies,  except  that  held  by  counties  and  municipali- 
ties. Pending  said  option  they  have  paid  interest  on  these  securities  in  the 
nature  of  rent  and  have  operated  the  property  under  an  agreement  to  keep  it 
free  from  debt.    The  option  expires  July  1. 

"  When  they  entered  into  these  contracts  the  companies  confidentially  ex- 
pected that  conditions  would  justify  the  exercise  of  the  option;  and  acting  upon 
that  belief  they  have  in  every  way  used  their  best  efforts  to  develop  the  busi- 
ness of  these  properties,  and  to  that  end  have  made  valuable  improvements. 
The  experience  of  the  three  years  drawing  to  a  close  has  not  justified  the 
expenditures.    The  operations  have  been  unremunerative." 

On  July  1,  1908,  the  Tennessee  Central  resumed  possession  of  its  property. 
The  results  from  operation,  as  shown  in  a  following  table,  have  been  inade- 
quate to  pay  the  interest  on  the  bonded  debt. 

It  appears  that  the  Illinois  Central  and  the  Southern  Railway  own  all  of  the 
$4,014,000  of  the  outstanding  prior  lien  bonds,  the  Illinois  Central  owning  one- 
third  and  the  Southern  two-thirds.  In  view  of  this  fact  it  is  presumed  that  ulti- 
mately these  roads  will  acquire  the  property. 

In  the  reorganization  of  the  Tennessee  Central,  a  committee  of  citizens  of 
Nashville  have  been  endeavoring  to  obtain  recognition  in  the  disposition  of  the 
property  for  the  reason  that  the  city  owns  $1,000,000  of  stock  of  the  railway 
company.  The  stock  of  the  railway  company  was  issued  in  exchange  for 
$1,000,000  appropriated  by  the  city  of  Nashville  to  aid  in  the  construction  of 
the  railway  company's  lines. 
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REVENUES    AND  EXPENSES. 


The  following  table  shows  the  revenues  and  expenses  per  mile  of  line  oper- 
ated by  the  Tennessee  Central  from  1909  to  1910.  inclusive: 

Revenues  and  expenses  per  mile  operated. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.) 


Average 

miles 
operated. 

Gross 
revenues. 

Maintenance. 

All  other 
operating 
expenses. 

Net 

Years  ended  June  30— 

Way. 

Equip- 
ment . 

Total. 

operating 
revenues. 

1907     

1908     . 

1909 

311 
294 
294 
294 
294 
294 
294 
295 

$4,232 
4,849 
5, 162 
5, 250 
5,729 

.",    M)7 

$622 

766 

736 

964 

1,156 

1    140 

$507 
507 
531 
695 
590 
772 
646 
779 

$1,129 
1, 273 
1,267 
1,659 
1,746 
1,918 
1,815 
1,823 

SI, '.ISC 

1,988 
2,175 
.',  471 
2,  168 
2,576 
2,469 
2,508 

$1,117 

1910 

1,588 

1911    

1,720 
1,120 

1912      

1913 

1,515 

1914 

1,313 

1915 

5, 038  i        1, 169 

5,488  |         1,044 

75-1 

1916 

1.157 

290  !          S   194 

950              629 

1.579           2.330             1.285 

' 

Years  ended  June  30 — 


1907. 
1908. 
1909. 
1910. 
1911. 
1912. 
1913. 
1914. 
1915. 
1916. 


Other 
revenues. 


Total 

net 

income. 


Taxes        Fixed 
accrued,     charges. 


Taxes 
and  fixed 
charges. 


Surplus 

over 
charges. 


Divi- 
dends 
paid. 


$1, 123 
1.59N 
1,734 
1,128 
1,529 
1,326 
766 
1,176 


$162 
163 
172 
174 
173 
183 
191 
190 


12,206 
2,338 
2,418 

2,422 
2,495 

2,616 

2,731 

2,724 


12,368 
2,501 

2, 590 
2,596 
2.  COS 
2,799 
2,922 
2,914 


1  $1,245 
i  '.in:; 
856 
1  1,468 
1  1,139 
1  1,473 
1  2, 156 
i  1,738 


8-year  average . 


1,298 


176  j        2,494 


2,670 


1  1,372 


»  Deficit. 
Note. — Above  table  is  based  on  average  mileage  directly  operated. 

The  preceding  table  shows  that  the  average  operating  revenues  per  mile  over 
a  period  of  eight  years  have  amounted  to  $5,194  and  operating  expenses  to 
$3,909,  leaving  net  operating  revenues  per  mile  in  the  amount  of  $1,285.  Tin- 
taxes  and  fixed  charges  per  mile  of  road  for  the  same  period  are  reported  at 
$2,670,  whereas  the  net  income  available  to  pay  the  same  amounted  to  $1,298, 
leaving  a  net  deficit  per  mile  of  road  in  the  amount  of  $1,372. 

For  the  year  ending  June  30,  1915,  the  company  failed  to  earn  its  taxes  and 
fixed  charges  by  the  amount  of  $2,156  per  mile,  whereas  in  1916  its  deficit  per 
mile  amounted  to  $1,738.  The  balance  sheet  of  the  company  as  of  June  30, 
1916,  shows  an  accumulated  deficit  of  $4,985,013. 

For  the  year  ending  June  30,  1916,  the  total  gross  earnings  amounted  to 
$1,517,751,  of  which  $389,359,  or  25.65  per  cent,  represents  passenger  revenues, 
$1,042,837,  or  68.70  per  cent,  freight,  and  $85,557,  or  5.65  per  cent,  miscellaneous 
revenues. 

REVENUE. 

Classification  of  freight  tonnage  during  last  four  years  shows  the  following : 


Commodity. 


1913 


1914 


1915 


1916 


Products  of  agriculture 

Products  of  animals 

Products  of  mines 

Products  of  forests 

Manufactures 

Merchandise  and  miscellaneous 


10.8 
2.4 
36.6 
24.4 
17.3 


13.8 
2.4 
34.6 
24.2 
16.1 
8.9 


13.9 
2.8 
43.7 
16.9 
15.0 
7.7 


12.8 
2.7 
45.8 
16.8 
14.3 
7.6 
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Total  revenue  tonnage  for  years  ended  June  30: 

1913 $i,  120,  210 

1914 1,  ion.  392 

1915 1, 010,  976 

1916 1. 145, 013 

(Above  data  from  Moody's  Analyses  of  Investments,  i 

ASSETS    AM)    LIABILITIES. 


On  June  30,  1916,  the  company  reports  assets  .ini\  liabilities,  as  follows: 

Assets : 

Road  and  equipment $19,719,062 

Securities  owned 

Other    investments 25,  329 

.Materials  and  supplies 75,  726 

Cash  on  hand 83,961 

Current    accounts 82,  417 

Other  assets 13,  658 

Unadjusted  debits 20,937 

Profit  and  loss 4,985,013 

Total 25,  006. 103 

Liabilities : 

Capital  stock 8, 000,  000 

Bonded    debt 12,232.900 

Receivers'  certificates 345.  899 

Current  liabilities 3,  907.  94S 

Accrued  liabilities 24.  742 

Other  liabilities 99,  487 

Unadjusted  credits • 24,  659 

Deferred  credit  items 354,  374 

Appropriated  surplus 16,  094 

Total - 25,  006, 103 

The  bonded  debt  outstanding  consists  of  $4,014,000  of  prior  lien  gold  4s  and 
•Ss.i'OO.gOO  general  mortgage  5s.  As  stated  above,  one-third  of  the  prior  lien 
bonds  are  owned  by  the  Illinois  Central  and  two-thirds  by  the  Southern  Railway 
Co.  The  capitalization  per  mile  of  road  is  shown  by  the  table  on  the  following 
page: 

Capitalization  per  mile  of  road. 

[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year  ended  June  30— 

Average 
miles  op- 
erated. 

Stock  out- 
standing and 
per  cent  of 
whole. 

Bonds  out- 
standing and 
per  cent  of 

whole. 

Rental 
capital- 
ized at  5 
per  cent.1 

Total 
capital. 

Owned 
by  com- 
pany as 
per  bal- 
ance 
sheet. 

Net  cap- 
italiza- 
tion. 

Perct. 

Pcrcl. 

1909 

311 
294 
294 
294 
294 
294 
294 
295 

$25,  723 
27,211 
27,211 
27,211 
27,211 
27,211 
27,211 
27,119 

40 
39 
39 
39 
39 
39 
39 
39 

$39,337 
42, 108 
42, 108 
42,108 
42,619 
43,231 
13,557 
42, 640 

60 
61 
61 
61 
61 
61 
61 
61 

S3,  859 
4,369 
4,462 
4,194 
4,29.5 
4,232 
4,232 
4,217 

$68,919 
73,688 
73.7M 
73.513 
74,035 
74,674 
75,000 
73,976 

$68,919 

1910 

73,688 

1911 

73,781 

1912 

73.513 

1913 

74,085 

1914 

71,674 

7.5,000 

1910 

73,976 

8-year  average. 

296 

27,014 

39 

42, 213 

61 

4,222 

73,450 

73,4.50 

1  Represents  rent  paid  for  lease  of  road,  capitalized  at  5  per  cent. 
Note. — Above  table  is  based  on  an  average  mileage,  direct  ly  operated. 
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The  foregoing  tabic-  shows  that  the  outstanding  stock  of  Tennessee  Central 
represents  39  per  cent  and  the  outstanding  bonds  61  per  cent  of  the  total  stock 
and  bonds.  The  ratio  between  the  stock  and  bonds,  irrespective  of  the  traffic 
and  earnings,  would  indicate  that  the  property  is  conservatively  financed.     It 

should  be  remembered,  however,  that  the  table  does  not  show,  nor  have  I  any 
information  which  does  show,  the  funds  obtained  through  the  issne  of  stocks 
and  bonds. 

The  capitalization  of  the  company  contrasted  with  the  earnings  is  excessive. 

REORGANIZATION. 

No  reorganization  plan  of  Tennessee  Central  has  been  submitted  to  the  secu- 
rity holders.  It  is  thought  that  the  properties  will  be  ultimately  acquired  by 
Illinois  Central  and  Southern  Railway  to  protect  their  investment. 

Receivership  of  Texas  &  Pacific  Railway  Co. 

On  October  27.  1010.  Jud.ce  R.  E.  Foster,  in  the  United  States  district  court 
at  Shreveport,  Fa.,  appointed  J.  F.  Lancaster,  the  chief  operating  officer  of  the 
Texas  &  Pacific  Railway  Co..  hereinafter  referred  to  as  "Texas  iV-  Pacific," 
and  Pearl  Wight,  of  New  Orleans,  receivers.  The  appointment  was  made  upon 
an  application  by  B.  F.  Bush,  receiver  of  the  St.  Louis,  Iron  Mountain  & 
Southern  Railway  Co.:  $410,040  of  the  $842,000  judginenl   obtained  by  him  in 

December.    1915,    against    the   Texas   <\-    Pacific    remaining    unpaid.      ( M ly's 

Manual  of  Railroads  and  Corporation  Securities,  1!)17  edition,  p.  922.) 

On  June  30,  1916,  Texas  &  Pacific  operated  1.944.07  miles,  as  follows: 

Main  line :  MileS- 

New  Orleans  to  Shreveport.  Fa 320.08 

Texarkana,  via  Whitesboro,  to  Fort  Worth.  Tex 244.  20 

Texarkana,  via  Marshall,  to  Fort  Worth.  Tex 245.13 

Fort  Worth  to  Sierra  Blanca,  Tex 523. 11 

Reisor  to  Marshall.  Tex 34.  20 

Branches : 

Addis  to  Ferriday,  Fa 110.00 

Cypress  to  Shreveport,  La 80.80 

Texarkana  to  Shreveport,  La 71.25 

Bunkie  to  Eunice,  La 30.09 

Donaldsonville  to  Thibodaux,  La 28.  60 

Bunkie  to  Simmesport.  La 25.45 

Melville  to  Simmesport.  La 22.45 

Donaldsonville  to  Napoleonville.  La 15.  50 

Melville  to  Crowley,  La 57.03 

Other  small   branches 31.36 

Total  owned 1,  851.  92 

Trackage : 

Sierra  Blanca  to  El  Paso.  Tex.,  over  lines  of  Galveston,  Harris- 
burg  &  San  Antonio  Railway 92. 15 

Total  operated 1,  944.  07 

Second  track,  additional  to  above = 44.  91 

Sidings,  additional  to  above 621.  77 

Gauge,  standard. 

The  location  of  the  road  is  shown  by  the  map  attached  to  the  following  page. 

The  line  from  Sierra  Blanca  to  El  Paso  is  used  jointly  with  the  Galveston, 
Harrisburg  &  San  Antonio  Railway,  each  company  paying  as  rental  one-half 
of  the  maintenance  and  taxes  and  6  per  cent  on  $10,000  per  mile.  Southern 
Pacific  Co.  owns  99  per  cent  of  the  outstanding  stock  of  Galveston  line. 

In  its  issue  of  October  27.  1910,  the  Wall  Street  Journal,  referring  to  the 
Texas  &  Pacific,  says : 

"An  important  meeting  of  the  Texas  &  Pacific  directors  was  held  Thursday 
afternoon,  after  which  it  was  announced  that  attorneys  would  draw  up  a  state- 
ment which  would  be  given  out  for  publication  some  time  to-day. 

"  No  official  information  concerning  details  of  the  action  taken  could  be 
secured,  but  it  is  unofficially  stated  that  it  had  to  do  with  the  working  out  of 
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a  solution  of  the  company's  financial  difficulties.     Attorneys  for  I i  the   Mis 

souri   Pacific  and  Gould  interests  attended  the  conference,  and   11   is  leved 

arrived  at  a  compromise  understanding  on  the  application  for  a  receiver  for  the 
company,  made  aboul  a  year  ago  by  Receiver  B.  F.  Bush,  of  the  Missouri  Pa  rifle 
and  opposed  and  defeated  in  the  lower  courts  by  the  Gould  interests 

"This  compromise  is  said  ...  include  wit -awal  of  opposition  to  .1,  apn 

ment  of  receivers  for  the  company,  which  will  now,  of  course  be  a  friendly  pro- 
ceeding, ii  tin  court  sees  tit  to  take  over  the  conduct  of  the  propertv 

"It  is  .Mantel  out  that  a  readjustment  of  the  company's  finances  can  bo 
brought  about  only  through  the  courts,  inasmuch  as  drastic  measures  must  be 
taken  to  reestablish  the  company's  credit  and  provide  for  future  additions  an  1 
betterments.  The  company  lias  not  been  able  to  finance  improvements  for  many 
years  owing  t<»  the  provisions  of  its  Federal  charter,  which  lin  ited  its  issuance 
<>f  bonds.  It  is  the  only  railroad  in  the  United  States  operating  under  a  Federal 
charter. 

"The  financial  interests  of  the  Goulds  in  the  property  is  small,  bul  the  Mis- 
souri Pacific  owns  practically  all  of  the  second  mortgage'income  bonds  and  a  t,i-- 
block  of  stock.  If  was  the  Missouri  Pacific  ownership  which  permitted  the 
Goulds  in  former  years  to  dominate  the  road's  affairs,  and  since  Missouri 
Pacific  passed  out  of  the  control  of  the  Goulds  the  hitter's  manageinenl  of  the 
Texas  &  Pacific  has  existed  only  on  sufferance  of  .Missouri  Pacific  interests. 

"  Back  in  1908.  when  the  Texas  &  Pacific  paid  its  last  dividends  on  the  second 
mortgage  income  bonds,  it  borrowed  money  on  its  notes  with  which  to  pay  the 
dividends.  The  Goulds  hold  some  of  these  notes  and  the  .Missouri  Pacific  the 
balance.  These  notes  are  now  again  due  and  payable  after  several  extensions, 
and  the  pressure  of  taking  care  of  these  will  hasten  action  on  the  general  read- 
justment of  the  company's  finances." 

In  its  issue  of  October  30,  191G,  the  Wall  Street  Journal  says  : 

"United  States  District  Judge  Foster  at  Shreveport,  La.,  Friday,  appointed 
Pearl  T.  Wight  and  J.  L.  Lancaster,  both  of  New  Orleans,  receivers  for  the  Texas 
&  Pacific  Railway,  on  petition  of  the  St.  Louis,  Iron  Mountain  &  Southern. 

"  Receivers  for  the  Texas  &  Pacific  Railway  Co.,  having  been  appointed  by 
the  United  States  District  Court  for  the  Western  District  of  Louisiana.  Kuhii. 
Loeb  &  Co.  and  Blair  &  Co.  announce  that  they  have  been  requested  by  the  holders 
of  a  large  amount  of  the  outstanding  stock  and  income  bonds  of  the  company  to 
prepare  a  plan  of  readjustment  of  its  capital  and  debt,  and  that  such  a  plan  is  in 
course  of  preparation,  and  it  is  expected  will  be  published  at  an  early  date. 

"  The  appointment  of  receivers  of  the  Texas  &  Pacific  Railway  was  the  outcome 
of  action  taken  by  the  directors  at  a  meeting  held  Thursday,  at  which  the  finan- 
cial position  of  the  company  was  carefully  considered. 

"  It  has  been  recognized  for  years  that  the  rigid  financial  structure  of  the 
Texas  &  Pacific  Railway  Co.  has  prevented  it  from  raising  money  to  enable  it  to 
reap  the  benefit  of  the  excellent  location,  large  gross  earnings,  and  limited  fixed 
interest-bearing  debt. 

"The  continued  use  of  its  substantial  net  earnings  for  additions  and  better- 
ments is  injurious  to  the  income  bondholders  and  an  unnecessary  burden  on  the 
stockholders.  It  is  clear  that  with  enough  money  provided  to  meet  public  re- 
quirements and  secure  economical  operation,  an  early  readjustment  will  be  for 
the  good  of  all  classes  of  security  holders. 

"Counsel  advised  that  it  would  not  be  practicable  to  accomplish  such  a  read- 
justment without  judicial  proceedings.  The  subject  became  imminent  at  this 
time  because  some  of  the  suits  on  the  company's  overdue  notes  aggregating  about 
$3,000,000,  which  the  company  is  unable  to  pay,  were  on  the  eve  of  trial.  Further- 
more, proceedings  are  pending  on  behalf  of  income  bondholders  to  enforce  their 
claims. 

"  It  seemed  inadvisable  to  enter  into  a  period  of  expensive  litigation  simply  to 
defer  a  receivership  which  in  all  probability  would  eventually  be  unavoidable, 
inasmuch  as  the  interests  of  the  stockholders  and  creditors  could  better  be  safe- 
guarded by  a  financial  readjustment.  The  board  was  advised  that  a  plan  of 
readjustment  was  under  consideration,  the  details  of  which  would  be  submitted 
to  the  stockholders  at  an  early  date. 

"  Under  these  circumstances,  and  particularly  with  a  view  to  an  early  readjust- 
ment which  would  strengthen  the  financial  position  of  the  company  and  enable  it 
to  obtain  fhe  necessary  funds  to  carry  on  and  complete  the  betterments  and  im- 
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provements  now  under  way  and  in  contemplation,  it  seemed  to  the  interest  of  the 
security  holders  of  all  classes  that  the  hoard  of  directors  should  acquiesce  in  the 
appointment  of  receivers  to  operate  the  property  under  the  supervision  of  court." 

The  Railway  Age  Gazette  in  its  issue  of  November  3,  1910,  says : 

"  Pearl  Wight  and  J.  L.  Lancaster,  first  vice  president,  have  been  appointed 
receivers  of  the  Texas  &  Pacific.  The  receivership  was  on  the  application  of 
B.  F.  Bush,  receiver  of  the  St.  Louis.  Iron  Mountain  &  Southern.  The  following 
statement  was  given  out  at  the  New  York  office  of  the  Texas  &  Pacific: 

'"The  appointment  of  receivers  of  the  Texas  &  Pacific  by  the  United  States 
district  court  at  Shreveport,  La.,  was  the  outcome  of  action  taken  by  the  hoard 
of  directors  at  a  recent  meeting  at  which  the  financial  position  of  the  company 
was  carefully  considered.  It  has  been  recognized  for  years  that  the  rigid  finan- 
cial structure  of  the  Texas  &  Pacific  has  prevented  it  from  raising  money  to 
enable  it  to  reap  the  benefit  of  its  excellent  location,  large  gross  earnings,  ami 
limited  fixed  interest-bearing  debt.  The  continued  use  of  its  substantial  net 
earnings  for  additions  and  betterments  is  injurious  to  the  income  bondholders 
and  an  unnecessary  burden  on  the  stockholders. 

"  '  It  is  clear  that  with  enough  money  provided  to  meet  public  requirements  and 
secure  economical  operation  an  early  readjustment   will  he  for  the  good  of  all 

•  hisses  of  security  holders.  Counsel  advised  that  it  would  not  be  practicable  to 
accomplish  such  a  readjustment  without  judicial  proceedings.  The  subject  he- 
came  imminent  at  this  time  hecause  some  of  the  suits  on  the  company's  overdue 
notes,  aggregating  about  $3,000,000,  which  the  company  is  unable  to  pay.  were  on 
the  eve  of  trial. 

"'Furthermore,  proceedings  are  pending  on  behalf  of  income  bondholders  to 
enforce  their  claims.  It  seemed  inadvisable  to  enter  into  a  period  of  expensive 
litigation  simply  to  defer  a  receivership  which  in  all  probability  would  eventually 
he  unavoidable,  inasmuch  as  the  interests  of  the  stockholders  and  creditors  could 
better  be  safeguarded  by  a  financial  readjustment.  The  hoard  was  advised  that 
a  plan  of  readjustment  was  under  consideration,  the  details  of  which  would  be 
submitted  to  the  stockholders  at  an  early  date." 

"The  reorganization  plan  is  being  prepared  by   Ktthn.  Loeb  «.\:  Co.  and  Blair 

*  Co. 

"A  committee  has  been  formed  to  protect  the  second  mortgage  income  bond- 
holders other  than  the  St.  Louis,  Iron  Mountain  &  Southern,  consisting  of  Mor- 
timer N.  Buckner,  chairman;  Owen  F.  Roberts  and  Edward  Schafer.  with  the 
New  York  Trust  Co.  as  depositary.' 

In  its  issue  of  December  29,  1916,  the  Railway  Age  Gazette,  speaking  of  the 
receivership  of  the  Boston  &  Maine  and  the  Texas  &  Pacific,  says  : 

"These  two  roads  were  the  most  important  receiverships  of  1916,  and  the 
causes  leading  to  their  bankruptcy  are  peculiar  and  are  in  the  nature  of  some- 
thing which  could  not  he  overcome  even  by  hetter  earnings  and  more  prosperous 
general  business  conditions." 

Referring  more  specifically  to  the  Texas  &  Pacific,  the  Railway  Age  Gazette 
continues :  _ 

"  The  Texas  &  Pacific  fell  between  the  Goulds  and  the  Missouri  Pacific.  The 
St.  Louis,  Iron  Mountain  &  Southern,  controlled  by  the  Missouri  Pacific,  had  lent 
money  to  the  Texas  &  Pacific,  as  did  also  various  bankers  and  the  Gould  estate. 
The  St.  Louis.  Iron  Mountain  &  Southern  and  its  parent  company — the  Missouri 
Pacific — being  in  the  hands  of  a  receiver,  pressure  was  brought  to  bear  on  the 
Texas  &  Pacific  for  payment  of  all  short-term  indebtedness.  The  Goulds  appar- 
ently did  not  desire  a  receivership,  but  finally  consented  to  one  so  that  their  own 
interests  might  he  conserved  by  the  courts  along  with  the  interest  of  the  St. 
Louis,  Iron  Mountain  &  Southern." 

President  George  J.  Gould,  in  his  report  for  the  year  ending  June  30,  1916 
(Commercial  and  Financial  Chronicle,  p.  1504,  Oct.  21,  1916),  says: 

"  In  December,  1915,  the  receiver  of  the  Missouri  Pacific-Iron  Mountain  rail- 
ways, alleging  ownership  of  .$23,703,000,  second-mortgage  income  bonds  of  this 
company,  caused  the  Bankers'  Trust  Co.,  as  trustee,  to  bring  suit  in  the  United 
States  district  court  of  Dallas,  for  $23,872,228  for  interest  alleged  to  be  in 
default,  and  asking  foreclosure  and  a  receivership  for  the  Texas  &  Pacific  Rail- 
way (vol.  102,  pp.  2078.  1988).  Our  right  to  a  dismissal  for  want  of  jurisdiction 
having  been  affirmed  by  the  United  States  Supreme  Court,  the  aforesaid  re- 
ceiver instituted  practically  the  same  suit  in  the  United  States  district  court 
at  Monroe.  La.     This  suit  is  now  pending  and  is  being  vigorously  defended,  as 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  2083 

the  company  denies  thai  any  interest   is  due  on  the  second  mortgage  and  no 
right  of  foreclosure  exists,  and  there  is  no  just  cause  for  the  appointment  of  a 

receiver. 

■•The  receiver  mentioned  also  instituted  suit  to  enforce  collection  of  a  series 
of  $842,000  notes  of  this  company  held  by  him  as  receiver;  this  snit  was  Col 
lowed  by  the  suit  of  the  Union  Trusl  Co.  Cor  $823,380  on  notes  of  this  company 
held  by  it.  Subsequently  the  Gould  estate  commenced  suit  to  enforce  the  col- 
lection Of  a  series  of  .$1,741,000  notes  held  hy  it  of  this  company.  All  of  these 
notes  were  past  due  and  unpaid.    The  suits  are  now  pending. 

.Moody,  in  his  Manual  of  Railroads  and  Corporation  Securities  (1017  edition, 
p.  923  ).  reports  that  the  Texas  cV  Pacific  Railway  Co.  was  incorporated  March 
'6.  1871.  under  an  act  of  Congress  and  the  genera]  railroad  laws  of  the  State 
of  Texas.  Moody  further  says  that  the  company  "acquired  the  Southern 
Pacific  Railway  (of  Texas),  the  Southern  Transcontinental  Railway  Co.,  and 
the  .Memphis.  El  Paso  &  Pacific  Railroad  Co.  In  1881  absorbed  the  New  Orleans 
Pacific  Railway,  through  an  exchange  of  stock.  In  1XS4  flloods  and  the  failure 
of  the  cotton  crop  necessitated  default  on  interest  and  a  subsequent  foreclosure 
and  reorganization.  On  December  10.  1885,  the  road  went  into  receiver's  hands, 
and  on  November  8,  1887,  it  was  sold  under  foreclosure  and  subsequently  re- 
organized. The  foreclosure  sale  not  having  been  confirmed,  the  company  retains 
its  original  Federal  charter." 

Subsequent  to  the  foreclosure  sale  the  security  holders  agreed  upon  a  com- 
promise reorganization  plan  which  the  court  approved.  Considering  the  Federal 
charter  as  one  of  the  chief  assets  of  the  company,  the  security  holders  requested 
the  court  to  set  aside  the  foreclosure  sale.  The  request  was  granted.  To-day 
the  Federal  charter  of  the  Texas  &  Pacific  is  considered  as  the  principal  handi- 
cap of  this  system.  Refer*  nee  will  hereafter  be  made  to  the  principal  pro- 
visions of  the  charter  in  so  far  as  I  hey  relate  to  matters  covered  by  this  report. 

Texas  &  Pacific  owns  all  of  the  outstanding  stock  ($100,000)  of  Denison  .V 
Pacific  Suburban  Railway,  operating  7.63  miles  of  road  from  Denison  to  Sher- 
man, Tex.  The  Texas  &  Pacific  also  owns  94  per  cent  of  the  $100,000  of  out- 
standing stock  of  the  Weatherford,  Mineral  Wells  A:  Northwestern  Railway, 
which  company  owns  41.2  miles  of  road  from  Weatherford  to  Garford,  Tex. 
The  $660,000  of  outstanding  bonds  of  the  Weatherford  are  guaranteed,  both 
as  to  principal  and  interest,  by  the  Texas  &  Pacific.  The  earnings  of  the 
Weatherford  have  been  adequate  to  pay  the  interest. 

In  1915  Texas  &  Pacific  purchased  at  foreclosure  sale  the  properties  of  the 
Opelousas,  Gulf  &  Northwestern  Railway  Co.  of  Louisiana.  This  company 
owned  57  miles  of  road,  which  were  constructed  by  the  Texas  &  Pacific.  On 
October  'A0,  1914,  a  receiver  was  appointed  for  the  Opelousas  company.  Of  the 
$2,000,000  outstanding  stock  Texas  ,V  Pacific  owned  $1,400,000  and,  in  addition, 
owned  the  entire  outstanding  bond  issue,  amounting  to  $1,143,000. 

To  improve  the  freight  and  passenger  terminals  in  New  Orleans,  the  Texas  & 
Pacific  Railwaj  Co.  caused  to  he  organized  the  Trans-Mississippi  Terminal  Co. 
All  of  the  terminal  properties  of  the  Texas  &  Pacific  were  leased  to  the  terminal 
company,  the  Texas  &  Pacific  owning  all  of  the  $100,000  outstanding  stock  of 
the  terminal  company.  Subsequently  $50,000  of  the  terminal  company's  stock 
was  sold  to  the  St.  Louis,  Iron  Mountain  &  Southern,  so  that  at  the  present 
time  the  terminal  company  is  controlled  by  the  Texas  &  Pacific  and  Iron  Moun- 
tain. These  two  roads  guarantee  jointly  and  severally  Trans-Mississippi  Termi- 
nal Co.  bonds  in  an  amount  not  exceeding  $7,500,000. 

The  Wall  Street  Journal  calls  attention  to  the  fact  that  this  is  the  only  road 
in  the  United  States  operating  under  a  Federal  charter  and  contends  that  this 
charter  is  hampering  the  growth  and  development  of  the  properties  of  Texas 
Pacific. 

So  far  as  this  report  is  concerned,  the  important  features  of  the  act  of  March 
.'!,  1N71.  incorporating  the  Texas  Pacific  Railway  Co.  are: 

a.  Section  3  provides  that,  unless  authorized  by  further  act  of  Congress, 
the  outstanding  stock  of  the  corporation  shall  not  exceed  $50,000,000. 

I,.  Section  u  provides  that  if  the  company  acquires  the  property  of  another 
corporation,  it  may  assume  the  indebtedness  of  such  other  corporation  in  an 
amount  equal  to  but  not  to  exceed  the  cash  value  of  the  assets  acquired. 

c.  Section  11  provides  that  the  Texas  Pacific  Railway  Co.  may  issue  two 
kinds  of  bonds,  secured  by  first  mortgage,  namely,  1.  construction  bonds:  U. 
land  bonds.  The  payment  of  the  construction  bonds  is  to  he  secured  hy  a  firs! 
mortgage  covering  the  line  of  road  constructed,  whereas  the  land  bonds  are 
to  be  secured  by  a  first  mortgage  covering  the  lands  ceded  to  the  company  by 
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this  act.  Proceeds  from  both  construction  ami  land  bonds  are  to  he  used  to 
build  road  from  Marshall,  Tex.,  to  San  Piego.  Cab.  via  El  Paso,  Tex. 

(1.  Section  14  provides  that  "The  total  face  value  of  the  construction  bonds 
to  be  issued  shall  not  exceed  $30,000  per  mile  of  said  railroad,  and  the  total 
face  value  of  the  land  bonds  shall  not  exceed  $2.50  per  acre  for  all  lands 
mortgaged."  The  total  amount  of  each  kind  of  bonds,  as  well  as  the  rate  of 
interest  and  date  of  redemption,  is  to  be  fixed  by  board  of  directors. 

e.  Section  13  requires  the  company  to  file  with  the  United  States  Depart- 
ment of  Interior  an  annual  financial  statement  showing  the  amount  of  money 
received  and  expended,  the  miles  of  road  built  each  year,  names  and  residence 
of  stockholders,  directors,  and  officers,  amount  of  stock  subscribed,  the  amount 
actually  paid  in.  a  description  of  the  road,  the  freight  and  passenger  revenues, 
operating  expenses,  statement  of  indebtedness,  etc. 

Other  section  of  the  act  relate  to  the  location  of  the  road,  the  grant  of  a 
right  of  way  and  station  grounds  aeross  and  on  public  lands,  the  granting  of 
alternate  sections  of  land  subject  to  conditions  mentioned  in  the  act.  declaring 
the  road  a  military  and  post  road,  and  defining  the  rights  of  the  United  States 
Government. 

It  appears  that  the  Missouri  Pacific  in  1885,  by  insisting  that  the  Texas 
&  Pacific  pay  $1,300,000  of  floating  debt  held  by  it,  caused  the  appointment  of 
a  receiver  for  the  Texas  &  Pacific.  The  reorganization  plan  as  originally 
drawn  up  provided  for  the  payment  in  cash  of  the  $1^300,000  of  indebtedness 
due  the  .Missouri  Pacific.  Later  the  plan  was  modified,  and  the  Missouri  Pacific 
accepted  $6,500,000  of  common  stock  of  the  Texas  &  Pacific  at  20  in  settlement 
of  its  claim. 

The  last  annual  report  of  the  Missouri  Pacific  shows  that  on  June  30.  1016, 

it  ow I    $6,525,000  of  common  stock  of  the  Texas  &    Pacific  and   also  held 

$828,3S0  of  5  per  cent  gold  notes  due  June  1,  1915. 

St.  Louis,  Iron  Mountain  &  Southern,  whose  entire  outstanding  capital  stock 
is  owned  bv  the  Missouri  Pacific  owned  on  June  30,  1916: 

a.  Stock  of  Texas  &  Pacific,  $30,000: 

b.  Second  mortgage  income  bonds  of  Texas  &  Pacific.  $23,703,000. 
C.    Six  per  cent  notes  due  .June  1,  1915,  $842,000. 

On  June  30,  1916.  all  of  the  outstanding  second  mortgage  income  bonds  of 
the  Texas  &  Pacific,  with  the  exception  of  $958,000,  were  owned  by  the  Iron 
Mountain. 

Records  available  show  that  the  Texas  &  Pacific  has  paid  interest  on  the 
income  bonds  as  follows:  1900,  1A  per  cent:  1901,  4  per  cent  ;  L902  to  1907,  both 
inclusive,  .1  per  cent  :  1908,  .'U  per  cent  :  1909  to  1916,  both  inclusive,  none. 

In  1908  the  hoard  of  directors  reported  that  in  view  of  the  uncertainty  of 
railroad  earnings  they  had  decided  to  reduce  the  interest  payment  on  the 
income  bonds  from  5  per  cent  to  3^  per  cent.  On  February  15,  1909,  the  board 
of  directors  concluded  to  omit  the  interest  due  on  March  1  on  the  $24.(560,975 
of  5  per  cent  second  income  bonds,  "  because  there  was  no  surplus  from  operation 
available  therefor." 

The  failure  of  Texas  &  Pacific  to  pay  interest  on  its  income  bonds  proved 
disastrous  fen-  the  Iron  Mountain,  whose  reports  show  interest  received  on 
funded  debt : 

1907-     —       —         $1,484,599.00 

1908 1, 112,  692.  00 

1909 330,  632.  67 

-1910 207,  939.  00 

1911 207,  939.  00 

191o 93.  605.  00 

19I3II 66.  536.  68 

j914 77, 107.  34 

1915  _     97.  975.  67 

X916I 134,  358.  00 

Texas  &  Pacific  has  an  authorized  stock  issue  of  $50,000,000,  of  which  $38.- 
763  810  was  outstanding  on  June  30,  1916.  Of  the  outstanding  stock,  Missouri 
Pacific  owns  $6,525,000,  the  Iron  Mountain  $30,000,  making  a  total  of  $6,555,000. 

According  to  the  Wall  Street  Journal,  the  interest  of  the  Goulds  in  the  Texas  & 
Pacific  is  small,  but  they  were  able  to  control  it  through  the  Missouri  Pacific. 
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<)n  June  30,  1936,  the  bonded  debl  of  Texas  vV  Pacific  amounted  to  $55  628  ooo 

This  debt  consists  of:  ' 

Firsl  consolidated  gold  5s,  dated  Feb.  I,  1888,  due  June  L,  2000  24,989  ooo 

Second  Income  go'd  5s  dated  Feb.  I,  1888,  due  Dec.  L,  2000  24,661,000 
Louisiana  division  branch  lines  firsl  gold  5s  dated  Jan    1    190] 

due  Jan.  1,  193]                     '_  4,970,000 

Equipment  obligations 1  (»>s.  000 

Total___ --  628)  ,,(>0 

Guaranteed  bonds,  total  fact'  value 11,024,000 

^Moody  reports  the  capitalization  of  Texas  &  Pacific  on  June  30,   1916,  per 
mile  of  road,  as  follows : 

Stock sin.  940 

Bonds 29,  W2 

Toral____ 49.102 

Less  securities  owned  by  company 1,552 

Net  capitalization 47,  550 

The  revenues  and  expenses  of  the  Texas  &  Pacific  during  the  past  five  years 
are  reported  as  follows: 

Comparative  income  account,  years  ended  June  SO,   1911   16. 

[Data  from  Moody's  Manual  of  Railroads  and  Corporation  Securities.] 


Item. 

1915-16 

1914-1.5 

1913-14 

1912-13 

1911-12 

819,156,857 

13,815.976 

817.944.637 
13,857,387 

$18,813,282 
14,461,140 

818,078,783 
14,772,781 

816.973,223 

5. 340. ssi 
'  930. 245 

4.0S7.2J0 
861,599 

4,352,142 
757.341 

3,306,002 
693. 441 

3  664  927 

Taxes 

728  070 

Operating  income 

4,410.636 
407,348 

3,22.5.651 
283,873 

3,594,801 
283, 643 

2, 612, 561 
137,910 

2,936,857 

4,817,984 

3.509,524 

3,878,444 

2,750,471 

3  118  076 

Deductions: 

1,561.072 
283,160 
446. 566 
208,226 

7,849 
12,661 

1,575,355 
156, 566 

527, 762 
221,948 

5,331 
25. 736 

1,600,015 
135, 439 
446, 909 
204,909 

1,580 
3,745 

1,637,252 
121.231 
IHi.  430 
283,717 

1,624,049 
119  221 

180, 693 

Other  interest  and  discount  . 
Separately    operated    prop- 

229, 835 

2,519,534 

2, 298, 450 

650,  880 

474,833 
1,172,737 

2,512,698 
996, 826 

287, 774 

457,000 
252, 052 

2,392,597 

1,485,847 
641,569 

466, 500 
377, 778 

2, 158,  a30 
591,841 
815, 892 

536, 291 
(d)  760,342 

2, 153, 798 

964,278 

Maturing  equipment  obligations 

597,518 
751,529 

Surplus  for  year 

(d)  384, 769 

1  Includes  $9,807  uncollectible  railway  revenues. 
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The  revenues  and  expenses  per  mile  of  road  are  reported  as  follows: 
Revenues  and  expenses  per  mile  of  road  operated. 

[Date  from  Moody's  Analyses  of  Investments.) 


Year  ended- 


Dec.  31,  1906 

Dec.  31,  1907 

Dec.  31,  1908 

Dec.  31,  1909 

Dec.  31,  1910 

Dec.  31,  1911 

June  30,  1913 

June  30,  1914 

June  30,  1915 

June  30,  1916 

10-year  average 


Average 

miles 
operated. 


1,848 
1,885 
1,885 
1,885 
1,885 
1,885 
1.885 
1,885 
1,901 
1,944 


1,889 


Gross  reve- 
nues. 


$8,110 
8.978 
7^383 
7,937 
8,687 
8,562 
9, 591 
9, 895 
9,440 
9,849 


Maintenance. 


Way. 


891 
955 
1,031 
1,023 
993 
1.261 
1.175 
1.029 
1.039 


Equip- 
ment. 


3995 
1,209 
1,152 
1.276 
1,580 
1.413 
1,580 
1.579 
1.534 
1,565 


8,843 


1,022 


1.3S8 


Total. 


$1,818 
2.100 
2,107 
2,307 
2,603 
2,406 
2,841 
2.754 
2,563 
2,604 


2,410 


All  other 
operating 
expenses. 


$3,541 
4,134 
3,351 
3,480 
3,907 
4,092 
4,996 
4,799 
4,726 
4,503 


4,153 


Year  ended— 

Net  oper- 
ating 
revenues. 

Total  net 
income. 

Taxes  ac- 
crued. 

Balance 

for 
charges. 

Fixed 
charges. 

Surplus 

over 
charges. 

Dividends 
paid  on 
income 
bonds. 

Dec.  31,  1906 

Dec.  31,  1907 

Dec.  31,  1908 

Dec.  31,  1909. 

$2. 751 
2,743 
1,925 
2.150 
2.177 
2,064 

$2, 768 
2,802 
1,993 
2,181 
2,233 
2.197 

$181 
320 
296 
284 
317 
353 
368 
402 
458 
476 

$2,587 
2.  182 
1,697 
1,897 
1,916 
1,844 
1,459 
1,998 
1,839 
2,475 

$919 
898 
1.077 
990 
1.034 
1,098 
1 . 1  IS 
1.210 
1.314 
1.293 

$1,668 
1.584 
620 
907 
882 
746 
311 
788 
525 
1,182 

$667 
664 
458 

Dec  31,  1910 

Dec.  31,  1911 

June  30,  1913.  . 

1,754 

June  30,  1914. 

2,342 
2,151 
2,742 

2,400 
2,297 
2,951 

June  30.  1915. 

June  30,  1916... 

10-year  average . 

2,280              2.365 

346 

2,019 

1,098 

921 

179 

Note.— Above  table  is  based  on  average  mileage  directly  operated  each  year. 

Receivership  of  Trinity  iV  Brazos  Valley  Railway  Co. 


A.    HISTORY. 

Colorado  ».V  Southern  Railway  Co,  I  which  in  turn  is  controlled  by  Chicago, 
Burlington  &  Quincy  Railroad  Co.  >  and  Chicago,  Rock  [sland  &  Pacific  Rail- 
way Co.,  controlled  through  stock  ownership,  the  Trinity  &  Brazos  Valley  Rail- 
way Co..  on  June  16.  1914,  when  J.  W.  Robins  was  appointed  receiver.  The 
stock  of  the  Trinity  &  Brazos  was  originally  purchased  by  Colorado  &  Southern 
and  pledged  by  it  to  secure  in  part  the  payment  of  its  refunding  and  extension 
mortgage  bonds.  Subject  to  the  mortgage  lien,  the  Rock  Island  interests  pur- 
chase!! one-half  of  the  stock  in  1906. 

The  cost  of  constructing  the  line  of  Trinity  &  Brazos  was  borne  almost  en- 
tirely by  the  Colorado  &  Southern.  (I.  C.  C,  vol.  36.  p.  52.)  Under  an  agree- 
ment of  March  31.  1906,  the  Colorado  &  Southern  and  Rock  Island  were  to 
share  the  profit  and  losses  of  Trinity  &  Brazos  equally.  On  May  1,  1935,  the 
Rock  Island  was  to  pay  to  the  Colorado  &  Southern  one-half  of  the  entire  cost 
of  Trinity  &  Brazos,  receiving  in  return  one-half  of  the  bonds  of  Trinity  & 
Brazos  and  one-half  of  the  other  indebtedness  held  by  Colorado  &  Southern. 

On  June  1,  1914,  Colorado  &  Southern  and  Rock  Island  Co.  entered  into  a 
contract  releasing  each  other  from  any  further  obligations  to  make  further 
payments  to  or  for  account  of  the  Trinity  &  Brazos  Valley.  The  Rock  Island 
agreed  to  pay  to  the  Colorado  &  Southern  one-half  of  the  interest  at  the  rati' 
of  4*  per  cent  per  annum  on  the  total  cost  of  the  Brazos  line  to  May  1,  193H. 
To  June  30,  1914,  the  total  cost  of  the  line  was  about  .$11,000,000. 
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Under  the  various  agreements  up  to  June  30,  L914,  the  Rock  Island  had 
advanced  $3,729,863.87.  The  accrued  interest  aggregates  $774,918.20,  making  a 
total  of  $4,504,782.07. 

Trinity  &  Brazos  Valley  lines  were  to  form  the  Gulf  of  .Mexico  outlet  for  the 
Colorado  &  Southern  and  later  for  the  Rock  Island  as  well.  All  of  the  lines 
are  located  in  Texas. 

B.    MILEAGE. 

On  .June  30,  1913,  Trinity  &  Brazos  Valley  owned  and  operated  the  following 
mileage : 

Owned  lines  :  Miles. 

Cleburne  to  Houston,  Tex 236 

Teague  to  Waxahachie,  Tex 67 

Total  owned 303 

Trackage  rights : 

Cleburne  to  Fort  Worth,  Tex : 28 

Fort  Worth  to  Waxahachie  via   Dallas 67 

Houston  to  Galveston,  Tex 64 

Total  trackage 159 

Total  owned  plus  trackage  rights 462 

In  1914  Receiver  J.  W.  Robins  petitioned  the  court  to  cancel  the  following 
trackage  contracts  witli  five  roads,  on  the  ground  that  they  were  unprofitable: 

( a  )  Missouri,  Kansas  &  Texas,  between  Dallas  and  Waxahachie — annual 
rental.  $24,000. 

(  b )  Chicago,  Rock  Island  &  Gulf,  between  Fort  Worth  and  Dallas — annual 
rental,  $60,000. 

(c)  Gulf,  Colorado  &  Santa  Fe,  Fort  Worth  to  Cleburne  and  Houston  to 
Galveston — annual  rental,  $48,000. 

(d)  Galveston  Terminal,  Houston  to  Galveston — annual  rental,  $72,000. 

(e)  Dallas  Terminal  and  Dallas  Union  Depot,  track  rights  in  city  of  Dallas — 
annual  rental,  $6,823. 

Apparently  all  of  the  trackage  contracts  were  canceled,  for  on  June  30,  1916, 
the  company  operated  under  trackage  rights  but  12. -19  miles. 

C.    APPOINTMENT    OF    KECEIVEP,. 

On  January  1,  1914,  Trinity  &  Brazos  Valley  failed  to  pay  its  interest  on  tin1 
first-mortgage  bonds.  Old  Colony  Trust  Co.  of  Boston,  trustee  under  the  first 
mortgage,  tiled  its  petition  for  the  appointment  of  a  receiver.  The  petition  was 
granted  en  June  10.  1914,  and  .1.  W.  Robins,  president,  was  appointed  receiver. 

A.  D.  Parker,  vice  presidenl  of  Colorado  &  Southern,  in  his  annual  report  for 
the  year  ended  June  30,  1014,  referring  to  the  Trinity  &  Brazos,  says  in  part: 

"In  1907  it  had  been  anticipated  that  within  a  reasonable  time  the  revenues 
of  the  company  would  be  sufficient  to  meet  the  operating  expenses  and  fixed 
charges.  Ar  that  time  agreements  had  been  made  for  interchange  of  traffic  with 
lines  other  than,  and  in  addition  to,  the  owning  companies,  which  would  have 
provided  the  Trinity  &  Brazos  Valley  Railway  Co.  with  an  increasing  business, 
but  later  the  traffic  of  these  other  lines  was  diverted,  and  this  fact,  together 
with  the  general  depression  in  business  and  increases  in  operating  expenses, 
due  to  increased  wage  schedules,  increased  cost  of  materials,  and  increases  in 
taxes,  rendered  it  impossible  for  the  Trinity  &  Brazos  Valley   Railway  Co.  to 

meet    its   charges   and    the    receivership    proceedings    followed."       (Cot rcial 

financial   Chronicle,  vol.   00.  p.   1.124.  t 

Quoting  from  the  Houston  Post,  the  Commercial  and  Financial  Chronicle  in 
its  issue  of  April  27,  19(17  (vol.  84,  p.  097),  says: 

"This  company  has  shortened  the  distance  13  miles  between  Houston  and 
Fort  Worth,  and  has  caused  the  fare  OH  the  other  roads  to  be  correspondingly 
reduced." 

Other  than  to  give  the  Colorado  &  Southern  and  the  Rock  Island  access  to 
the  Gulf  of  Mexico,  it  is  doubtful  whether  there  was  a   real  need  for  the  con- 
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struction  of  Trinity  &  Brazos  lines.     It  operates  in   a   competitive  territory. 
Its   revenues   during  the  past   few  years   give   little   hope   for   success  of  the 

0.    ASSETS   AND  LIABILITIES. 


On  June  30,  1910,  the  company  reported: 
Assets  : 

Cost  of  road  and  equipment $11,792,807 

Securities    owned : 63 

("ash  and  current  assets 156,456 

Deferred  debit  items 227,  798 

Profit    and    loss 10,377,880 

Total t~  22,  555,  010 

Liabilities : 

Capital   stock 304,  00  ' 

Ponded  debt S,  760,  000 

Other  obligations 8,  140, 156 

Interest,  taxes,  and  current  liabilities 5,350,854 

Total 22,  555,  Old 

The  issue  of  the  stock  and  bonds  outstanding  has  been   authorized  by   the 
Texas  Railroad  Commission. 

*    The  bonded   debt    consists  of  but   one  issue,   dated   .Inly    1,   1905,   dm-   July   1, 
1935.     other  obligations  and  debt  includes: 

Equipment  trust  certificates $50,  000 

Pullman  Co.  5  per  cent  lease  warrants 99,  654 

Certificate  of  indebtedness,  6  per  cent 7,9X0,741 

Certificate  of  indebtedness,  4J  per  cent 597,013 

Under  its  mortgage  the  company  can  not  issue  bonds  in  excess  of  $30,000  per 
mile. 

E.    REVENUES   AM)   EXPENSES. 

Reports  published  by  Moody  in  his  Analyses  of  Investments  show  the  revenues 
and  expenses,  as  follows: 


Item. 

1916 

1915 

1914 

1913 

1912 

S912, 801 
1,043,455 

1980,033 

989, 107 

S2. 302. 679 
2,386,502 

32, 835, 818 
2.651.120 

S2. 572, 264 

2.350.149 

i  130. 654 

75. 175 

i  9.074 
86, 121 

'83.823 

4,231 

184, 69S 
561 

222,115 

428 

'  55.479 
1,197.441 

77.047 
1.187.113 

i  19, 592 
1,417.525 

185, 259 
1,413,646 

222, 543 

1.385,342 

Deficit 

'  1.252.920 

1  1,110.066 

•  1.497,117 

•  1.228,387 

'  1,162,799 

i  Deficit. 

The  decrease  in  revenues  in  1915  followed  the  appointment  of  the  receiver, 
the  cancellation  of  trackage  contracts,  and  the  difficulties  of  the  Rock  Island. 

The  reorganization  plan  of  the  Rock  Island  did  not  cover  the  Trinity  &  Brazos 
Valley  Railway  Co. 

The  properties  of  the  Trinity  &  Brazos  Valley  are  still  in  the  possession  of 
the  receiver. 

Receivership  of  Toledo,   St.   Louis  &  Western   Railroad  Co.    (Clover  Leaf 

Route). 

In  its  editorial  of  August  30,  1907,  the  Railway  Age  Gazette  (vol.  43.  p.  22), 
referring  to  the  sale  of  Chicago  &  Alton,  says  in  part : 

"  Even  while  Wall  Street  is  in  the  depths  there  comes  news  of  a  new  railroad 
merger.  The  Toledo,  St.  Louis  &  Western,  a  small  road  with  one  single  line 
connecting  Detroit  and  Toledo  on  the  east  with  St.  Louis  on  the  west,  adds 
to  its  450  miles  of  line  and  $4,200,000  of  gross  earnings  the  970  miles  and 
$11,600,000  gross  earnings  of  the  Chicago  &  Alton,  a  far  stronger  and  better 
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?"  !  L  \r"}"\  y-  \h]-  l;,v  ,Mrn  broUKh1  abou<  ,l,r,,u-11  i,s  acquisition  of 
$20,800,000  of  the  total  oi  aboul  $40,000,000  capital  stock  of  the  Chicago  &  Uton 
Tins  controlling  block  of  Alton  stock  was  sold  by  the  Rock  Island  Co  and 
interests  identified  with  it.  The  Rock  [sland  made  its  Investment  in  Chicago  & 
Alton  in  1903,  after  the  Union  Pacific  bad  acquired  over  $10,000,000  Chicago 
&  Alton  preferred.  The  Hock  Island's  object  was  to  prevenl  the  road  from 
falling  under  entire  control  of  the  Union  Pacific.  In  this  the  Rock  [sland 
interests  were  successful,  for  they  secured  more  than  enough  stock  to  give  I  hem 
actual  control  of  the  property.  Despite  this  Cad  an  agreement  was  made  with 
the  Union  Pacific  by  which  the  Alton  was  to  be  held  under  a  system  of  alternat- 
ing control,  the  Union  Pacific  managing  the  property  one  year  and  the  Hock 
Island  the  next.  This  agreement,  however,  was  abrogated  last  June.  The  Rock 
Island  Co.  controls  the  Chicago  &  Eastern  Illinois,  which  parallels  the  Alton 
between    Chicago   and    St.    Louis.    Kansas  City   &   Colorado,    which    parallels   the 

Alton  between  St.  Louis  and  Kansas  City.  The  Rock  Island's  control  of  the 
Alton,  therefore,  drew  unfavorable  criticism  from  the  Interstate  Commerce 
Commission.  The  Rock  Island  interests  realized  that  they  would  not  he  allowed 
by  the  United  States  Government  to  keep  possession  of  the  Chicago  &  Alton, 
and  therefore  were  glad  to  sell  the  property  to  the  Toledo,  St.  Louis  vV  Western 
at  a  loss  said  to  be  about  $4,500,000  on  the  original  investment. 

"The  Chicago  >S:  Alton  stock  purchase,!  by  the  Toledo.  St.  Louis  &  Western  is 
to  be  paid  for  by  that  company  by  issuing  its  collateral  trust  bonds  secured  by 
the  Alton  stock.  Four  per  cent  bonds  are  to  be  issued  againsl  the  preferred 
stock  at  par  and  2  per  cent  bonds  against  the  common  stock-  at  35.  The  rate  on 
these  latter  bonds  is  to  be  raised  to  4  per  cent  at  the  end  of  five  years.  Figur- 
ing the  preferred  stock  at  par  and  the  common  stock  at  •">•">.  the  par  value  of 
these  collateral  securities  which  the  Toledo.  St.  Louis  &  Western  is  to  issue 
will  be  $11,227,000,  of  which  $5,380,000,  issued  against  the  preferred  stock,  will 
be  paying  4  per  cent,  and  $4,847,000,  issued  against  the  common  stock,  will 
be  paying  2  per  cent. 

"One  obvious  advantage  to  both  roads  is  that  by  building  7  miles  of  line 
from  Panama.  111.,  on  the  Toledo,  St.  Louis  &  Western,  50  miles  northeast  of 
St.  Louis,  west  to  Litchfield,  the  eastern  terminal  of  the  Chicago  &  Alton  branch, 
the  consolidated  system  will  have  a  short  through  line  from  Kansas  City  east 
to  Toledo  and  Detroit." 

In  its  issue  of  October  30,  1914,  the  Railway  Aire  Gazette  (vol.  57,  p.  819), 
referring  to  the  receivership  of  Toledo,  St.  Louis  &  Western,  quotes  from  the 
Wall  Street  Journal,  in  part,  as  follows: 

"  Not  long  after  the  Rock  Island  people  tired  of  holding,  and  in  1907,  D.  CT. 
Reid.  With  characteristic  facilities,  sold  the  Alton  to  the  Clover  Leaf,  then 
under  control  of  Edwin  Hawley  and  his  associates.  In  this  transaction  the 
Clover  Leaf  acquired  $14,420,000  of  Alton  common  and  $6,480,000  Alton  pre- 
ferred, giving  in  exchange  $6,480,000  series  'A'  4  per  cent  and  $5,047,000  series 
•  P>  '  bonds  to  bear  2  per  cent  interest  to  July  31,  1912,  and  4  per  cent  thereafter. 

"  In  the  year  of  this  sale  Alton  paid  4  per  cent  on  its  preferred  stock  and  4 
per  cent  on  the  prior  lien  participating  preferred  stock.  In  the  following  year 
an  initial  dividend  of  1  per  cent  was  paid  on  the  common  4  per  cent  on  the 
preferred  5  per  cent.     Subsequently  dividends  were  paid  as  follows: 


Year. 

Common. 

Pre- 
ferred. 

Prior 
lien. 

Year. 

Common. 

Pre- 
ferred. 

Prior 
lien. 

1909  

Per  cent. 
4 
2 
0 
0 

Per  cent. 
4 
4 
2 
0 

Per  cent. 
8 
4 
4 
2 

1913 

Per  cent. 
0 
0 
0 

0 

Per  cent. 
0 
0 
0 
0 

Per  cent. 
0 

1910 

1914 

0 

1911  .. 

191.5 

0 

1912. . . 

1916 

0 

"Inability  of  the  Alton  to  maintain  its  dividends  obligated  the  Clover  Leaf 
in  1911  to  pass  the  4  per  cent  dividend  on  its  preferred  stock,  which  had  been 
paid  regularly  from  1907  to  October.  1911.  Since  then  no  dividend  has  been 
paid  on  the  Clover  Leaf  preferred.  The  burden  of  carrying  the  Alton  bag  was 
too  onerous.  Clover  Leaf  paid  par  for  the  $6,480,000  Alton  preferred  stock,  and 
$35  per  share  for  the  $14,420,000  par  value  of  common  stock,  paying  in  bonds. 

"  The  article  in  the  Wall  Street  Journal  continues  that  Alton  preferred  was 
quoted  at  12  when  the  market  closed  last  July  (1914),  the  common  at  9.     The 
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investment  in  preferred,  which  cost  $6,480,000.  is  now  worth  only  $777,000  at 
market  price,  and  the  common,  which  cost  $5,047,000,  would  be  worth  $1,297  on 
the  same  basis. 

"  It  is  not  believed  that  the  Clover  Leaf  interests  would  be  at  all  loath  to 
part  with  the  Alton  investment." 

During  1916  Alton  preferred  sold  for  from  18  to  33,  Alton  common  from  8 
to  24£. 

To  summarize  the  foregoing  transaction,  Toledo,  St.  Louis  &  Western  issued 
$11,527,000  of  5-year  collateral  trust  bonds,  due  August  1,  1917,  to  acquire 
$20,900,000  of  Chicago  &  Alton  stock. 

Chicago  &  Alton  4  per  cent  preferred,  at  par $6,480,000 

Chicago  &  Alton  common,  at  35  per  share 14,420,000 


Total   par   value 20.900,000 

Total   cost 11.  527,  000 


Issued   in   pavment   for   stock,    series    "A"    4   per   cent   bonds,    due 
Aug.  1,  1917 6,480,000 

Series  "  B  "  bonds  (2  per  cent  interest  to  1912.  4  per  cent  to  1917)  ..     ■>.  047.  ooo 


Total 11.  527,000 

The  payment  of  these  bonds  is  secured  by  I  be  preferred  and  common  stock 
of  Chicago  &  Alton,  purchased  from  Rock  Island. 

At  the  time  this  transaction  was  consummated  it  was  evident  that  the  ability 
of  the  Clover  Leaf  to  pay  the  interest  on  the  $11,527,000  collateral  trust  bonds 
was  dependent  upon  the  continuance  of  the  Alton  to  pay  dividend  on  its  stock. 
Almost  as  soon  as  the  Alton  dividends  ceased  Toledo.  St.  Louis  &  Western 
was  confronted  with  financial  difficulties.  lis  first  step  was  to  pass  payment 
of  dividend  on  its  4  per  cent  preferred  stock;  its  second  to  refuse  to  pas- 
interest  on  the  collateral  trust  bonds.  Following  this  default  and  at  the  re- 
quest of  H.  C  Creith,  a  creditor  holding  a  claim  of  $10,711,  Judge  Killets,  of 
the  United  States  district  court,  of  Columbus,  Ohio,  appointed  Presidenl  W.  L. 
Ross,  receiver. 

On  June  30,  1916,  Toledo,  St.  Louis  &  Western  owned  the  following  securities: 

rar  value. 

Chicago  &  Alton  preferred  stock $6,480,000 

Chicago  &  Alton  common  stock L4, 420, 000 

Detroit  &  Toledo  Shore  Line  R.  R.  Co.  stock 714.(100 

Detroit  &  Toledo  Shore  Line  R.  R.  Co.'s  first  4s 410.000 

Toledo  Terminal   R.  R.  Co.'s  common  stock :'.S7.  200 

Toledo  Terminal  R.  It.  Co.'s  first-mortgage  bonds 24,000 

Toledo  Terminal  It.  R.  Co.'s  certificates  of  indebtedness 120,752 

First  Infantry  Army  Association  stock j. 500 

City's  Telephone  Co.,  Decatur,  Ind 150 

Membership  of  Merchants'  Exchange 150 

Total   par   value 2ii.o02.S0ii 

Total   book   value 12,740.203 

The  stock  of  the  Alton  company  is  still  being  carried  on  the  books  of  the 
company  at  its  approximate  original  cost.  As  indicated  above,  the  ability  of 
the  Toledo  company  to  pay  its  fixed  charges  depends  largely  upon  the  dividends 
received  on  its  Alton  stock.  The  dividends  thus  received  are  in  the  annual 
reports,  published  by  Moody,  included  under  the  item  of  "  Other  income." 
The  variations  in  "other  income"  of  Toledo,  St.  Louis  &  Western  is  shown  by 
the  following  statement : 


Amount. 

1913 $96,  482 

1914 373,  640 

1915 145,  686 

1916 117, 152 


Amount. 

1908 $418,  943 

1909 883.  614 

1910 633,  220 

1911 214, 131 

1912 151,  768 

Toledo,  St.  Louis  &  Western  and  Grand  Trunk  Western  Railway  each  own 
50  per  cent  of  the  $1,500,000  outstanding  stock  of  Detroit  &  Toledo  Shore  Line 
Railroad.  In  addition,  the  Toledo  company  owns  $416,000  of  its  first-mortgage 
bonds.    The  payment  of  the  bonds,  both  as  to  principal  and  interest,  is  guaran- 
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teed  by  the  Toledo  company  and  the  Grand  Trunk  Wester^  r  p  ■  -n,  .  s' ■  <>•  • 
Line  road  forms  a  connecting  link  between  tbe  Grand  Trunk  Western  and  the 
Toledo  company.  The  entire  outstanding  stock  of  the  Grand  Trunk  Western  is 
owned  by  the  Grand  Trunk  Railway  of  Canada,  which  guarantees  the  payment 
of  the  interest  on  the  bonds  of  the  Grand  Trunk  Western.  The  I  >etroi1  &  Toledo 
Shore  Line  Railroad  lias  paid  dividends  as  follows: 


1908 

1909. 

1910 

1911  _ 
1912. 


.per  cent. 

do__ 

do__ 

do__ 

do__ 


Amount. 
4 
4 
6 
8 
16 


Amount. 


1913. 
,1914- 
1915  _ 
1916- 


.per  cent__ 

do 

do 

do 


14 

8 
8 


Iu  addition,  this  company  in  1913  declared  a  special  dividend  payable  in  bonds 
amounting  to  $630,000.  The  Toledo  company's  share  was  $315,000;  valuing  the 
bonds  at  85  gives  a  book  value  of  $267,750.  This  payment  of  a  special  dividend 
of  the  Toledo  and  Shore  Line  accounts  in  large  part  Cor  the  $373,640  of  the  in- 
come of  the  Toledo  company  in  1914. 

The  Toledo  company  also  owns  one-ninth  interest  in  the  Toledo  Terminal  Rail- 
road Co.  This  company  owns  a  system  of  belt  lines  in  and  about  Toledo.  I'p  to 
1916  its  earnings  have  not  been  adequate  to  pay  bond  interest  and  other  fixed 
charges. 

The  following  table  shows  the  average  miles  operated  by  the  Toledo  company 
and  its  revenues  and  expenses  per  mile  operated  : 

Toledo,  St.  Louis  &  Western  Railroad  Co. 
[Data  from  Moody's  Analyses  of  Railroad  Investments.] 


Year  ended  June  30— 


Average 

miles 
operated. 


Gross 
earnings 
per  mile. 


Operating  expenses 
per  mile. 


Main- 
tenance. 


All 
others. 


Net  op- 
erating 
revenues 
per  mile. 


Other    !      Net 
income       income 
per  mile,    per  mile. 


1903 
1904 
1905 
1906 
1907 
1908 
1909 
1910 
1911 
1912 
1913 
1914 
1915 
1916 


451 
451 
451 
451 
451 
451 
451 
451 
451 
451 
451 
451 
451 
450 


$6, 903 
7,414 
8,393 
9,324 
9,273 
8,472 
7,602 
8,365 
8,375 
8,578 
9,612 
10, 173 
10, 302 
12,534 


$1,992 
1,997 
2,192 
2,475 
2,314 
2, 106 
1,668 
2,086 
2,273 
2,316 
2, 457 
2, 356 
3, 151 
3,288 


$3,015 
3,385 
4,129 
4,212 
3,902 
3,603 
2,939 
3,204 
3,505 
3,604 
3,973 
4,602 
4,620 
4, 765 


$1, 806 
2, 032 
2,072 
2,637 
3,057 
2, 763 
2,995 
3,075 
2,597 
2,658 
3,182 
3,215 
2,531 
4,481 


11 

52 

58 

75 

929 

1,960 

1,404 

432 

275 

147 

"828 

324 

260 


$1,910 
2,043 
2,124 
2,695 
3,132 
3,692 
4,955 
4,479 
3,029 
2,933 
3,329 
4,043 
2,855 
4,741 


Year  ended  June  30— 


Balance 
Permile-    changes. 


Taxes 


1903 '  (2)  $1,910 

1904 (2)  2,043 

1905 (2)  2,124 

1906 (2)  2,695 

1907 $296  2,836 

1908 308  3,384 

1909 330  4,625 

1910 364  4,115 

1911 379  2,650 

1912 398  2,535 

1913 398  2,931 

I'll  1 454  3,589 

1915 556  2,299 

1916 462  4,279 


£      Margin 

pCehrm"le.    ofsafet>'- 


3  81, 

3h 
3h 
3L 
1, 
2, 
2, 
2, 
2, 
2 
2, 
3, 
3, 
3, 


535 

545 
594 
607 
too 
302 
544 
453 
189 
661 
789 
282 
ITS 
560 


Per  cent. 
20 
24 
25 
40 
50 
32 
45 
40 
6 


Surplus 

over 
charges. 


$381 

498 

530 

l.oss 

1,430 

1,082 

2,081 

1,002 

101 

<126 

142 

307 

1.179 

719 


Divi- 
dends 
per  mile. 


8443 
883 
883 
883 
ss:; 
142 


1  Other  income  in  1914  included  dividends  (in  bonds)  on  Detroit  &  Toledo  Shore  Line  R.  R.  stock,  $324," 
870,  as  well  as  interest  on  securities  held. 

2  Included  under  fixed  charges. 

3  Included  taxes. 
<  Deficit. 
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As  reported  in  .Moody's  Analyses  of  Railroad  Investments  Toledo,  St.  Louis  & 
Western  Railroad  is  capitalized  per  mile  of  road  as  follows: 


Years  ended  June  30— 

Stock. 

Bonds. 

Stock 

and 
bonds. 

Slock 
and 

bonds 
owned  by 
company. 

Net 

capitali- 
zation. 

1903 

$44,341 
14,341 
{4,341 
44,341 
44,341 
14,341 
44.2:50 
44,346 
14, 342 
44,342 
44,342 
44,346 
44,346 
44,444 

134,922 
35,  176 
36,030 
36,554 

63,(  31 
62,810 
62,587 
62, 1 16 
62,144 
62,144 
65,17^ 
64,  586 

179,233 
79.817 
80,371 

Ml.  ST. 

80,895 
i  107,374 
107,040 
106,933 
106,  188 
106,  186 
in-..  186 
109,523 
108,932 
108,644 

1698 
2,138 

992 

l,  id:: 
1,111 

27,363 
27,339 
27,575 
28,  W0 
28,  158 
28,  158 
28,909 
29, 104 
29,105 

$78, 565 

ly04 

77,679 

1905 

79, 379 

L906 

79, 792 

1907 

79,781 

1938 

1909 

1910 

1911 

80,011 

79,701 
70,358 
78,028 

1912 

1913 

1914 

1915 

1916 

78,038 

78,028 
80, 614 

70.S28 
79, 539 

1  Increase  in  capitalization  due  to  issue  of  $11,527,000  collateral  trusl  bonds  in  L907  to  acquire  $20,900,000 
of  Chicago  &  Alton  Railroad  Co.  stock. 

RECEIVERSHIP  OF  THE  WABASH-PlTTSBURGH  TERMINAL  RAILWAY  Co. 

The  Wabash-PIttsburgh  Terminal  Railway  Co.  was  organized  in  1904  as  a  part 
of  a  general  plan  of  the  Gould  interests  for  developing  a  transcontinental  rail- 
road system.  Under  this  plan  was  acquired  the  Wheeling  &  Lake  Erie  as  well  as 
the  Western  .Maryland.  The  Wheeling  extended  from  Toledo,  Ohio,  where  it 
joined  with  the  Wabash  southeasterly  to  Steubenville.  Ohio,  and  to  Wheeling, 
W.  Va..  with  branches  northward  to  Cleveland.  Ohio,  and  southward  to  Zanes- 
ville,  Ohio.    It  did  not  enter  Pittsburgh  nor  reach  the  Pittsburgh  district. 

To  construct  the  Pittsburgh  extension  and  acquire  control  of  the  Wheeling  & 
Lake  Erie  the  Wabash  and  Gould  interests  caused  the  formation  Of  a  syndicate 
known  as  the  Pittsburgh-Toledo  Syndicate,  of  which  George  Gould,  Joseph 
Ramsey,  jr.  (president  of  the  Wabash).  Louis  Fitzgerald,  .lames  H.  Hyde,  and 
.Myron  T.  Herriek  were  managers.  On  July  IT.  1901,  the  syndicate  caused  the 
organization  of  the  Pittsburgh,  Carnegie  &  Western  Railway  by  the  consolidation 
of  the  Washington  County  and  the  Pittsburgh  &  Mansfield  Railroad  Cos.  It 
was  contemplated  that  the  60-mile  extension  from  Jewett,  Ohio,  on  the  Wheeling 
iV  Lake  Erie  to  Pittsburgh  he  constructed  by  the  Pittsburgh,  Carnegie  &  Western. 
This  company  had  an  authorized  capital  stock  of  $2,000,000.  It  never  issued  tiny 
bonds,  the  funds  for  construction  being  advanced  by  the  Pittsburgh-Toledo 
Syndicate. 

In  1904  the  syndicate  caused  the  organization  of  the  Wabash-Pittsburgh  Ter- 
minal Railway  Co..  which  represented  a  consolidation  of  the  Pittsburgh.  Carnegie 
&  Western,  the  Cross  Creek  Railroad,  and  the  Pittsburgh,  Toledo  i\  Western 
Railroad. 

A  circular  issued  by  the  syndicate  managers  of  the  Pittsburgh-Toledo  Syndi- 
cate in  June,  1904  (Commercial  and  Financial  Chronicle,  vol.  78.  p.  2043),  shows 
that  up  to  October  1,  1903,  the  syndicate  had  expended  for  construction  purposes, 
for  the  purchase  of  the  controlling  interest  in  the  Wheeling  &  Lake  Erie,  and  the 
acquisition,  etc.,  of  terminals,  the  sum  of  $17,202,640.  It  was  estimated  that  an 
additional  sum  of  $12,510,742  would  have  to  be  expended  to  complete  the  con- 
struction work  in  progress.  This  included  the  lines  in  Pittsburgh  to  connect  with 
the  Union  Railroad,  the  South  Side  Freight  House  Spur,  and  the  Allegheny  & 
1  mquesne  Way  Branches.  The  aggregate  of  the  expenditures  incurred  or  to  be 
incurred  amounted  to  .$29,713.382 — a  sum  which  was  to  he  raised  as  follows : 

(1)    Syndicate  subscriptions  paid  in  full $20,000,000 

(21    Sale  of  first-mortgage  4  per  cent,  bonds  of  Wabash-Pittsburgh 
"Terminal   Railway 10,  000,  000 

In  this  circular  the  syndicate  managers  also  served  notice  that  henceforth  the 
work  would  be  carried  forward  by  the  Wabash-Pittsburgh  Terminal  Railway  Co. 
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Shortly  after  its  organization  the  Wabash-Pittsburgh  Terminal  Railway  Co. 
acquired  control  through  purchase  of  the  entire  stock  of  the  Pittsburgh  Terminal 
Railroad  &  Coal  Co.,  which  controlled  the  West  Side  Bell  Railroad.  The  coal 
company  was  organized  April  si.  L902,  and  besides  purchasing  the  controlling 
stock  interest  in  the  West  Side  Bell  Railroad  also  purchased  12,200  acres  of 
coal  lands  for  $3,670,000  from  J.  W.  Scully,  Pittsburgh,  the  Donaldson  Haynes 
Noble  interest,  J.  B.  Corey,  and  Le  Mayne  interests,  of  Pittsburgh.  (Commercial 
and  Financial  Chronicle,  vol.  To.  p.  498.) 

The  West  Side  Belt  Railroad  owned  about  22*  miles  of  line  extending  south- 
ward from  Pittsburgh  to  Clairton,  Pa.,  the  location  of  the  Carnegie  works. 

The  line  of  the  Wabash-Pittsburgh  Terminal,  extending  from  Pittsburgh 
Junction  (also  known  as  Jewett.  Ohio),  on  the  Wheeling  &  Rake  Erie,  into 
Pittsburgh,  distance  64  miles,  was  opened  for  traffic  on  June  30,  1904.  A.  W. 
Ferrin,  in  an  article  entitled  "The  Wabash-Pittsburgh  Terminal"  (Moody's 
Magazine,  vol.  17,  p.  398).  alleges  that  the  Wabash-Pittsburgh  Terminal  Rail- 
road Co.  expended  between  $15,000,000  and  $20,000,000  on  the  64  miles  of  road 
into  Pittsburgh,  $12,000,000  for  the  West  Side  Kelt  Line,  $5,000,000  for  the 
terminal  properties  in  Pittsburgh,  and  $6,200,000  for  the  control  of  the  Wheel- 
ing &  Lake  Erie,  making  a  total  of  from  $43,200,000  to  $48,200,000. 

J.  Ramsey,  jr.,  president  of  the  Wabash,  in  his  stockholders'  report  for  the 
year  ending  June  30,  1904.  referring  to  the  Pittsburgh  extension,  says  in  part: 

"In  1901  the  stockholders  of  the  company  authorized  the  officers  of  the  com- 
pany to  enter  certain  trackage  and  traffic  agreements  with  the  Wheeling  &  Lake 
Erie  and  the  Pittsburgh-Carnegie  &  Western  Railroad  Co.  to  secure  the  con- 
struction of  a  line  of  railroad  from  a  point  on  the  Wheeling  &  Lake  Erie  near 
Jewett,  Ohio,  to  Pittsburgh,  with  all  necessary  terminals  and  connecting  rail- 
ways in  Pittsburgh,  with  a  close  traffic  alliance  between  the  three  connecting 
railroads  so  as  to  practically  made  them  one  system.  This  agreement  was 
afterwards  modified,  and  the  amended  agreement  provided  that  the  Wabash  and 
the  Wheeling  &  Lake  Erie  Cos.  should,  if  it  became  necessary  so  to  do,  pay 
25  per  cent  (or  so  much  thereof  as  might  be  required  to  meet  any  deficit  on  the 
bonds  of  the  Wabash-Pittsburgh  Terminal  Railway  Co.)  of  k''(,ss  earnings  of 
either  company  from  traffic  which  they  received  from  or  delivered  to  the 
Wabash-Pittsburgh  Terminal  Railway  Co.  This  condition  puts  no  burden  on 
either  company,  as  they  will  not  be  required  to  pay  anything  unless  they  have 
increased  earnings  on  account  of  the  Wabash-Pittsburgh  Terminal  lines. 

"  The  Pittsburgh,  Carnegie  &  Western,  through  consolidation  with  the  Cross 
( 'reek  Railroad  in  West  Virginia  and  the  Pittsburgh,  Toledo  &  Western  in  Ohio, 
became  the  Wabash-Pittsburgh  Terminal  Railway  Co.,  and  the  latter  company 
has  carried,  or  is  carrying,  out  all  the  obligations  assumed  by  the  Pittsburgh, 
Carnegie  &  Western  Railroad  Co. 

"  On  July  2,  1904,  the  line  was  opened  for  through  passenger  traffic  and 
through  train  service  between  St.  Louis,  Chicago,  and  Pittsburgh  by  Wabash 
trains. 

"  The  Wabash-Pittsburgh  Terminal  Railway  Co.  also  purchased  the  control- 
ling stock  interest  in  the  Wheeling  &  Lake  Erie  Railroad,  thus  owning  and  con- 
trolling some  550  miles  of  railway  lines,  reaching  from  Pittsburgh  to  Toledo, 
Cleveland,  Wheeling,  Steubenville.  and  Zanesvile.  the  greatest  freight  traffic 
territory  in  the  word,  the  Pittsburgh  district  alone  last  year  consuming  and 
shipping  over  86.000,000  tons  of  coal,  coke,  ores,  irons,  etc. 

"A  proposition  was  submitted  to  the  board  for  the  purchase  by  the  Wabash 
of  all  the  stock  of  the  Wabash-Pittsburgh  Terminal  Railway  Co.  ($10,000,000) 
by  the  issuance  of  $10,000,000  Wabash  common  stock  in  exchange  therefor.  As 
the  ownership  of  the  stock  of  the  Wabash-Pittsburgh  Terminal  Co.  carries 
with  it  the  controlling  interest  in  the  Wheeling  &  Lake  Erie  Railroad,  your 
board  authorized  the  purchase,  and  the  exchange  of  stock  was  made. 

"  Your  board  has  at  the  same  time  authorized  the  purchase  of  $6,600,000 
tirst-mortgage  bonds  of  the  Wabash-Pittsburgh  Terminal  Railway  Co.  for 
$6,000,000.  This  purchase  was  made  and  paid  for  through  the  issuance  of  a 
t  hive-year  obligation  secured  by  the  $0,600,000  of  bonds  as  collateral.  It  is  con- 
fidentially expected  that  the  control  of  these  properties  and  of  the  traffic  secured 
to  the  Wabash  thereby  will  add  largely  to  the  revenues  of  the  company." 

In  its  issue  of  June  1.  1904.  the  Commercial  and  Financial  Chronicle  (vol.  78, 
p.  23S6),  referring  to  the  Wabash-Pittsburgh  Terminal  Railway,  says  in  part: 

.Members  of  The  Pittsburgh-Toledo  Syndicate  for  $20,000,000  have  acquired 
control  of  the  Wheeling  &  Lake  Erie  and  built  the  extension  of  64  miles  from 
Jewett,  Ohio,  on  the  line  of  the  Wheeling  &  Lake  Erie  into  Pittsburgh  and  the 
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terminals  there,  made  their  last  payments  on  syndicate  account  on  Monday  of 
this  week,  call  being  for  30  per  cent,  or  $6,000,000.  Distribution  was  then  made 
to  the  subscribers  of  the  securities  of  this  company  ( Wabash-Pittsburgh  Termi- 
nal Railway  Co.),  which  was  organized  to  take  over  and  operate  the  properties 
of  the  syndicate.  The  subscribers  received  67  per  cent  of  first-mortgage  4 
per  cent  50-year  gold  bonds,  92*  per  cent  in  second-mortgage  4  per  cent  50-year 
gold  bonds  of  the  Wabash-Pittsburgh  Terminal  Railway  Co..  and  50  per  cent  in 
common  stock  of  the  Wabash  Railroad  Co.  The  par  value  of  securities  dis- 
tributed was  as  follows : 

(1)  Wabash-Pittsburgh  Terminal  Railway  Co.  first-mortgage  4  per- 
cent 50-year  bonds $13,400,000 

(2)  Wabash-Pittsburgh  Terminal  Railway  Co.  second-mortgage  4 

per  cent  50-year  bonds 18,  500,  000 

(3)  Wabash  Railroad  Co..  common  stock 10,000,000 

Total 41,  900,  000 

The  capitalization  per  mile  of  road  amounted  to : 

(a)  Stock $156,  250 

(b)  Bonds 498,437 

Total 654.  687 

A  provision  of  the  second  mortgage  provided  that  the  company  prior  to  June 
30,  1910,  was  under  no  obligation  to  pay  interest  on  the  second-mortgage  bonds 
unless  earned.  The  stock  of  the  terminal  company  was  admittedly  all  water, 
while  Wabash  common  issued  in  exchange  therefor  was  selling  at  about  $15 
per  share.  Under  the  circumstances,  one  may  safely  assume  that  many  of  the 
members  of  the  Pittsburgh-Toledo  Syndicate  who  received  Wabash  common  sold 
the  same  at  the  then  prevailing  market  price. 

The  balance  sheet  of  the  Wabash-Pittsburgh  Terminal  Railway  Co..  as  of 
November  30.  1904.  shows  the  following: 

ASSETS. 

Cost  of  road,  franchises,  etc $40, 182,  220 

Construction  expenditures 4,  546,  622 

Wheeling  &  Lake  Erie  stock 6,000,000 

Pittsburgh  Terminal  R.  R.  &  Coal  Co.  stock 3, 159,  740 

Interest  on  first-mortgage  bonds 405,  722 

Supplies 823 

Cash 873,386 

Accounts  collectible 167, 017 

Bills  receivable 373,  450 

Due  from  station  agents 4,  756 

Remittances  in  transit 1.688 

Total    assets 55,  715.  424 

LIABILITIES. 

Capital   stock 10, 000,  000 

First-mortgage  bonds 19,  500,  000 

Temporary  first-mortgage  bonds 5,000,000 

Second-mortgage  bonds 20,  000,  000 

Interest  accrued  not  due 500,  000 

Vouchers  and  pay  rolls 515,  621 

Due  railroads 50,303 

Assistant  treasurer,  overdraft 96,  613 

Surplus 52,  887 

Total   liabilities 55,  715,424 

Early  in  1905  the  New  York  Stock  Exchange  listed  $2.1,000,000  first-mortgage 
4s  and  $20,000,000  second-mortgage  4s  of  Wabash-Pittsburgh  Terminal  Railway 
Co.  In  support  of  its  application  to  have  its  bonds  listed  on  the  New  York 
Exchange,  the  terminal  company,  in  its  official  statement  of  February  16,  1905, 
reported,  among  other  things : 
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(A)  The  lien  of  the  first  and  second  mortgage  covers  the  64  miles  of  road 
from  Jewett,  Ohio,  to  Pittsburgh,  also  all  equipment,  terminals,  etc.,  also  all 
leaseholds  and  contracts  and  stock  of  the  Wheeling  &  Lake  Erie  (pledged  to 
secure  first-mortgage  bonds  only),  as  follows: 


Class  of  stock. 


First  preferred . . . 
Second  preferred . 
Common 


Total  issued. 


S4, 896, 900 
11,993,500 
20,000,000 


Total  owned 
and  pledged. 


$847, 500 
6, 423, 800 
11,870,000 


(B)  Since  the  execution  of  the  mortgages  the  company  has  acquired  all  of 
the  capital  stock  of  the  Pittsburgh  Terminal  Railroad  &  Coal  Co.,  which,  in 
turn,  owns  practically  all  of  the  outstanding  stock  of  the  West  Side  Belt  Rail- 
road Co.  The  outstanding  stock  and  bonds  of  these  companies  consists  of  the 
following : 

(1)  Pittsburgh  Terminal  Railroad  &  Coal  Co.  stock $14,000,000 

(2)  Pittsburgh  Terminal  Railroad  &  Coal  Co  bonds 4,690,000 

(3)  West  Side  Belt  Railroad  Co.  stock 1,065,000 

(4)  West  Side  Belt  Railroad  Co.  bonds 380,000 

(C)  Carnegie  Steel  Co.  has  agreed  to  give  Wabash-Pittsburgh  Terminal  Rail- 
way Co.  one-fourth  of  all  its  traffic,  as  well  as  of  its  affiliated  companies,  to  and 
from  points  west  of  Buffalo  and  Pittsburgh  and  west  of  the  west  line  of  Penn- 
sylvania projected  southward,  which  can  reasonably  well  be  served  by  the  rail- 
road company. 

(D)  Traffic  agreements  and  contracts  between  Wabash  Railroad  Co.,  the 
Wheeling  &  Lake  Erie,  and  the  Wabash-Pittsburgh  Terminal  Railway  Co.  are 
designed  to  weld  these  three  roads  into  a  single  system. 

(E)  The  contract  between  Pittsburgh  Terminal  Railroad  &  Coal  Co.  and  the 
Pittsburgh  Coal  Co.  provides  for  the  operation  by  the  latter  company  of  the 
mines  of  the  former  upon  terms  which  include  the  payment  of  a  license  tax  by 
Pittsburgh  Coal  Co.  amounting  to  $350,000  a  year,  the  amount  being  equal  to 
interest  on  outstanding  bonds  of  the  Terminal  Railroad  &  Coal  Co. :  a  royalty 
of  8  cents  per  ton  on  the  coal  mined,  this  royalty  to  be  applied  to  sinking-fund 
payments  required  by  the  Terminal  Railroad  &  Coal  Co.'s  mortgage,  to  pay  all 
taxes  and  interest,  and  to  ship  al  ieast  4,000,000  tons  of  coal  annually  over  the 
Wabash  lines. 

These  contracts  being  looked  upon  at  the  time  of  their  execution  as  of  great 
value  to  the  Terminal  Railway  Co.,  proved  worthless  after  that  company  was 
thrown  into  the  hands  of  receivers,  and  the  Wabash  deliberately  refused  to 
furnish  necessary  equipment.  The  Pittsburgh  Coal  Co.  abrogated  its  contract 
in  1909  on  the  grounds  that  the  Terminal  Railway  Co.  was  not  able  to  furnish 
cars.  The  coal  mined  along  the  West  Side  Belt  has  been  diverted  to  and 
shipped  over  the  Pittsburgh  &  Lake  Erie  and  the  Bessemer  lines. 

On  the  petition  of  the  Wabash  Co.  and  other  creditors,  receivers  were  ap- 
pointed for  the  Wabash-Pittsburgh  Terminal  Railway  Co.  on  May  29,  1908. 
The  bill  of  complaint  alleged  that  the  Wabash-Pittsburgh  Terminal  Railway  Co. 
was  unable  to  pay  $300,000  of  notes  held  by  the  Wabash,  nor  was  it  able  to  pay 
its  interest.  The  bill  of  complaint  showed  the  outstanding  liabilities  to  consist 
of  the  following : 

First    mortgage    4   per  cent    bonds    (including    $6,600,000    owned 

by  Wabash) $30,  200,  000 

Second  mortgage  4  per  cent  bonds  (interest  prior  to  June  1,  1910, 

payable  if  earned) 20,000,000 

Notes  payable : 

To  Wabash,  7  per  cent  note  dated  Nov.  30,  1906 300,  000 

To  Wabash.  5  per  cent  note  dated  May  30,  1905,  secured  by 
pledge  of  $14,000,000  stock  of  Pittsburgh  Terminal  Railroad 

&  Coal  Co 1,500,000 

To  Pittsburgh  Railroad  &  Coal  Co..  note  dated  May  1.  1905,  se- 
cured by  pledge  of  $3,800,000  of  first  consolidated  mortgage 
bonds  of  the  Pittsburgh  Terminal  Railroad  &  Coal  Co.,  and 
indorsed  by  last-named  company — entire  amount  owned  and 
pledged  by  Wabash  Railroad 3,  500,  000 
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Notes  payable — Continued. 

To    Pittsburgh    Terminal    Railroad    &    Coal     Co.,    note    dated 

June  15,  1906 593,  500 

To  Mercantile  Trust  Co.,  note  dated  May  27,  1906 412,  000 

To  Wabash  Railroad  Co.,  note  dated  May  7,  1906 268,  000 

Audited  accounts  payable 278,  000 

Purchase    money   mortgages 800.000 

Interest  payable  due  on  promissory  notes 418.  586 

Total 57,  770,  686 

On  June  30,  1916,  Wabash-Pittsburgh  Terminal  Railway  Co.  reported  assets 
and  liabilities  as  follows : 

ASSETS. 

Road  and  equipment $53,420,103 

Stocks  of  affiliated  companies 9, 172,  227 

Bonds  of  affiliated  companies 3,500,000 

Cash  145 

Special    deposits 12,  211 

Loans  and  bills  receivable 335,  000 

Miscellaneous  accounts  receivable 114,909 

Profit  and  loss 1,335,452 

Total 67,  890,  047 

LIABILITIES.  / 

Capital   stock 10,  000.  000 

Bonded  debt 50,  401,  834 

Loans  and  bills  payable  : 

Wabash  R.  R.  demand  notes  secured 5,268,000 

Wabash  R.  R.  demand  notes  unsecured 300,000 

Pittsburgh  Terminal  R.  R.  &  Coal  Co.,  demand  note  unsecured-  8,  000 

Mercantile  Trust  Co.,  demand  note  unsecured 79,  074 

Real  estate  mortgages,  demand 629,  383 

Audited  accounts  and  wages 105, 168 

Interest  matured  unpaid : 1,  034,  836 

Accrued  depreciation  equipment 176 

Advances  by  receiver 63,  576 

Total 67.  890,  047 

The  receiver's  general  balance  sheet  as  of  June  30,  1916,  shows  the  following 
assets  and  liabilities : 

ASSETS. 

Road  and  equipment $2,457,047 

Cash   161,  560 

Special  deposits 24,  448 

Traffic,   etc..   balances 23,796 

Agents  and  conductors z 17,004 

Miscellaneous   accounts   receivable 82,900 

Material  and  supplies 71,484 

Other  current  assets 4.180 

Working  fund  advances 123 

Unadjusted  debits  13,268 

Advances  to  corporate  company 63,  576 

Profit  and  loss 273,  300 

Total 3, 192,  686 

LIABILITIES. 

Receiver's  certificates 2,395,880 

Traffic,   etc..   balances 1,688 

Audited  accounts  and  wages 463,432 

Miscellaneous  accounts  payable 4, 126 

Interest  matured  unpaid 20,250 
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Unmatured   interest  accrued $43,567 

Other  Liabilities 2,  423 

Tax  liability 53,  392 

Accrued  depreciation,  equipment 193, 921 

Other  unadjusted  credits L4,  007 

Total 3, 192.  086 

The  funded  debt  of  the  company  on  June  .".<».  L916,  consisted  <>t':  (a)  First 
mortgage  4  per  cent  bonds.  $30,236,000;  (6)  second-mortgage  4  per  ceni  bonds, 

$20,000,000;  (c)  real  estate  mortgages,  $795,218;  (d)  receiver's  certificates, 
$2,395,880.35. 

The  revenues  and  expenses  of  the  Wabash-Pittsburgh  Terminal  Railway  <"o. 
from  1907  to  1910  have  been  reported,  as  follows: 

Wabash-Pittsburgh  Railway  Co. 


Year  ended  June  30— 


1906-7. . 
1907-8. . 
1908-9.. 
1909-10. 
1910-11. 
1911-12. 
1912-13. 
1913-14. 
1914-1.5. 
1915-16. 


Gross 

earnings . 


si,  188,965 
1,180,005 

719,544 
743,568 
077.130 
662,  SI  9 
81  1,318 
870, 293 
793, 002 
1,087,060 


Operating 

expenses 
and  taxes. 


8861,671 

HS'.l.  S!I4 
579, 767 
659, 995 
622,286 
642.401 
824.111 
791,306 
725,395 
851,599 


Net 
earnings. 


1627,294 

490,111 
139,777 
83,573 

54, 844 
20,418  ! 
'  9.  793 

;.s.  us; 

67.  607 
235,401 


Other 
income. 


$210,208 
63,644 

85,210 
fis, I M 12 
89,746 

109, 381 
89,764 
86,483 
78,705 

197,930 


biterest, 
etc. 


{1,453,479 

1,465,229 

245,858 

227, 054 
258,  sir, 
206, 685 
239, 662 
226, 247 
204,187 
227,  557 


Deficit 
for  year. 


8615,983 

911,473 

20,871 

70, 117!) 
II  1,225 

76,887 
159,691 

011,777 

57,875 
i  205,834 


'  Deficit. 


2  Surplus. 


The  foregoing  earnings  statement,  following  the  appointment  of  receivers, 

does  not  show  the  interest  accrued.  A  mere  casual  examination  of  the  capitali- 
zation and  earnings  of  the  Wabash-Pittsburgh  Railway  Co.  convinces  one  that 
the  chief  difficulty  of  this  company  is  one  of  gross  overcapitalization.  Follow- 
ing the  appointment  of  receivers  in  1908.  various  security  holders  appointed 
committees  to  protect  their  interests.  It  was  not,  however,  until  June  25,  1915, 
that  the  committees  agreed  on  a  reorganization  plan.  This  plan,  dated  June  25, 
191"),  amended  January  10,  1916,  has  been  declared  operative.  The  properties 
have  been  sold  at  foreclosure  sale,  and  the  Pennsylvania  Public  Service  Com- 
mission on  January  17,  1917,  authorized  the  transfer  of  same  to  the  Pittsburgh 
&  West  Virginia  Railway. 

The  important  features  of  the  reorganization  plan,  so  far  as  this  report    is 
concerned,  may  be  summarized  as  follows: 

(A)   Existing  capitalization  of  the  Wabash-Pittsburgh  Terminal  Railway  Co., 
Pittsburgh  Terminal  Railroad  &  Coal  Co.,  and  West  Siile  Belt  Railroad  Co.1 


Bonds  not  in  default : 
Pittsburgh  Terminal  Railroad  &  Coal  Co.  hrst  ."is 
West  Side  Belt  Railroad  first  5s 


Real  estate  mortgages: 

Terminal  Land  Co.  mortgage 

Underlying  real  estate  mortgages- 


•s:;. '.122,000 
388.  000 


99,650 
795,868 


Receivers'  certificates: 

Terminal  Co 2,395,  880 

West  Side  Belt  Railroad  Co 714.  2X0 


4.   Secured  indebtedness: 

To  the  Wabash  Railroad  Co.,  with  interest  July  1, 
1915.  secured  by  the  pledge  of  the  entire  capital 
stock  and  all  the  outstanding  consolidated  bonds 
of  the  coal  company 7,  464, 

Other  secured  indebtedness ."78, 


826 

271 


$4,305,000 


895,518 


3,  110.  H56 


8,  043.  097 


1  Excluding   intercompany   indebtedness,    securities    pledged    to    secure    indebtedness    in- 
cluded, stock  of  subsidiary  companies,  and  current  liabilities. 
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Bonds  in  default : 
Terminal  Co. — 

First-mortgage  bonds $30,236,000 

Second-mortgage  bonds 20.  000,  000 

Interest  unpaid  and  accrued  thereon  to  July 
1,  1915  I  exclusive  of  interest  on  interest)—     13,  4;"0.  343 


Unsecured  indebtedness : 
To  tbe  Wabash  Railroad  Co__ 
Other  unsecured  indebtedness . 
Contingent  claims 


664.  808 
216,  413 
330,  000 


63,  695,  343 


1,  211,  221 


7.   Stock  of  the  Terminal  Co 10,000,000 


Total  present  capitalization 91,  260.  345 

(B)   Estimated  cash  requirement*. 

Wabash-Pittstrargh  Terminal  receiver's  certificates $2, 

West    Side  Belt  receiver's  certificates 

Acquisition  of  properties  (including  stock  and  bonds  of  the  coal 
company),  discharge  of  .judgments  against  West  Side  Belt,  and 
other  claims  against  West  Side  Belt  and  its  receiver  requiring 

provision  in  reorganization 3, 

Terminal  Land  Co.  mortgage 

Receivership  obligations  in  excess  of  surplus,  taxes,  judgments,  etc_ 
Other  claims  requiring  provision  in  reorganization,  including  re- 
organization  expenses,   cost   of  incorporation   of  new   company, 
and   issuance  of  new   stock,   including  Federal    taxes  and    State 
taxes  in  three  States,  working  capital,  etc 


395.  880 
714,  286 


818, 152 

99,  650 

375,  345 


1,  667,  487 


Total 9,  070,  800 

To  provide  the  cash  requirements,  amounting  to  $9,070,800,  the  reorganiza- 
tion plan  levies  a  $30  assessment  on  each  $1,000  first -mortgage  bond  deposited 
under  the  reorganization  agreement.  On  January  10.  1916,  the  reorganization 
committee  gave  notice  that  it  had  modified  the  reorganization  plan  so  as  to 
permit  it  to  procure  an  underwriting  of  the  cash  requirements  of  the  plan  up 
to  $5,000,000  and  to  defray  as  part  of  the  expenses  of  the  reorganization  the 
commissions  paid  in  respect  thereof.  The  necessity  of  obtaining  an  under- 
writing agreement  was  brought  about  by  the  failure  of  the  first-mortgage  bond- 
holders to  deposit  a  sufficient  amount  of  bonds  to  assure  the  raising  of  $9,070,800 
of  cash. 

The  new  company  is  to  issue: 

(1)    Six  per  cent  preferred  stock  cumulative  after  Jan.  1,  1921 $9,100,000 

i -J)   Common  stock 30,500,000 

The  preferred  stock  will  be  subject  to  redemption  at  any  time  at  105  and 
accumulated  dividends. 

It  will  be  remembered  that  the  Wabash  &  Pittsburgh  Terminal  Railroad  Co. 
owned  Wheeling  &  Lake  Erie  stock  as  follows: 

I'i  rst  preferred $847,  500 

Second  preferred 6,  423,  800 

<  'ommon 11,  870,  000 

The  Wheeling  &  Lake  Erie,  as  well  as  the  new  stock  of  the  new  corporation, 
shall  be  distributed  as  shown  in  the  following  table:    . 

Table  of  distribution. 


$30,236,000  first  niortgagebonds. 

Balance  for  reorganization  pur 

poses  or  in  treasury 


Total. 


Payment, 
30  per  cent. 


$9, 070, S00 


New  pre- 
ferred 
stock,  30 
percent. 


New  com- 
mon stock, 
100  per 
cent. 


Wheeling  &  Lake  Erie. 


First  pre- 
ferred 
stock  or 
trust  cer- 
tificates, 
2.8  percent. 


Second  pre- 
ferred 
stock  or 
trust  cer- 
tificates, 

21  per  cent. 


$9,070,800   $30,236,000 


29, 200 


9,100,000 


264,000 


$846,608  )  $6,349,560 
892     74,240 


30,500,000!        847,500       6,423,800 


Common 
stock  or 
trust  cer- 
tificates, 
39  per  cent. 


$11,792,040 
77,960 


11,870,000 
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The  depositors  of  each  .*}?1  ,(km»  flrst-mortgage  bonds  upon  making  a  cash  pay- 
ment of  $300  will  accordingly  receive  under  the  reorganization  plan — 

(1)  New  preferred  stock $300 

(2)  New  common  stock 1,000 

(3)  First  preferred  Wheeling  &  Lake  Erie  stock 2S 

(4)  Second  preferred  Wheeling  &  Lake  Erie  stock 210 

(5)  Common  stock  Wheeling  &  Lake  Erie 390 

The  distribution  of  (he  Wheeling  &  Lake  Eric  stock  carries  with  it  the  $27 
assessment  levied  upon  the  stockholders  by  the  reorganization  committee  of  the 
Wheeling  &  Lake  Eric. 

Capitalization. 

Total  new  stock  provided  by  the  plan $39,600,000 

Bonds  and  mortgages  outstanding  in  the  hands  of  the  public  undis- 
turbed in  reorganization  (other  than  consolidated-mortgage  bonds 
of  the  coal  company  to  be  canceled  or  acquired  by  the  new  com 
pany) 5. 100,  868 

Total  bonds,  mortgages,  and  stock  outstanding  in  the  hands 
of  the  public  after  reorganization  ( including  any  new  stock 
not  used  for  reorganization  purposes) 44,700,868 

Present  capitalization 9L  260,  34f> 

Decrease  in  capitalization 46,  559,  477 

Fixed  charges: 

Prior  to  reorganization . 2,  783,  252 

Upon   reorganization 261, 103 

Decrease  in  fixed  charges 2,522,149 

In  the  early  part  of  April,  1917,  the  Pittsburgh  &  West  Virginia  Railway  Co. 
took  over  the  properties  of  the  Wabash-Pittsburgh  Terminal  Co.  The  reorganiza- 
tion plan  as  above  outlined  converted  a  $50,000,000  funded  debt  into  a  $30,000,000 
stock  issue  and  wiped  out  the  $20,000,000  of  second-mortgage  bonds  and  $10.- 
000,000  of  common  stock.  The  new  company  issued  $9,200,000  of  preferred  stock 
to  obtain  funds  to  discharge  the  receiver's  certificates  and  pay  other  indebted- 
ness of  the  Wabash-Pittsburgh  Terminal  Railway  Co.  Pittsburgh  &  West  Vir- 
ginia is  at  this  time  paying  dividends  upon  its  6  per  cent  preferred  stock. 

In  its  issue  of  June  15,  1917,  the  Wall  Street  Journal  calls  attention  to  the 
activity  in  the  stocks  of  Pittsburgh  &  West  Virginia  Railway.  It  was  then 
rumored  that  some  of  the  eastern  trunk  lines  were  contemplating  the  purchase 
of  the  Pittsburgh  &  West  Virginia  Railway's  properties.  Among  the  prospective 
purchasers  were  the  Pennsylvania,  the  Erie,  the  New  York  Central,  Baltimore 
&  Ohio,  and  the  Western  Maryland.  The  last-named  road  is  looked  upon  as  the 
logical  purchaser  of  the  60-mile  line  of  the  Pittsburgh  &  West  Virginia.  The 
Rockefeller  interests  control  both  the  Western  Maryland  and  the  Wheeling  & 
Lake  Erie.  They  have  also  made  a  trackage  agreement  with  the  Nickel  Plate. 
which  enters  Chicago.  The  60-mile  line  of  the  Pittsburgh  &  West  Virginia  is  the 
only  uncompleted  link  in  the  Rockefeller  roads  to  Chicago. 

Pittsburgh  &  West  Virginia  owns  and  controls  large  soft-coal  deposits.  It  is 
thought  that  ultimately  one  or  another  of  the  large  trunk  lines  will  purchase 
the  Pittsburgh  &  West  Virginia  properties  to  secure  this  independent  source  of 
fuel  supply  iis  well  as  an  entrance  into  Pittsburgh. • 

Receivership  of  Wabash  Railroad  Co. 

Wabash  Railroad  Co.  was  organized  in  1889  under  the  laws  of  Michigan. 
Ohio,  Indiana,  Illinois,  and  Missouri  by  agreement  of  consolidation  between  the 
Toledo  Western  Railroad  Co.,  the  Detroit  &  State  Line  Wabash  Railroad  Co., 
the  Wabash  Eastern  Railway  Co.  of  Indiana,  the  Wabash  Eastern  Railway  Co. 
of  Illinois,  the  Wabash  Western  Railway  Co..  companies  organized  to  acquire 
the  properties  originally  comprised  in  the  Wabash,  St.  Louis  &  Pacific  Railway, 
sold  under  foreclosure.  Various  extensions  have  been  made  to  the  original 
mileage,  the  Detroit-Chicago  line  being  completed  in  May,  1893;  the  Detroit- 
Buffalo  line  in  June,  1897:  and  the  St.  Louis-Des  Moines  line  in  November, 
1899.    The  Detroit-Buffalo  line  is  owned  by  the  Grand  Trunk  Railway  Co.,  of 


2100  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

Canada,  but  is  jointly  used  by  the  Wabash  Co.  In  April.  1001.  the  Kansas  City, 
Excelsior  Springs  &  Northern  Railway  was  absorbed  by  the  Wabash,,  as  was  the 
Omaha  &  St.  Louis  Railroad,  extending  from  Council  Bluffs,  Iowa,  to  Pattons- 
bnrg,  Mo.,  144  miles. 

In  1902  the  property  of  the  Boone  County  &  Booneville  Railroad  was  acquired 
bv  the  Wabash. 

The  Wabash  Railroad  Co.  owns  the  entire  $10,000,000  of  capital  stock  of  the 
Wabash-Pittsburgh  Terminal  Railway  Co..  which  in  turn  controls,  through 
stock  ownership,  the  Wheeling  &  Lake  Erie  Railroad  and  the  Pitsburg  Termi- 
nal Railroad  &  Coal  Co. 

The  receivership  of  the  Wabash-Pittsburg  Terminal  Railway  Co.  and  the 
Wheeling  &  Lake  Erie  will  be  covered  in  another  section  of  this  report. 

On  June  30,  1916,  the  Wabash  owned  and  operated  mileage  as  follows: 

LINES  EAST  OF  MISSISSIPPI    RIVER. 
Lines  owned:  Miles- 

Toledo.  Ohio,  to  Tilton 252.4 

Chicago  &  Western  Indiana  Junction  to  Effingham,  111 204.  7 

Montpelier.,  Ohio,  to  Clark  Junction,  Ind 149.5 

Decatur  to  Aladdin.  Ill 136.9 

Decatur,  111.,  to  East  St.  Louis  freight  house 110.0 

Delray,  Mich.,  to  Montpelier,  Ohio 92.4 

Tilton  to  Decatur  Depot.  Ill 71.2 

Maumee  to  Montpelier,  Ohio 49.6 

Bluffs  to  ('amp  Point,  111 39.8 

Clayton  to  Elvaston,  111 34.5 

Fairbury  to  Streator.  Ill 30.9 

Butler  to  New  Haven,  Ind i 25.7 

Montpelier  to  Butler.  Ind 17.5 

Other  short  lines  and  branches ^ 38.  6 


1,253.7 


Leased  lines : 

Louisiana  &  Pike  County  R.  R.,  Maysvllle  to  Pittsfield 6.2 

Hannibal  Bridge  Co.,  Aladdin.  111.,  to  Hannibal,  Mo 2.9 

Trackage  rights : 

Ann  Arbor  R.  R. :  Toledo  to  Milan,  Ohio 30.9 

Chicago,  Burlington  &  Quincv  R.  R. :  Camp  Point  to  Junction, 

ouincy.  111 22.7 

Baltimore  &  Ohio  Chicago  Terminal  R.  R. :  Clark  Junction  to 

Indiana-Illinois  line 5.  8 

Chicago   &   Western   Indiana    R.    R. :  Indiana-Illinois   line, 

Chicago 19.  8 

Chicago.    Burlington    &    Quiney    R.    R. :    East    Hannibal    to 

Quincy,  111 16.  2 

Other  trackage 26.1 


9.1 


121.5 


lines  west  or  Mississippi  river. 
Lines  owned  : 

St.  Louis  to  Harlem.  Mo 274. 1 

Pattonsburg,  Mo.,  to  Council  Bluffs,  Iowa __  143.  7 

Moherly.  Mo.,  to  Ottumwa,  Iowa 131.3 

Albia  to  Chesterfield.  Iowa 65.  8 

Brunswick  to  Chillicothe,  Mo 38.  3 

Moulton  Junction  to  Albia,  Iowa 28.3 

Centralia  to  Columbia,  Mo 21.  0 

Salisbury  to  Glasgow,  Mo 15.  4 

Other  short  lines 20.  8 

St.  Louis,  Council  Bluffs  &  Omaha  R.  R. :  Chillicothe  to 

Pattonsburg 41-  4 


780.1 


Trackage  rights : 

Missouri,   Kansas   &  Texas   Ry. :  Moberly   to   Hanni- 
bal, Mo 69.  7 

Other  short  trackages 8.  4 


78.1 


858.2 
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LINKS    BAST   OF   DETROIT   UIVKK. 

Traction  rights:  Miles. 

Grand  Trunk  Ky. :  Detroit,  Mich,  to  Black  Rock,  X.  V  228.2 

Welland  Junction  to  Suspension  Bridge 18.0 

Erie  R.  R. :  Suspension  Bridge  to  Buffalo,  N.  Y 56.6 

Black  Rock  to  International  Junction,  N.  Y 4.8 

27G.  6 

Total  operated 2,  519. 1 

Note. — The  above  does  not  Include  6.83  miles  of  main  track  and  0.29  miles  of  side 
track;  total,  7.12  miles,  owned,  between  Edwardsville  Junction  and  Edwardsville  Cross- 
ing, leased  to  the  Illinois  Terminal  Railroad  Co..  also  6.39  miles  of  main  track.  Edwards- 
ville Crossing  to  Alton,  and  2.27  miles  of  main  track,  Illinois  Terminal  Junction  to  Cot- 
ters; total,  8.6(>  miles,  owned  by   Illinois  Terminal   Railroad  Co..  and  operated  jointly. 

Second  track  operated.  530.72  miles ;  side  tracks  operated,  1,184 ;  total  all  tracks 
operated,  4.233.78  miles. 

Under  contract,  these  lines  of  the  Great  Trunk  Railway  of  Canada  are  used  jointly 
with  the  Wabash  Railway  Co.  The  rental  under  this  contract  is  $275,000  per  annum. 
The  Wabash  Railway  Co.  is  also  required  to  pay  its  proportion  of  the  cost  of  maintenance 
and  operation. 

The  mileage  operated  by  the  Wabash  is  located  in  the  following  States: 

Miles. 

Michigan 105.60 

i  'tio 170.  22 

Indiana 357.  46 

Illinois 744.46 

Missouri 655. 16 

Iowa 208.96 

New   York 31.20 

N'ehraska •  60 

Canada 245.40 

Total - 2.  519.  06 

Herewith  is  a  map  showing  the  location  of  the  Wabash  lines. 

on  December  18,  1911,  F.  A.  Delano,  Edward  B.  Pryor,  and  William  K.  Bixby 
were  appointed  receivers  and  authorized  to  take  possession  of  the  Wabash 
properties.  The  receivers  were  appointed  in  response  to  a  petition  filed  by  the 
Westinghouse  Air  Brake  Co.,  who  attempted  to  recover  an  indebtedness  of 
$18,000.  Delano  resigned  on  December  23,  1913,  and  Bixby  on  February  27, 
1914,  leaving  E.  B.  Pryor  sole  receiver.  On  February  11,  1915,  Edward  F. 
Kearney,  president  of  the  Texas  &  Pacific  Railway,  was  appointed  coreceiver 
by  Judge  Adams  of  the  United  States  Circuit  Court  in  St.  Louis. 

F.  A.  Delano,  president  of  the  Wabash,  in  his  1905-6  annual  report  to  the 
stockholders,  refers  to  the  financial  situation  of  the  Wabash  in  these  words: 

"Competitive  lines,  great  systems  to  the  north  and  south  of  your  property, 
have  had  the  benefit  of  large  and  continued  capital  expenditures,  while  the 
Wabash  Co.,  with  its  debenture  mortgage  as  an  obstruction  to  every  important 
source  of  new  capital,  has  been  seriously  handicapped  in  this  respect,  restricted, 
as  it  has  been  to  its  surplus  earnings  as  its  almost  exclusive  capital  fund  and 
with  this  fund  limited  in  its  application  by  the  provision  of  the  mortgage." 

Reference  will  hereafter  be  made  to  the  provision  of  the  debenture  mortgage 
in  which  President  Delano  refers. 

In  his  report  for  the  year  ending  June  30.  1907,  President  Delano  says : 

"Following  the  lead  of  Ohio,  the  Legislatures  of  Indiana,  Illinois,  and  Mis- 
souri have  during  the  year  enacted  laws  limiting  the  passenger  rate  to  2  cents 
per  mile.  If  these  laws  remain  in  force,  they  will  seriously  affect  the  com- 
pany's passenger  revenues. 

"  Trolley  competition  has  also  seriously  affected  the  passenger  business. 

"  The  general  financial  conditions  of  the  country  have  been  such  that  it  has 
been  found  impossible  to  dispose  of  any  of  the  first  refunding  and  extension  4 
per  cent  bonds  at  an  advantageous  price." 

In  his  report  for  the  year  ending  June  30,  1908,  President  Delano  calls  atten- 
tion to  the  large  decrease  in  revenues,  resulting  from  the  financial  depression ; 
to  the  fact  that  the  entire  mileage  of  the  road  is  subject  to  the  2-cent  passenger 
law :  that  the  number  of  passengers  carried  increased  10  per  cent,  while  the 
revenue  decreased  7  per  cent ;  and  that  because  of  the  continued  financial  de- 
pression the  company  has  not  been  able  to  sell  any  of  its  first  refunding  and 
extension  4  per  cent  bonds. 
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In  its  issue  of  November  4.  1905  (vol.  81,  p.  1347),  the  Commercial  and 
Financial  Chronicle  in  an  editorial  comments  upon  the  Wabash  situation  in 
these  words : 

"A  study  of  the  Wabash  annual  report  (1905-6)  shows  that  the  situation  of 
this  property  is  what  it  has  always  been  since  the  reorganization  16  years  ago. 
The  geographical  location  of  the  system  is  excellent,  and  everything  has  been 
done  to  develop  traffic.  Gross  earnings,  as  a  consequence,  have  been  steadily 
increasing,  but,  unfortunately,  available  net  earnings  have  not  increased  in  the 
same  proportionate  way — in  fact,  have  not  grown  at  all. 

"  This  following  from  the  financial  restrictions  under  which  the  company  has 
labored  and  which  makes  it  necessary  to  charge  all  outlays  for  improvements, 
however  exceptional  their  nature,  to  operating  expenses  or  against  net  income. 
It  is  difficult  to  see.  too,  how  this  state  of  things  is  to  be  changed  so  long  as  the 
company  remains  financially  hedged  about  as  at  present.  The  truth  is  there 
was  a  lack  of  adequate  provision  for  the  future  at  the  time  of  the  reorganiza- 
tion."    (Company  reorganized  in  18S9. ) 

In  its  issue  of  October  7.  1911  (vol.  93,  p.  93S),  the  Commercial  and  Financial 
Chronicle  says  in  regard  to  the  Wabash: 

"  The  property  is  well  maintained,  and  if  cash  were  available  it  might  increase 
its  earnings  materially  by  improvements.  The  Wabash,  with  its  short  lines 
between  Sr.  Louis  and  Kansas  City,  St.  Louis  and  Omaha,  St.  Louis  and  Chicago, 
St.  Louis  and  Detroit,  and  Chicago  to  Detroit,  lags  behind  its  competitors, 
both  in  volume  of  business  and  in  cost  of  transacting  its  business,  because  it 
has  not  the  proper  facilities.  The  difficulty  is  a  financial  one  and  has  been 
beyond  the  power  of  the  management  to  remedy." 

In  its  issue  of  November  3,  1911  (vol.  51.  p.  873),  the  Railway  Age  Gazette 
in  an  editorial  comment  on  the  1910-11  annual  report  of  the  Wabash  says  in 
part: 

"The  fact  is  that,  as  time  goes  on,  the  results  of  operation  of  the  property 
only  tend  to  show  more  strongly  that  the  operating  management  is  making  an 
uphill  tight  against  dishearteningly  difficult  financial  restrictions  imposed  by 
financial  mismanagement  in  the  past;  and.  to  add  to  its  own  financial  difficulty, 
the  Wabash  is  still  involved  in  the  difficulties  of  the  Wheeling  &  Lake  Erie 
and  the  Wabash-Pittsburg  Terminal  Railway  Co.— difficulties  which  were  im- 
posed by  the  ill-fated  attempt  to  gain  an  entrance  into  Pittsburgh. 

"  On  the  balance  sheet  this  year  there  is  shown  an  asset,  $9,816,211.  Wheel- 
ing &  Lake  Erie  three-year  notes,  with  interest  thereon,  which  notes  are  guaran- 
teed by  the  Wabash,  and  which  fell  due  in  1908,  but  which  the  Wheeling  & 
Lake  Erie  is  unable  to  take  up.  As  an  offsetting  liability,  on  the  Wabash  bal- 
ance sheet,  there  is  $9,808,000  obligations  to  bankers  in  connection  with  the 
Wheeling  &  Lake  Erie  notes. 

"Here  certainly  is  presented  a  financial  problem  of  a  road  which  in  the  best 
interest  of  the  shipping  and  traffic  public  should  be  maintained  and  improved 
to  the  fullest  extent,  a  problem  which  might  well  form  a  special  study  for  the 
Hadley  Securities  Commission  before  any  rigid  law  were  recommended  for  the 
l'egulation  and  restriction  of  the  issuance  of  railway  securities.  This  study 
might  be  of  equal  profit,  both  as  to  the  mistakes  in  the  past  and  as  showing 
what  problems  must  be  solved  for  the  future." 

In  its  issue  of  December  22,  1911  (vol.  51,  p.  1262),  the  Railway  Age  Gazette, 
in  an  editorial  referring  to  the  Wabash,  says  in  part: 

•'  That  the  Wabash  should  have  been  operated  in  such  a  way  as  to  keep  it 
out  of  the  hands  of  a  receiver  for  so  long  is  a  fact  that  its  operating  manage- 
ment may  well  be  proud  of.  Apparently  the  receivership  has  been  inevitable 
ever  since  1908,  but  in  the  meantime,  without  anywhere  nearly  adequate  addi- 
tional capital,  the  road  has  earned  its  fixed  charges.     *     *     * 

"  The  burden  of  the  receivership  will  have  to  be  borne  by  the  investors  who 
have  put  their  money  into  its  securities,  and  that  is  exactly  where  the  burden 
belongs. 

"  The  present  operating  management  of  the  road  is  not  responsible  for  the 
financial  mistakes.  The  mistakes  which  have  led  to  the  present  receivership 
have  been  commented  on  before  in  these  columns.  They  may  be  summed  up  by 
saying  that  the  credit  of  the  Wabash,  already  a  company  capitalized  at  a  higher 
figure  than  its  earning  power  warrants,  was  used  to  gain  an  entrance  for  the 
Gould  roads  into  Pittsburgh  and  was  exhausted  at  the  very  time  at  which  the 
Wabash  itself  should  have  used  the  credit  to  pay  for  additions  and  betterments 
to  its  existing  properties." 
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From  the  foregoing  comments,  and  other  Information  available,  it  appears 
that  the  receivership  of  the  Wabash  may  be  attributed  to  the  following  causes: 

1.  The  debenture  mortgage  of  1809. 

2.  The  tirst  refunding  and  extension  4  per  cent  mortgage  of  19()('>. 

3.  Use  of  Wabash  credit  by  the  Gould  interests  to  gain  an  entrance  into  Pitts- 
burgh. 

4.  Adverse  legislation. 

5.  Inadequate  facilities  to  meet  competition. 

We  have  heretofore  referred  to  the  enactment  of  the  2-cent  passenger-rate 
laws  by  all  of  the  States  in  which  the  Wabash  operates,  and  reference  has  also 
been  made  to  the  inadequate  facilities  of  the  Wabash  to  effectively  compete  with 
the  lines  operating  in  the  same  territory.  The  Wabash  Railroad  Co.  was  organ- 
ized in  1889.  The  reorganization  plan  under  -which  it  organized  called,  for 
the  issue  of  first  mortgage  bonds,  second  mortgage  bonds,  and  debenture  mort- 
gage bonds.  The  payment  of  these  bonds  was  secured  by  liens  covering  the 
Wabash  properties,  the  debenture  bonds  being  a  third  lien  upon  the  properties. 

The  debenture  mortgage  provided  for  an  issue  of  $3,500,000  of  6  per  cent 
series  A  and  $26,500,000  6  per  cent  series  B  bonds.  The  interest  on  the  de- 
bentures was  payable  only  in  the  event  that  it  was  earned.  The  interest  was 
noiicunmlative.  The  series  A  debentures  were  callable  at  par  within  five  years 
from  the  date  of  issue.  No  provision  was  made  to  call  the  series  B  debentures. 
The  debenture  holders  were  given  the  right  to  vote  at  stockholders'  meetings 
and  the  full  right  to  nominate  one-half  of  the  highest  even  number  of  directors. 

So  far  as  this  report  is  concerned,  the  important  provision  of  the  debenture- 
mortgage  is  that  relating  to  the  determination  of  the  net  income  available  to 
pay  interest.  Article  3,  providing  that  the  net  income  shall  be  ascertained  by 
the  board  of  directors,  reads  in  part  as  follows : 

"Such  amount  I  net  income)  shall  be  ascertained  by  deducting  from  the 
gross  earnings  of  said  company  all  current  expenses  for  operating  said  roads 
and  railroad,  and  such  sum  as  in  the  judgment  of  the  said  board  of  directors 
may  be  necessary  to  maintain  and  renew  said  road  and  its  equipment  and 
appurtenances,  and  to  keep  the  same  in  good  condition,  and  to  increase  its 
equipment  to  such  extent  as  may  be  commensurate  with  its  business  require- 
ments, and  to  pay  taxes,  rentals,  interest,  and  sinking-fund  installments  ac- 
crued or  to  accrue  on  any  and  all  mortgages  existing  on  the  properties  hereby 
conveyed,  and  to  satisfy  all  liens  and  charges  thereon  that  are  or  may  be  prior 
in  equity  to  this  mortgage." 

Before  paying  interest  on  the  debentures  or  declaring  any  dividends,  the 
board  of  directors  deducted  from  the  earnings  such  sums  as  they  deemed 
necessary  to  invest  in  additions  and  betterments.  As  time  passed  on  and  no 
interest  was  paid  on  the  series  B  debentures,  the  holders  thereof  became  im- 
patient and  threatened  the  company  with  legal  proceedings  to  determine  whether 
or  not  the  earnings  of  the  company  were  properly  applied.  To  the  Wabash 
management  it  became  obvious  that  the  debenture  mortgage  was  a  very  serious 
handicap.  To  relieve  the  company  of  it.  as  well  as  to  provide  for  future  financ- 
ing, the  stockholders  in  1906  authorized  the  creation  of  a  $200,000,000  first 
refunding  extension  4  per  cent  bond  issue. 

The  primary  and  immediate  object  of  the  creation  of  the  first  refunding 
extension  4  per  cent  bond  issue  of  1906  was  the  refunding  of  the  series  A  ami 
series  B  debentures  issued  under  the  mortgage  of  July  1,  1889. 

The  company  issued  $3,500,000  of  series  A  and  $26,500,000  of  series  B  de- 
bentures. The  financial  statement  of  the  Wabash,  dated  .May  1,  1915,  shows 
that  all  of  the  series  A  debentures  and  all  but  $1,256,000  of  the  series  B  de- 
bentures have  been  refunded  or  retired. 

Under  the  plan  of  refunding,  the  holder  of  $1,000  series  A  debentures  re- 
ceived in  exchange  therefor  (a)  $795  of  first-refunding  extension  4  per  cent 
bonds.  (6)  $580  of  preferred  stock,  (c)  $580  of  common  stock. 

The  holders  of  each  $1,000  series  H  debentures  received  in  exchange  therefor 
('/)  $720  of  first-refunding  extension  4  per  cent  bonds,  ( h )  $520  preferred 
stock,  (c)  $520  common  stock.  (See  Commercial  and  Financial  Chronicle,  vol. 
83.  p.  1099.) 

Speaking  of  the  refunding  of  the  debentures,  Presidenl  Delano  in  his  report 
for  1908-9  says : 

"The  immediate  effect  of  this  arrangement  has  been,  of  course,  to  substitute 
a  bond  carrying  a  fixed  charge  for  an  income  bond,  and  during  the  first  two 
or  three  years  of  the  operation  of  this  plan   it   has  put   some  additional  burden 
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on  the  income  of  your  company;  but  there  can  be  no  doubt  that  the  ultimate 

effect  of  the  plan  will  prove  advantageous.  Without  it  your  company  had  no 
method  of  capitalizing  additions  and  betterments  to  its  property,  and  such 
additions  and  betterments  could  only  he  made  to  the  very  limited  extent  that 
the  net  earnings  of  the  company  would  permit." 

It  was  the  hope  and  expectation  of  President  Delano  and  others  in  charge 
of  the  AVabash  affairs  to  use  the  first  refunding  and  extension  4  per  cent 
bonds  to  virtually  refinance  the  system.  The  financial  depression  in  1907  and 
1908,  as  well  as  the  unfortunate  attempt  of  the  Wabash  to  gain  an  entrance 
into  Pittsburgh,  made  the  sale  of  the  first  refunding  and  extension  4  per  cent 
bonds  impossible.  Ob  May  1,  1915,  $40,000,000  of  these  bonds  were  outstanding. 
The  major  portion  thereof  were  issued  to  refund  debentures  <»•  as  collateral, 
sold  out  upon  the  failure  of  the  company  to  pay  the  indebtedness  secured 
thereby. 

In  1903  or  1904  the  Gould  interests,  in  control  of  the  Wabash,  organized  the 
Pittsburgh-Toledo  Syndicate  for  the  purpose  of  gaining  an  entrance  for  the 
Wabash  into  Pittsburgh. 

The  plan  contemplated  the  purchase  of  the  Wheeling  ,V  Lake  Erie  and  the 
construction  of  a  60-mile  extension  from  Jewett.  Ohio,  on  the  Wheeling  &  Lake 
Erie  into  Pittsburgh.  For  this  purpose  members  of  the  syndicate  agreed  to 
raise  $20,000,000.  The  syndicate  constructed  the  00-mile  extension,  and  after 
its  completion  turned  it  over  to  the  Wabash-Pittsburgh  Terminal  Railway  Co. 
It  also  delivered  to  this  company  a  controlling-stock  interest  in  the  Wheeling  & 
Lake  Erie.  The  entire  stock  issue  of  the  Wabash-Pittsburgh  Terminal  Rail- 
way Co.  ($10,000,000)  was  delivered  to  the  Wabash,  which  also  acquired 
$0,600,000  of  the  Terminal  Co.'s  first  mortgage  4  per  cent  bonds  for  the  sum  of 
$6,000,000.  The  funds  necessary  to  acquire  the  bonds  were  obtained  through 
the  issue  of  a  short-term  note  secured  by  the  bonds  purchased.  Through  these 
transactions  the  Wabash  obtained  control  of  the  Wabash-Pittsburgh  Terminal 
Railway  Co.,  which  in  turn  controlled  the  Wheeling  &  Lake  Erie. 

The  increase  in  mileage  operated  from  1902  to  1915,  the  growth  in  operating 
revenue,  and  the  advances  in  fixed  charges  of  the  Wabash  are  shown  in  the 
table  on  the  following  page. 

Revenues  and  expenses. 

I  Date  from  company's  reports  to  its  stockholders.] 


Item. 


.Vf  iles  of  road  operated . 

<  )perat  ing  revenues 

Operating  expenses 


Net  operating  revenues . 
< ) perilling  ratio  (per  cent) 
Other  income 


Total  income . 


Deductions: 

Taxes 

Rentals  and  hire  of  equipment . .  . 

Interest 

Sinking  and  other  reserve  funds. . 
Discount  on  receiver's  certificate. 
Additions  and  miscellaneous. . .. 


Total. 


Surplus 

Dividends  on  series  A  debentures. 
Dividends  on  series  B  debentures. 

Balance 


2,483  I  2,4X6 

$19,053,493   $21,140,831 
$13,847,436   $15,815,662 


1902 


1903 


$5,206,057  ,  $5,325,167 

72.68  !     74.81 

$418,155    $531,428 


$5,624,212  J  $5,856,595 


627,930    664,703 

805, 326    898, 518 

2,964,757  |  3,034,513 


814,740 


5,212,753 


411,459 
210, 000 


852,711 


5,  4.50, 445 


406, 150 
210,000 


1%,  150 


1904 


1905 


2,517  ,  2,517 
$23,023,626  $24,696,600 
$17,683,509  '$20,503,443 


$5,340,117  $4,193,156 

76.81      83.02 

$641,347    $875,262 


$5,981,465  j  $5,068,418 


750,159  I    826,624 

964,438    883,624 

3,092,423   3,468,572 


1,055,154   1,348,970 


5, 862, 174   6, 527, 790 


119,291 
105,000 


i  1,459,372 


14,291  ,  U,459,372 


1906 


2,517 
$25,015,279 

$18,077,887 


$6,937,491 

72.27 

$1,231,845 


$8, 169, 336 


915,909 

947,960 

3, 787, 651 


2,008,484 
7,660,004 


509, 333 


509,333 


»  Deficit. 
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■  Item. 

1907 

1908 

1909 

1910 

1911 

Miles  of  road  operated 

2,516 
$27,432,473 

$19,505,147 

2,515 
$25,740,474 
$18,843,747 

2,515 
$25,868,033 
$18,757, 184 

2,515 
«s,  xx«,055 
$20, 536, 223 

2,515 

$29, 884, 037 
$22, 366, 183 

$7,927,326 

71.10 

$942, 528 

$6, 896, 326 

73.21 

$878,  504 

$7,  11(1,X-1'.) 

72.51 

$1,137,445 

$8,349,833 

71.23 

$721,166 

$7,517,854 

74.91 

$690,123 

Other  income 

$8, 869, 854 

$7,  774, 830 

$8, 248, 294 

$9,070,999 

$8, 207, 977 

Deductions: 

Taxes 

883,  SSI 

918,472 

1,001,636 

727,470 
1,469,609 
4,058,351 

809, 637 

1,5*2, 4S6 
4,291,612 

851, 324 

2,294,747 

5,173,563 

62, 340 

920,872 
2,  521,  OKU 
4,895,034 

Interest 

Discount  on  re  leiver's  certificate 

2,119,530 

932,  534 

983,818 

143,306 

Total 

7,923,189 

7,187,964 

1    7,667,553 

8, 525, 280 

'.«i>,  in;.-) 
210,000 
265, 000 

586, 866 
105,000 
265, 000 

580, 741 
210,000 
530,000 

545, 719 

Dividends  on  series  A  debentures 

Dividends  on  series  B  debentures 

Balance 

461,665 

216,866 

i  159,259 

545,719 

«  403, 421 

Item. 

19121              1913  5 

1914  J 

1915  2 

Miles  of  road  operated 

2,515              2,515 
.$28,354,764   $31,769,286 
$23,150,484   $24,693,489 

2,515 
$30,022,495 

$24,403,833 

2  519 

$29,082,7X8 
$23,178,837 

Operating  expenses 

Net  operating  revenues 

$5,204,280     $7,075,797 

81.55              77.62 

$610,819  ,       $702,050 

$5,618,662 

81.41 

$725, 558 

$5  903  951 

Operating  ratio  (per  cent ) 

'     79  67 

Other  income 

$453, 309 

Total  income 

$5,815,099  i  $7,777,847 

$6, 344, 220 

$6  357  260 

Deductions: 

Taxes 

851,629           905,892 

2, 609, 459       2, 608, 372 

4,242,570       4,076,032 

60,140            58  680 

1,044,309 

2,694,567 

4,084,291 

57, 160 

229, 535 

912,672 

972,946 
2  948  2X9 

Interest 

3  4  326  X2X 

Sin  ting  and  other  reserve  funds 

Discount  on  receiver's  certificate 

18, 750 

48fi   4.W 

166  922 



273,858 

783  043 

Total 

8,037,656!     8,154,179 

9,023,134 

9  198  028 

Surplus 

4  2,222,557        *  376, 332 

4  2,678,914 

*  2, 840, 768 

Dividends  on  series  A  debentures 

Dividends  on  series  B  debentures 

Balance 

*  2, 222  557  '      *  276  332 

*  2, 678, 914 

<  2, 840, 768 

1  Includes  operation  of  receivers  from  Dec.  26,  1911,  to  June  30,  1912. 

3  Company  and  receivers'  accounts  consolidated  1912-13:  1913-14:  1914-15. 

» Includes  miscellaneous  deductions.  Interest  on  first  refunding  and  extension  4's  not  included  in  in- 
come account  for  1912,  1913, 1914,  or  1915. 

4  Deficit. 

Note.— During  1907-8,  $779,360  and  in  1906  7,  $3X3,160  interest  on  first  refunding  and  extension  4'» 
charged  to  profit  an  1  loss  to  which  was  credited  $328,550  in  1908  and  $411,091  in  1907,  interest  on  debenture3 
earned  by  company.  Total  interest  paid  on  debentures  1908,  $370,000  and  $475,000  in  1907.  Had  interest 
been  charged  direct  to  income  account  surplus  in  1907,  $489,596  and  deficit  in  190X,  $253,944. 
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The  revenues  and  expenses  per  mile  of  road  operated  are  shown  in  the  follow- 
ing table : 

Revenues,  expenses,  and  fixed  charges  per  mile  of  road  operated. 

[Data  from  Moody's  Analyses  of  Investments.) 


A verage 

miles 
operated. 

Gross 
revenues. 

Maintenance 

All  other 

Years  ended  June  30— 

Way. 

Equip- 
ment. 

Total. 

operating 
expenses. 

1907 

2,516 
2,515 
2,515 
2,515 
2.515 
2,515 
2,515 
2,515 
2,519 
2,519 

$10, 904 
10,234 
10. 286 
11,486 
11,844 
11,276 
12, 634 
11,937 
11.545 
13,  778 

$1,092 
1,085 
1,238 
1,432 
1,441 
1.547 
1.722 
1 .  602 
1.492 
1.521 

$1,557 
1,731 
1.577 
1.637 
1,936 
2.113 
2,119 
2,243 
1.374 
2,135 

$2, 649 
2,816 
2,815 
3,069 
3,377 
3,660 
3,841 
3.845 
2.866 
3,656 

$5. 104 

1908 

4,676 

1909 

4,644 

1910 

5,097 

1911 

5.577 

1912 

5, 446 

1913 

5,979 

1914 

5,859 

1915 

6, 335 

1916  * 

5,776- 

2,516 

11,592 

1,417 

1,842 

3,259 

5,449 

Years  ended  June  30 — 


1907 

1908 

1909 

1910 

1911 

1912 

1913 

1914 

1915 

1916  2 

10-year  average 


Net 
operating 
revenues. 


$3, 151 
2.742 
2.827 
3,320 
2,990 
2,070 
2.814 
2. 233 
2.344 
4,346 


2.884 


Total 
net 

income. 


$3,525 
3.019 
3.205 
3,668 
3,315 
2.313 
3,093 
2.523 
2,532 
4,522 


Taxes 
accrued. 


$351 
289 
322 
338 
367 
339 
360 
415 
386 
410 


Fixed 
charges. 


Surplus 

over 
charges. 


3,173 


358 


$2, 193 

2,  497 

2,653 
3,087 
3,119 
2,857 
2. 882 
2,  789 
2,963 
2.672 


$981 

233 

230 

243 

•161 

'883 

'  149 

'  681 

1817 

1,440 


2.771 


44 


Dividends 
paid. 


$188 
147 
294 


6S 


1  Deficit. 


;  Figures  for  new  Wabash  Ky.  Co. 


It  should  be  noted  thai  the  figures  for  1916  represent  the  result  of  operation 
of  the  new  Wabash  Railway  Co.  We  find  that  the  fixed  charges  per  mile  of 
road  operated  were  reduced  from  $2,963  in  1915  to  $2,072  in  1916.  This  reduc- 
tion was  the  direct  result  of  putting  into  effect  the  reorganization  plant  outlined 
below. 

As  reported  in  the  plan  of  reorganization,  the  capitalization  of  the  Wabash  on 
May    1,    1915,   aggregated   $222,319,377.     Tins   capitalization    consisted    of   the 
following : 
Underlying  bonds : 

First  mortgage  bonds,  S  per  cent.  May,  1939 $33,  900,  0<M> 

Second  mortgage  bonds,  .1  per  cent,  February,  1939 14,000,000 

Debenture  mortgage  bonds  (unexchanged) 1,256,000- 

First  lien  terminal  bonds,  4  per  cent,  January,  1954 3,555,000 

Toledo  &  Chicago  Division  bonds,  4  per  cent,  March.  1941 3,000,000 

Detroit  &  Chicago  extension  bonds,  5  per  cent,  July,  1941 2,  831,  000 

Omaha  Division  bonds.  3i  per  cent,  October,  1941_ 3,173,000 

Des  Moines  Division  bonds,  4  per  cent,  January,  1939 1,  600,  000 

Kansas  City,  Excelsior  Springs  &  Northern  bonds,  4  per  cent, 

January,    1928 100,000 

Columbia  &  St.  Louis  bonds,  4  per  cent,  May,  1942 200,  000 


Equipment  obligations: 

Receiver's  equipment  notes $1,545,000 

Gold   sinking-fund   bonds 1,575,000 


63,  615.  000 


3,  120,  000 
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Old  equipment  obligation  fixed  by  decree  <>f  court  (known  as  Comp- 

ton  judgment) $950,  377 

First  refunding  and  extensions  mortgage  bonds: 

Principal  of  bonds $40,600,000 

Coupons  in  default  on  the  same 5,  684,  000 

46,  284,  000 

Receiver's   certificates 15,  950,  000 

Preferred  stock 39,200,  000 

Common  stock 53,  200,000 

Total  present  fixed  capitalization 222.  819.377 

Annual  interest  charge  (inclusive  of  interest  on  outstanding  re- 
ceiver's certificates  and  on  $5,000,000  of  first  refunding  and 
extensions  mortgage  bonds  sold  under  44  per  cent  note  trust 
agreement,  but  exclusive  of  interest  on  44  per  cent  notes) 5,  795,  278 

In  addition  to  tbe  foregoing  there  are  unsecured  claims,  arising  from 
guaranties,  indorsements,  and  otherwise,  against  the  Wabash  Railroad  <  '<».,  the 
amount  of  which  can  not  be  immediately  and  accurately  ascertained  or  stated. 

The  $5,000,000  extended  44  per  cent  gold  notes  due  May  1,  1913,  are  not  in- 
cluded in  the  foregoing  statement  of  present  capitalization,  for  the  reason  that 
the  collateral  securing  the  same  has  been  sold  under  proceedings  for  the  fore- 
closure of  the  note  trust  agreement,  but  the  $5,000,000  first  refunding  and 
extension  mortgage  bonds  embraced  in  that  collateral  are  included  in  the  said 
statement  of  present  capitalization. 

The  capitalization  per  mile  of  road  of  the  Wabash  is  reported  in  Moody's 
Analyses  of  Investments,  as  follows : 

Capitalisation  per  mile  of  road. 
(Data  from  Moody's  Analyses  of  Investment.) 


Years  ended  June 
30— 

Stock  outstand- 
ing and  per  cent 
of  whole. 

Bonds  out-        Rentals 

standing  and       capital- 

per  cent  of        ized  at  5 

whole.           percent. 

Total 

gross 

capital. 

i  Iwned 

by  com- 
pany as 

per 
balance 
sheet. 

Net 
capitali- 
zation. 

Net  in- 
come on 

net 
capitali- 
zation. 

1907 

$35, 699 
36. 125 
36.  693 
37. 239 
36,  739 
36, 739 
36, 739 

P.ct. 
45 
43 
46 
45 
43 
41 
44 

$44, 479 
46, 937 
43,843 
45,278 
51,008 
46, 620 
46,199 
49,381 
49.013 
26. 562 

P.ct. 

55  !          $202 
57              203 

$80, 380 
83.265 
so, 536 
82,517 
87, 747 
83,359 
82, 938 
86, 120 
86. 847 
S2.0S7 

$10,206 

10.  IYM\ 
6,703 
9,109 

12,019 
4,132 
4,132 
6,746 
4,820 
4.831 

$70,174 
72, 629 
73, 833 
73. 40S 
75,  728 
79. 227 
78, 806 
79,374 
82, 027 
77,256 

Per  cent. 
5 

1908 

4.2 

1909... 

54 
55 

57 

4.3 

1910 

5 

1911 

4.4 

1912 

56 

3 

1913 

56 
57 
57 
33 

3.9 

1914 

36. 73!)          13 
36.681  j      43 
54,973  |      67 

3.2 

1915 

553 
552 

3.1 

1916  ' 

5.9 

10  years' average. 

38. 137 

46 

44,992 

54  |            151 

83.580 

7,333 

76,247 

4.2 

1  Capitalization  of  Wabash  Railway  Co.  (the  new  company).    It  is  to  be  noted  that  the  total  capitaliza- 
tion is  still  high,  but  that  of  the  total,  67  per  cent  represents' stock  and  33  per  cent  bonds. 

Attention  is  called  to  the  capitalization  per  mile  as  shown  in  the  foregoing 
table  for  the  year  1915,  as  compared  with  the  year  1916.  In  1915  the  stock 
outstanding  represented  43  per  cent  of  the  total  capitalization,  and  in  1916,  67 
per  cent,  whereas  the  bonds  in  1915  represented  57  per  cent  of  the  total  capi- 
talization and  in  1916,  35  per  cent.  The  proportionate  increase  in  the  stock 
and  the  proportionate  decrease  in  the  bonds  outstanding  on  Tune  30,  1916.  as 
compared  with  June  30,  1915,  was  caused  by  putting  into  effect  the  reorganiza- 
tion plan  outlined  below. 

The  reorganization  committee  estimated  the  cash  requirement  of  the  new 
Wabash  at  $27,720,000.  It  was  intended  to  raise  the  $27,720,000  by  an  assess- 
ment of  $30  per  share  on  the  holders  of  preferred  and  common  stock.  The  reor- 
ganization plan  required  that  the  holders  of  first  refunding  and  extension  mort- 
gage bonds  assenting  to  the  plan  should  agree  to  pay  the  difference  between 
the  $27,720,000  and  the  amount  paid  into  the  treasury  of  the  new  company  by 
the  stockholders.  The  maximum  obligation  of  a  bondholder  in  case  no  assess- 
ments were  paid  by  the  stockholders  amounted  to  $682.76  per  $1,000  bond.  In 
■exchange  for  such  payment  the  bondholder  received  (1)  $1,137.93  par  value  of 
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profit-sharing  stock  A;  (2)  $1,200  par  value  of  convertible  preferred  stock  B; 
(3)  $1,072.41  par  value  of  common  stock. 

The  bondholders  were  also  to  receive  in  cash  the  face  amount  of  the  coupon 
due  January  1,  1912,  together  with  interest  thereon  at  the  rate  of  6  per  cent. 
Bondholders  who  had  previously  received  the  face  amount  of  this  coupon  were 
released  from  the  obligation  to  repay  the  amount  so  received. 

Inasmuch  as  the  stock  of  the  Wabash  at  the  time  of  reorganization  was  selling 
for  less  than  $30  per  share,  the  stockholders  found  it  to  their  advantage  not  to 
pay  the  assessment.  If  they  desired  stock  of  the  new  company,  it  was  cheaper 
for  them  to  purchase  it  in  the  open  market.  As  a  result  of  this  condition  practi- 
cally all  of  the  $27,720,000  had  to  be  paid  by  the  holders  of  first  refunding  and 
extrusion  bonds. 

The  reorganization  plan  left  outstanding  and  undisturbed  obligations  in  the 
amount  of  $65,158,000,  consisting  of  («)  underlying  bonds,  $62,302,000;  (b) 
debenture  mortgage  bonds.  $315,000;  (c)  equipment  obligation,  $2,541,000. 

The  reorganization  plan  provided  for  the  issue  of  new  securities  as  follows: 

1.  Five  per  cent  profit-sharing  preferred  stock  A,  $46,200,000. 

2.  Five  per  cent  convertible  preferred  stock  B,  $48,720,000. 

3.  Common  stock,  $43,540,000. 

4.  Four  per  cent  gold  notes  due  not  later  than  May  1.  1920,  $1,500,000. 

The  5  per  cent  profit-sharing  preferred  stock  A  is  entitled  to  receive  preferen- 
tial dividends,  such  dividends,  however,  being  noncumulative.  This  stock  may 
be  redeemed  at  the  option  of  the  new  company,  at  any  time  after  the  years  from 
the  date  of  its  issue,  at  110. 

The  convertible  preferred  stock  B  is  entitled  to  receive  preferential  divi- 
dends in  each  fiscal  year  up  to  the  amount  of  5  per  cent,  after  payment  of  the 
full  5  per  cent  dividend  on  the  profit-sharing  preferred  stock  A.  Such  divi- 
dends shall  be  noncnmulative.  The  holders  of  the  convertible  preferred  stock 
may.  at  any  time  after  August  1,  1918,  and  up  to  30  days  prior  to  any  date 
fixed  for  the  redemption  of  the  entire  issue  of  the  profit-sharing  preferred 
stock  A.  convert  the  same  into  and  exchange  the  same  for  profit-sharing  pre-' 
ferred  stock  A  and  common  stock  of  the  new  company  at  the  rate  of  $50  par 
value  of  profit-sharing  preferred  stock  and  $50  par  value  of  common  stock  for 
each  $100  par  value  of  convertible  preferred  stock.  The  convertible  preferred 
stock  may  be  redeemed  at  110  at  any  time  after  five  years  of  the  date  of  its 
issue. 

The  $1,500,000  of  4  per  cent  gold  notes,  due  not  later  than  May  1,  1920.  is 
secured  by  2.400  shares  of  the  stock  of  the  Belt  Railway  Co.  of  Chicago  and 
1,217  shares  of  the  stock  of  the  American  Refrigerator  Transit  Co. 

In  addition  to  the  issue  of  the  foregoing  securities,  there  may  be  issued  addi- 
tional stock,  not  exceeding  $5,000,000  par  value,  to  settle  the  claims  of  unsecured 
creditors. 

The  stock  of  the  new  company  and  the  4  per  cent  gold  notes  are  to  be  dis- 
tributed as  follows : 

Five  per  cent  profit-sharing  preferred  stock  A,  to  holders  of  the 
1  (referred  stock  and  common  stock  of  the  existing  Wabash  Co., 
upon  making  the  payments  in  cash  of  30  per  cent  of  the  par  value 
of  their  holdings  and  surrender  of  stock $46,  200,  (HX> 

Five  per  cent  convertible  preferred  stock  B,  to  holders  of  first 
refunding  and  extensions  mortgage  bonds  assenting  to  the  plan 
and  thereby  assuming  the  obligations  provided  for  in  Paragraph 
VII  of  the  plan  for  the  principal  amount  of  their  bonds  and  de- 
faulted coupons  thereon  (aggregating,  as  of  July  1,  1915,  14 
per  cent,  exclusive  of  the  coupon  of  Jan.  1,  1912,  payable  in 
cash,  with  interest  as  hereinafter  stated),  120  per  cent  of  such 
principal  amount  of  their  bonds 48,  720,  0OO 

Common  stock,  to  holders  of  the  preferred  stock  and  common  stock 
of  the  existing  Wabash  Co.,  upon  making  the  payments  herein- 
before  mentioned 43,  540,  00o 

Four  per  cent  gold  notes,  to  be  issued  pursuant  to  the  agreement 
with  the  committee  representing  the  extended  4i  per  cent  gold 
notes,  as  above  provided 1,  500,  000 

Total  new  securities 139,960,000 

Note. — Under  Paragraph  VII,  holders  of  the  first  refunding  and  extension  mortgage 
bonds  assenting  to  plan  agree  to  pay  the  difference  between  the  $27,720,000  cash  required 
and  the  amount  paid  in  by  the  stockholders  under  the  $30  per  share  assessment. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  2109 

Schedule  of  (list filiation  to  security  holders  participating  in  the  plan. 


Existing  securities. 

Profit  sharing          Convertible 
preferred  stock  A.   preferred  stock  B. 

Common  stock. 

Per 

cent . 

Amount. 

Per 
cenl 

Amount. 

Pel- 
cent. 

Amount , 

$40,600,000  first  refunding  and  extension  mort- 
gage bonds,  with  all   matured  ami  unpaid 
coup  us,  except  the  coupon  of  -lan.  l,  1912 

(whih  will   be   paid   to  assenting  holders  in 
Cash,  wiili  interest)  assuming  the  obligations 

120 

$48,720,000 

139,200,000  preferred  stuck,  upon  payment  of  30 

50 
50 

$19,600,000 
26,600,000 

50 
45 

$19,600,000 

23,940,(1(1(1 

$53,200,000  fomin  in  stock,  upon  payment  of  30 
percent  of  t  he  par  \  alue  ami  surrender  of  stock. 

Total 

46,  J Kill,  (Hid 

48,720,000 

43,540,000 

The  table  on  a  preceding  page  shows  the  capitalization  of  the  Wabash  on 
May  1,  1915,  as  aggregating  $222,319,377.  Under  the  reorganization  plan  the 
total  capitalization  of  the  new  company  aggregates  $205,118,000.  The  decrease 
in  the  capitalization  amounts  to  $17,201,377.  The  total  stock  outstanding  of 
the  old  Wabash  amounted  to  $92,400,000,  as  compared  with  $138,400,000  of  the 
new  company.  Fixed  interest-bearing  obligations  were  reduced  from  $124,235,- 
000  to  $00,658,000.  The  reduction  in  the  fixed  interest-bearing  obligations  was 
brought  about  by  converting  $40,600,000  of  first  refunding  and  extension  mort- 
gage bonds  into  stock  and  by  the  payment  of  receiver's  certificates  aggregating 
approximately  $16,000,000.  The  fixed  charges  prior  to  reorganization  amounted 
t.i  $5,795,278;  after  reorganization,  as  per  plan,  $3,183,915,  being  a  decrease  of 
82.611,363. 

Reorganization  of  Western  Maryland  Railway  Co. 

The  appointment  of  a  receiver  in  1908,  the  foreclosure  sale  in  1909,  and  a 
voluntary  reorganization  in  1916  is  indicative  that  financial  difficulties  have 
been  encountered  by  the  Western  Maryland. 

In  1905  Western  Maryland  operated  544  miles  of  road.  The  line  extended 
from  Baltimore,  via  Hagerstown  and  Cumberland,  Md.,  to  West  Virginia  coal 
fields.  Subsequently,  as  will  appear  hereafter,  an  extension  was  built  from 
Cumberland  to  Connellsville,  Pa.  In  1916  the  company  operated  676  miles. 
Prior  to  1900  and  for  some  years  thereafter  the  road  was  owned  by  Baltimore 
capitalists.  In  1906  the  Gould  and  Rockefeller  interests  secured  control.  It 
was  then  planned  to  use  the  Western  Maryland  as  the  Atlantic  seaboard  outlet 
for  the  Gould  system.  By  the  construction  of  100  miles  of  road  it  could  have 
been  connected  with  the  Wheeling  &  Lake  Erie.  In  1908  several  of  the  Gould 
lines,  including  the  Western  Maryland,  were  placed  under  the  control  of  re- 
ceivers. The  Railway  Age  Gazette  attributes  receivership  of  Western  Maryland 
in  1908  to  the  lack  of  working  capital  and  the  uncertainty  of  the  interpretation 
of  the  commodity  clause  of  the  Hepburn  Act. 

At  this  time  Western  Maryland  owned  extensive  coal  fields  in  West  Virginia; 
It  appears  that  the  earnings  of  the  company  in  1908  were  sufficient  to  pay 
fixed  charges,  but  were  not  adequate  to  pay  maturing  debt  amounting  to 
$3,776,750  due  April  1,  1909.  In  1909  the  property  was  sold  at  foreclosure  sale 
to  a  committee  representing  the  general-lien  and  convertible  bondholders  for 
$6,951,950,  subject  to  $50,951,950  indebtedness. 

The  1909  reorganization  plan  in  contrast  with  the  former  capitalization 
shows  the  following: 

(a)   Capitalization  prior  to  foreclosure  sale.  1909: 

Bonds  and  guaranteed  stock  in  default $50,951.95(1 

General-lien  and  convertible  bonds  in  default,  including  in- 
terest   10,  836,  000 

Receiver's    obligations 4,  492.  846 

Notes,  accounts,  and  claims  admitted 2,269,451 
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( I) )   Capitalization  of  new  company: 

Bonds  and  guaranteed  stock  remaining  undisturbed 50,951.950 

Nbncumulative  4  per  cent  preferred  stock .  10,000,000 

Common  stock  to  be  issued 23,959,560 

Cash  requirements  in  1909 8,274,160 

Reorganization  and  improvements  about 1,511,863 

Receiver's    certificates 4,  492.  846 

Notes,  accounts,  and  claims  admitted 2,269.451 

The  cash  required,  $8,274,160,  was  to  be  raised  by  the  sale  of  $20,6S5,400  of 
common  stock.  This  stock  was  purchased  by  Blair  &  Co.  and  offered  to  deposi- 
tors under  the  plan  on  the  following  basis : 

(a)  To  holders  of  certificates  of  deposit  for  $10,000,000  general-lien 
convertible  bonds.  50  per  cent  of  their  holdings,  i.  e.,  $5,000,000 
for  40  per  cent  of  its  par  value,  or $2,000,000 

ihi  To  holders  of  $15,685,400  stock  in  exchange  for  their  old  stock 
and  on  the  payment  of  40  per  cent  of  the  par  value  thereof  in 
cash.  100  per  eeiit  of  their  holdings,  i.  e..  common  stock.  for__     6,274,160 

Common  stock  in  the  amount  of  $S26.000  was  also  issued  to  refund  a  like 
amount  of  overdue  interest  on  the  $10,000,000  general-lien  convertible  bonds  and 
j?2,438,160  of  common  stock  was  issued  for  reorganization  purposes. 

The  4  per  cent  noncuniulative  preferred  stock  was  issued  in  exchange  for  the 
$10,000,000  general-lien  convertible  bonds. 

The  fixed  charges  of  the  new  company  in  1909  were  estimated  at  $2,184,598, 
or  s7.'>.."..<i."h  less  t linn  the  fixed  charges  prior  to  reorganization.  (Commercial 
and  Financial  Chronicle,  vol.  89,  p.  287.) 

In  regard  to  the  1!»0!>  reorganization,  the  Railway  Age  Gazette  in  an  editorial 
(vol.  58,  p.   173)   says  in  effect: 

"The  capitalization  of  the  reorganized  company  was  still  high  for  a  road 
which  could  depend  only  upon  the  development  of  local  traffic  and  on  the  coal 
traffic  in  a  highly  competitive  territory." 

The  plan  of  reorganization  called  for  the  issue  of  $33,959,560  stock  and  ap- 
proximately $50,951,950  of  bonds  outstanding.  This,  on  the  owned  and  leased 
lines  as  in  1907,  was  at  the  rate  of  $94,000  of  bonds  and  $63,000  of  stock  per 
mile.    The  fixed  charges  of  $2,184,598  represent  about  $4,000  per  mile. 

Through  the  process  of  reorganization  the  Gould  interests  were  apparently 
wiped  out  and  the  Rockefeller  interests  obtained  control  of  the  Western  Mary- 
land. The  line  was  without  a  western  connection.  To  obtain  this  a  traffic 
agreement  was  entered  into  with  the  Pittsburgh  &  Lake  Erie,  a  subsidiary  of 
the  New  York  Central.  In  order  to  reap  the  benefit  of  this  traffic  agreement 
Western  .Maryland  found  it  necessary  to  construct  an  87-mile  extension  from 
Cumberland,  Md.,  to  Connellsville,  Pa.,  the  southeastern  terminus  of  the  Pitts- 
burgh &  Lake  Erie.  The  proposed  extension  was  across  the  Allegheny  Moun- 
tains and  called  for  estimated  expenditures  of  from  $75,000  to  $100,000  per 
mile.  In  spite  of  this  heavy  expenditure,  the  plans  of  the  Western  Maryland 
were  looked  upon  as  a  signal  achievement  inasmuch  as  they  gave  the  road  an 
entrance  into  Pittsburgh  and  the  New  York  Central  a  direct  line  to  Baltimore. 
It  was  estimated  that  the  construction  of  the  Connellsville  extension  would 
increase  the  gross  operating  revenues  of  Western  Maryland  from  $7,500,000  to 
$12,000,000.  These  estimates  have  since  proven  to  be  too  large.  The  extension 
was  placed  in  operation  in  1913.  In  1914  the  gross  operating  revenues  were 
$8,265,000;  in  1915,  $8,683,000;  and  in  1916,  $10,930,000. 

The  construction  of  the  Connellsville  extension,  together  with  the  acquisition 
and  development  of  terminal  properties  which  it  was  deemed  necessary  to 
acquire  in  view  of  the  traffic  agreement  with  the  Pittsburgh  &  Lake  Erie,  have 
proved  an  unbearable  burden  to  Western  Maryland.  In  1909,  after  the  reor- 
ganization, the  Western  Maryland  had  stock  and  bonds  outstanding  in  the 
amount  of  approximately  $85,000,000. 

In  December,  1916,  liabilities  of  the  company  were  reported  in  excess  of 
$145,000,000,  representing  an  increase  of  $60,000,000.  The  increase  in  capi- 
talization is  shown  by  the  following: 
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After  reor- 
ganization, 
1909. 


June  30, 1916. 


Common  st ock $23, 959, 5(10 


Preferred  stock. 

First-mortgage  bonds 

Divisional  bonds 

Guaranteed  stock 

Bonds  of  leased  lines 

Equipment  notes   

Secured  gold  notes 

( ini'-vear  notes 

Loan's  and  bills  payable 

Other  working  capital  liabilities. 

Total 


10,000,000 

42,518,000 

6,200,000 

574,650 

1,659.300 


84.911.510 


$49,429,198 

10,000,000 

46,624,000 

2,038,000 

28,000 

2,232,300 

2,657,138 

10.000,000 

3,000,000 

4.985,000 

4, 079, 614 


135,073,250 


The  liabilities  as  of  June  30,  1916,  do  not  take  into  account  the  $3,000,000 
note  indebtedness  referred  to  in  the  present  reorganization  plan  nor  the 
$6,500,000  equipment  trust  notes  issued  in  December,  1916,  to  acquire  5,000 
freight  cars. 

On  March  31,  1910,  the  common  and  preferred  stockholders  of  record  April  5 
were  given  an  option  to  purchase  the  unissued  $25,469,670  of  common  stock  at 
$50  per  share.  Each  stockholder  was  permitted  to  purchase  common  stock  In 
an  amount  not  exceeding  75  per  cent  of  his  holding. 

According  to  the  Railway  Age  Gazette  the  proceeds  obtained  from  the  sale 
of  this  stock  were  used  to  build  the  Connellsville  extension,  the  immediate 
construction  of  which  was  undertaken  by  the  Connellsville  &  State  Line  Rail- 
way Co.  and  Georges  Greek  &  Cumberland  Railroad  Co..  both  proprietary  com- 
panies of  the  Western  Maryland.  Western  Maryland  owns  the  entire  $3,000,000 
capital  stock  of  the  Connellsville  &  State  lane  Railway  and  the  entire  $3,500,000 
capital  stock  of  Georges  Creek  &  Cumberland  Railroad. 

Under  a  trust  agreement  dated  January  1,  1912,  Western  Maryland  issued 
$10,000,000  three-year  5  per  cent  secured  gold  notes.  Subsequently  the  com- 
pany issued  unsecured  notes,  which  on  December  14,  1914  (Commercial  and 
Financial  Chronicle,  vol.  100,  p.  56),  aggregated  $16,000,000.  The  $16,000,000 
of  notes  were  sold  primarily  for  the  completion  and  equipment  of  the  Con- 
nellsville extension,  additional  shop  facilities,  yards,  terminals,  equipment,  and 
other  improvements.  The  $16,000,000  of  notes  matured  on  July  1,  1915.  Interest 
on  the  notes  was  defaulted  on  January  1,  1915.  A  note-holders'  committee  was 
appointed,  which  issued  a  circular  asking  the  note  holders  to  deposit  their  notes 
with  the  Bankers'  Trust  Co.  It  appears  that  notes  largely  in  excess  of  a 
majority  are  owned  by  members  of  the  board  of  directors  and  the  larger 
stockholders,  who  since  1914  have  been  carrying  the  property  and  thus  avoiding 
the  appointment  of  a  receiver.  The  note-holders'  committee  has  since  1914  been 
engaged  in  working  out  a  financial  plan  looking  to  the  general  readjustment  of 
the  financial  setup  of  Western  Maryland.  On  October  27,  1916,  Carl  R.  Gray, 
president,  submitted  a  reorganization  plan  to  the  stockholders  of  Western 
Maryland.  The  report  indicates  that  the  plan  has  been  unanimously  approved 
by  the  stockholders. 

To  quote  from  this  plan: 

"  For  some  time  past  the  management  has  had  in  consideration  plans  for  the 
readjustment  of  the  company's  financial  structure  so  as  to  provide  moneys  for 
the  discharge  of  its  matured  indebtedness  and  capital  currency  for  its  future 
needs.  , 

"  Matured  note  indebtedness  of  the  company  is  outstanding  in  the  principal 
amount  of  $16,000,000  upon  which  there  is  approximately  $2,000,000  of  accrued 
interest,  and  the  company  has  also  borrowed  from  the  Western  Maryland  note- 
holders' committee  further  sums  aggregating  $3,250,000,  making  a  total  indebt- 
edness of  $21,250,000,  for  which  provision  must  be  made." 

In  considering  plans  of  financial  readjustment  it  has  seemed  indispensable  to 
provide  for  a  substantial  reduction  of  present  fixed  charges  which  exceeded  per 
mile  of  road  those  of  any  other  road  of  a  similar  character  located  in  competi- 
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tive  territory  and  to  care  for  the  full  recognition  of  the  legal  rights  of  the  note 
holders.    The  reorganization  plan  provides  for  the  following  capitalization: 

Common  stock $50, 000,  000 

First  preferred  7  per  cent  cumulative 18,  000,000 

Second  preferred  4  per  cent  noncumulative  stock 10,  000,  000 

First  and  refunding  honds 1 50,  000,  ( )( H I 

The  first  and  refunding  bonds  are  appropriated  for  the  following  purposes  : 

To  retire  underlying  bonds $50,000,000 

For  general  corporate  purposes 7,  500,  000 

For  acquisition  and  improvement  of  terminals 25,000,000 

For  extensions,  equipment,  additions,  and  betterments 67,500,000 

Of  the  $7,500,000  of  bonds  set  aside  for  general  corporate  purposes,  $5,0(X),000 
are  to  be  issued  forthwith  in  order  to  obtain  funds  to  liquidate  loans  aggregat- 
ing $3,250,000  and  to  furnish  working  capital. 

The  newly  organized  company  would  have  outstanding: 

Common  stock $50,  (MM),  000 

First  preferred  7  per  cent  cumulative  stock IS.  000,  000 

Second  preferred  4  iter  cent  noncumulative  stock 10,000,000 

Underlying  bonds 1 1 7,  000 

First  and  refunding  bonds 5,000,000 

The  reorganization  plan  also  contemplates  distribution  of  $3,960,000  of  stock 
of  the  Davis  Coal  &  Coke  Co.  and  $4,500,000  of  stock  of  Monongalia  Coal 
Lands  Co. 

Holders  of  the  outstanding  common  and  first  preferred  stock  were  asked  to 
exchange  their  holdings,  share  for  share,  for  second  preferred  and  common  stock 
of  the  new  company.  In  addition,  they  will  be  offered  an  opportunity  to  sub- 
scribe for  new  tirst  preferred  7  per  cent  cumulative  stock.  For  each  $100  sub- 
scription of  first  preferred  the  subscribers  are  to  receive  first  preferred  stock, 
$100:  stock  of  the  Davis  Coal  &  Coke  Co.,  $22:  stock  of  Monongalia  Coal  Lands 
Co.,  $25. 

The  proceeds  obtained  from  the  issue  of  $18,000,000  of  tirst  preferred  stock 
will  be  used  to  pay  off  outstanding  notes  long  since  overdue.  The  advantages 
of  this  plan  are  summarized  as  follows: 

"Through  the  elimination  of  $18,000,000  of  indebtedness  threatening  the  in- 
tegrity of  the  property,  not  only  is  the  fixed-charge  capitalization  of  the  company 
reduced  to  an  amount  believed  to  be  fully  within  its  maximum  earning  returns 
during  the  adverse  periods  but  there  is  also  preserved  a  mortgage  capacity  well 
adapted  for  use  in  connection  with  the  future  expansion  and  development  of  the 
system." 

The  increase  in  capitalization  from  $85,000,000  in  1909  to  $135,000,00  on  June 
3,  1916,  produces  net  results  as  follows: 

Increase  of  capitalization. 

[Data  from  Mosiv's  analyses  of  railroad  investments.] 


Average  mileage  operated 

Extra  main  track 

Locomotives  owned 

Passenger  cars  owned 

Freight  and  company  cars 

Passenger  density 

Freight  density 

Stock  per  mile  of  road 

Bonds  per  mile  of  road 

Gross  revenues  per  mile 

Expenses  per  mile: 

Maintenance  of  way 

Total  maintenance 

All  other  operating  expenses. 

Net  operating  revenues 

Total  net  income 

Accrued  taxes 

Balance  for  charges 

Fixed  charges 

Margin  of  safety,  per  cent. . . 

Surplus  over  charges 

Dividends  paid 

Maintenance  of  equipment.. 


1910 


543 
45 
173 
135 

7.478 

94. 685 

1,780,067 

$109,446 

$90. 547 

$13,042 

$1, 399 
$3,009 
$4,546 
$5,487 
$6,647 

$398 

$6. 249 

$4,428 

29 

$1, 821 

$366 
$1,610 


1911 


543 

45 

172 

134 

7,388 

100, 672 

1,749.223 

$109,446 

$90, 550 

$13,261 

$1,580 
$3,159 
$5,017 
$5. 085 
$6, 132 

$422 

$5,690 

$4,289 

24 

$1,401 

$732 
$1,579 


1912 


1913 


543 
45 
169 
133 

7,290 
98, 040 


543 

45 
191 

152 

8,601 

101,660 


1,854,018    1,994.672 

$109,446  j  $109,446 

$101,976     $113,791 

$13,339  I     $14,057 


$1,832 
$3,536 
$5. 457 
$4,346 
$4,909 

$464 

$4,445 

$4,400 

1 

$45 

$732 
$1,704 


$2, 129 
$4,413 
$6, 672 
$2, 972 
$3,251 
$442 
$2,809 
$5, 294 


i  $2, 485 


$2, 284 


1914 


661 

71 

263 

152 

9,479 
82,351 
1,877,526 
$89,908 
$94, 667 
$12, 508 

$2, 403 

$5. 259 

$6,615 

$634 

$1,018 

$398 

$620 

$4,729 


i  $4, 109 


$2, 856 


1915 


1916 


661 

71 

259 

138 

9,107 

74,159 

,115,013 

$89,908 

$94,371 

$13,136 

$1,822 
$4,060 
$5, 407 
$3, 669 
$4, 206 
$463 
$3,743 
$5,117 


i  $1,374 


$2,238 


676 

71 

248 

125 

10, 682 
70, 258 
2,769,364 
$87,913 
$95, 637 
$16. 169 

$1,878 
$4,447 
$5, 967 
$5,755 
$6,323 

$.516 

$5,807 

$5,009 

13 

$798 


$2, 569 


i  Deficit. 
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The  management  during  1910,  1911,  and  1912  was  able  to  pay  dividends  <>ni\ 
because  of  deferring  maintenance,     in   March,   1914,  Carl   Gray  was  elected 

president.  Tins  from  Railway  Age  Gazette  (vol.  ">7.  p.  88)  :  "  Previous  to  change 
In  management  Western  Maryland  1ms  been  making  a  very  poor  showing, 
and  it  now  appears  that  even  this  poor  showing  was  better  than  actual  facts 
warranted." 

President  Gray  at  once  proceeded  to  take  care  of  the  deferred  maintenance. 
The  expenditures  for  maintenance  have  been  ;is  follows: 


Ways  and 
structures. 


Equip- 
ment. 


1916 
1915 
1914 
1913 
1912 
1911 


$1,209,245 
1,204,048 
1,588,476 
1,155, 972 

994,. 543 
857,880 


$1,730,704 

1,479,331 

1,XS7,555 

1,240,025 

925,479 

S50.03.S 


The    total   maintenance    charges    for    1914    show    an    increase    of    $1,079,024 
over  1913. 

Of  the  gross  revenues  the  following  per  cent  was  applied  to  operating  ex- 
penses : 

Per  cent. 

1910 04.  4 

1915 _' 72.  1 

1914 _" 95.  0 

1913 78.  8 

1912 07.  4 

1911 01.  0 

The  amount  available  for  fixed  charges  other  than  taxes  is  shown   by   the 
following  table: 


Year. 

Amount 
available. 

Fixed 
charges. 

Surplus. 

1916 

$3, 925, 520 
2,474,267 
409,826 
1,525,498 
2,413,733 
3,027,222 

$3,385,827 
3,382,172 
3,125,491 
2,874,896 
2,389,305 
2, 266, 886 

$.">:!!>,  693 

1915 

1907,905 

1914 

1  2, 715, 005 

1913 

i  1,349,398 

1912 

24,308 

1911 

700, 336 

i  Deficit. 

Receivership  or  Western  Pacific  Railway  Co. 

Western  Pacific  Railway  Co.  was  organized  March  3.  1903.  The  properties 
of  the  company  were  placed  in  possession  of  Frank  G.  Drum  and  Warren  Olney, 
jr.,  receivers,  on  March  5,  1915,  and  sold  at  foreclosure  on  June  28,  1910,  to 
Franklin  V.  Spooner,  Robert  R.  Pardow,  and  John  C.  Rued,  representing  the 
reorganization  committee  of  the  first-mortgage  bondholders.  Subsecpient  to 
the  foreclosure  sale  the  properties  had  been  acquired  by  the  Western  Pacific 
Railroad  Co. 

We  aie  here  concerned  primarily  with  the  Western  Pacific  Railway  Co.,  here- 
inafter referred  to  as  the  Western  Pacific,  and  its  reorganization. 

The  Gould  interests,  controlling  the  Denver  &  Rio  Grande,  caused  the  organiza- 
tion of  the  Western  Pacific  in  1903  to  construct  a  line  of  railway  from  Salt 
Lake,  Utah,  to  San  Francisco,  to  give  the  Gould  lines  a  Pacific  coast  outlet. 
The  mileage  of  the  Western  Pacific  from  Salt  Lake  to  San  Francisco,  including 
3.48  miles  across  the  bay  of  San  Francisco,  aggregates  940.38.  The  road  was 
put  on  an  operating  basis  on  July  1,  1911.  The  losses  of  the  Western  Pacific 
have  been  reported  as  follows: 
Year  ending  June  30 — 

1912 $3, 2S1.  972.  ST 

1913 3.  388.  454.  21 

1914 4,  420.  607.  83 

1915 3,  249,  988.  98 

1916 1, 748. 083.  55 
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In  arriving  at  the  losses  for  1915  and  1910  we  have  calculated  5  per  cent  bond 
interest  accrued  on  $50,000,000  first-mortgage  and  .v25.000.000  second-mortgage 
bonds. 

The  annual  report  on  file  with  the  Railroad  Commission  of  the  State  of 
California  for  the  year  ended  June  30,  1915,  shows  interest  on  funded  debt 
amounting  to  $3,113,435.53,  while  the  annual  report  for  the  year  ended  June  30, 
1910.  shows  no  deduction  whatever  for  interest  accrued  on  funded  debt.  These 
rwo  reports  were  filed  by  the  receivers,  who  evidently,  in  preparing  their  finan- 
cial statements,  did  not  include  interest  accruals  on  funded  debt. 

The  losses  of  the  Western  Pacific  may  be  attributed  to — 

1.  Excessive  interest  charges  in  comparison  with  the  company's  earnings  and 
mileage  operated. 

2.  Lack  of  feeders. 

3.  Necessity  to  accept  rates  of  competing  lines. 

The  excessive  interest  charges  will  become  apparent  after  a  mere  casuel  ex- 
amination of  the  income  statement  on  another  page,  while  the  lack  of  feeders 
and  the  necessity  of  putting  into  effect  rates  charged  by  the  Southern  Pacific 
are  common  knowledge. 

Reference  has  heretofore  been  made  to  the  fact  that  the  Western  Pacific  was 
constructed  as  the  Pacific  coast  outlet  for  the  Gould  system  of  railways  and  in 
the  interest  of  the  Denver  &  Rio  Grande.  On  June  30,  1910.  the  Denver  &  Rio 
Grande  owned  .*C>2.490,000  of  the  $75,000,000  of  outstanding  stock  of  the  Western 
Pacific.  The  Western  Pacific  owed  the  Denver  &  Rio  Grande  amounts  as 
follows : 

Second-mortgage  bonds $25,  ooo,  000. 00 

Notes  payable 17.  923,  309.  56 

Accounts  payable 7.  535,  242.  45 

Total 50.  458,  012.  01 

To  finance  the  construction  of  the  Western  Pacific,  the  Denver  &  Rio  Grande 
guaranteed  the  payment  of  the  interest  on  the  $50,000,000  first-mortgage  bonds 
of  the  Western  Pacific  and  also  agreed  to  furnish  the  funds  necessary  to  com- 
plete the  line  in  the  event  that  the  proceeds  obtained  from  the  sale  of  the 
$50,000,000  of  first-mortgage  bonds  should  prove  inadequate.  The  proceeds 
from  the  sale  of  the  first-mortgage  bonds  having  proved  inadequate  to  complete 
the  line,  a  second-mortgage  bond  issue  of  $25,000,000  was  executed.  These 
bonds  were  acquired  by  the  Denver  &  Rio  Grande  in  liquidation  of  advances 
made  by  it  to  the  Western  Pacific. 

To  and  including  September  1,  1914.  Denver  iV  Rio  Grande  advanced  the  neces- 
sary funds  to  pay  the  interest  on  Western  Pacific  first-mortgage  bonds.  Shortly 
before  March  1,  1915,  Denver  &  Rio  Grande  served  notice  that  it  would  no  longer 
perform  the  obligation  assumed  under  its  guaranty  agreement.  Their  refusal 
meant  disaster  and  receivership,  with  its  subsequent  reorganization  of  Western 
Pacific. 

The  annual  reports  on  file  with  the  Railroad  Commission  of  the  State  of  Cali- 
lornia  show  the  revenues  and  expenses  of  the  Western  Pacific,  as  follows: 

Revenue  and  expenses. 
[Data  from  reports  on  tile  with  Railroad  Commission  of  California.] 


Item. 

1912 

1 
1913                     1914 

1915 

1916. 

$5, 258, 532. 43 
4,229,864.55 

$6, 173, 628. 29   $6, 099, 573. 37 
4,478,835.06     4,995,891.64 

$5, 708, 126. 27 
4,419,936.53 

$7,466,004.37 

4,787,891.90 

Net  operating  revenue 

Deficit  from  outside  operations.. 

1,028,667.88 
36, 161. 53 

1,694,793.23     1,103,681.73 
11,635.28          27,152.26 

1,288,189.74 

2,678,112.47 

992,506.35 
185,233.84 

1,683,157.95     1,076,529.47  !  1,288, 189.74  I     2,678,112.47 
278,096.13,      379,259.40  1      355,032.88  1        349,173.86 

807, 272. 51 
19,355.78 

1,405,061.82         697,270.07         933,156.86 
50,035.35          47,310.57           54,123.75 

2, 328, 938. 61 

92, 253. 86 

826,628.29 

1,455,097.17         744,580.64         987.280.61 

2,421,192.47 
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Item. 

1912 

1913 

1914 

1915 

1916 

Deductions: 

Interest  on  funded  debt 

13.748,245.97 

98,801.70 

261,212.40 

341.00 

13,752,281.25 
681,804,33 
KV7.153.30 

2.312.50 

$3,752,774.98 
819,788.44 
411,186.76 

1S1.43S.29 

'$3,113,435.53             H) 

4  643  39               $108  2° 

357,745.47          418,230.49 

124  ssii.  73               1  537.31 

4, i OS, 601. 16 
3,281,972.87 

1,843,551.38 
3,388,  154.21 

5,155,188.47 
1,  120,607.83 

3  600  705.  12             410  87fi.  05 

Deficit  tor  year 

2,613,424.51 

2  2,001,316.45 

1  Interest  not  accrued  subsequent  to  appointment  of  receivers  Mar.  5.  1915. 

2  If  company  had  a  'crued  its  bond  and  other  interest  during  1915- 16,  the  deflcil  would  have  am<  unted 
n  more  than  $2,735,000. 

The  condition  confronting  the  Western  Pacific,  al  the  close  of  the  fiscal  year, 
June  30,  1!)14,  can  best  he  presented  by  comparison  with  the  Southern  Pacific, 
and  Santa  Fe,  also  operating  in  California. 


Western 
Pacific 
Ry.  Co. 


Bonds  per  mile $79, 541 

Operating  revenue  per  mile 6,493 

Net  operating  revenue  per  mile j  1, 175 

interest,  taxes,  and  other  fixed  charges  per  mile j  5,877 


Snithern 

Pa  iiic 

Co. 


$60. 669 
12,149 
4,204 
3,695 


Vtohist  n, 

Ti  pel.  a  & 

Santa  Fe 

Ry.  I  o. 


$28,712 

10,186 

3,452 
1,800 


The  foregoing  table  shows  that  the  interest,  taxes,  and  other  obligations  of 
the  Western  Pacific  amounted  to  $5,877  per  mile,  and  that  its  net  operating 
revenue  with  which  to  make  these  paymerits  amounted  to  only  .$1,175  per  mile. 

Subsequent  to  the  appointment  of  receivers  the  first-mortgage  bondholders 
appointed  a  committee,  which  prepared  a  reorganization  plan  which  became 
the  basis  for  the  organization  of  the  Western  Pacific  Railroad  Co.  The  reor- 
ganization committee  found  that  the  cash  requirements  of  the  new  company 
amounted  to  $18,600,000,  consisting  of— 

(a)  $2,000,000  to  pay  the  distributive  shares  of  nonassenting  bondholders, 
underwriting  commission,  expenses  of  foreclosure  and  reorganization,  taxes  on 
creation  and  issue  of  new  securities,  compensation  and  organization  committees, 
fees  for  engineering,  accounting  and  other  experts,  engraving,  printing,  and 
miscellaneous  requirements. 

(&)   $2,579,750  for  betterments  to  existing  roads. 

(c)  $3,514,000  for  the  acquisition  of  new  passenger  and  freight  equipment 
by  the  new  company. 

(d)  $10,506,250  for  the  acquisition  or  construction  of  extensions  and  feeders, 
including  payment  of  interest  during  construction. 

The  reorganization  committee's  plan  provided  that  the  $18,600,000  of  cash  was 
to  be  raised  as  follows: 

1.  $18,000,000  from  the  sale  of  $20,000,000  of  new  bonds  together  with  cer- 
tain stock  of  the  holding  company. 

2.  $000,000  from  the  operation  of  the  road  up  to  March  1,  1916. 

The  reorgonization  plan,  which  litis  been  put  in  operation,  provides  for  the 
<  rganization  of  an  operating  and  a  holding  company.  The  operating  company 
is  In  issue  : 

1.  $4T.5()i  i.tioi  I  par  value  of  common  stock. 

2.  $27,500,000  par  value  of  6  per  cent  noncumulative  preferred  stock. 

3.  $20,0(1(1.000  face  value  of  tirst-niortgage  5  per  cent  30-year  bonds,  dated 
March  1.  1916. 

The  holding  company  is  to  issue: 

1.  $47,500,000  par  value  of  common  stock. 

2.  $27,500,000  par  value  of  0  per  cent  noncumulative  preferred  stock. 

The  holding  company  in  exchange  for  its  common  and  preferred  stock  will 
acquire  the  common  and  preferred  stock  of  the  operating  company.  The  securi- 
ties to  be  issued  to  the  public  to  consist  of — 

1.  $47,500,000  par  value  of  common  stock  of  holding  company. 

2.  $27,500,000  par  value  of  preferred  stock  <>)'  holding  company. 

'A.  $20,000,000  face  value  of  first-mortgage  bonds  of  the  operating  company. 
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The  first-mortgage  bondholders  of  the  Western  Pacific,  who  deposited  their 
bonds  under  the  reorganization  plan,  were  given  an  option  to  purchase  bonds  of 
the  new  company  at  90  in  an  amount  equal  to  40  per  cent  of  the  bonds  deposited. 
In  addition  to  the  new  bonds  purchased  and  in  exchange  for  the  bonds  deposited, 
the  depositor  received  preferred  stock  of  the  holding  company  to  an  amount 
equal  to  55  per  cent  of  the  face  value  of  the  deposited  bonds  and  common  stock 
equal  to  95  per  cent  of  the  face  value  of  deposited  bonds.  Under  tins  option  the 
depositor  would  surrender — 

(a)  Bonds  of  old  company $1,000 

(b)  Pay  in  cash 360 

Total 1.  360 

And  in  return  the  depositor  received — 

(a)  New  bonds 4(H) 

(b)  Preferred  stock  of  holding  company 550 

ii  )   Common  stock  of  holding  company 950 

Total . 1,900 

In  the  event  that  the  first-mortgage  bondholder  did  not  purchase  bonds  of  the 
new  company,  he  was  entitled  to  receive  in  exchange  for  every  $1,000  face  value 
of  bonds  deposited  stock  of  the  holding  company,  as  follows: 

(a)  $500  of  preferred  stock. 

( // )   .$750  of  the  common  stock. 

Total,  $1,250. 

An  underwriting  syndicate  was  organized,  which  agreed  to  purchase  at  90  and 
accrued  interest  the  entire  $20,000,000  of  bonds  to  be  issued  by  the  new  company, 
or  such  an  amount  as  may  not  be  purchased  by  first-mortgage  bondholders  of 
the  old  company.  This  syndicate,  upon  the  payment  of  $900  for  each  $1,000  of 
bonds  of  the  new  company,  was  to  receive: 

(a)   $1,000  face  value  of  new  first-mortgage  bonds. 

(  b  )   $112.")  par  value  of  preferred  stock  of  holding  company. 

{c)  $.">oo  par  value  of  common  stock  of  holding  company. 

Total.  $1,625. 

The  capitalization  of  the  old  company  and  the  new  company,  upon  the  comple- 
tion of  the  reorganization  contemplated  in  the  plan,  is  shown  by  the  following 
table  : 


Item. 


First  mortgage  bonds 

Second  mortgage  bonds 

TTnse  'tired  delii  due  Denver  &  Rio  Grande. 

Mis  ellaneous  claims 

Common  rapital  stock 

Preferred  capital  stock 

6  per  rent  mm  stimulative  interest  charges. . 


Old  company. 


$50,000,000.00 
25,000,000.00 
26, 800, 000. 00 
163,625.54 
75, 000, 000. 00 


3, 750, 000. 00 


New  company. 


i  $20,000,000.00 


None. 

None. 

47,500,000.00 

27, 500, 000. 00 

1,000,000.00 


1  The  operating  company,  when  the  proceeds  of  the  new  bonds  have  been  expended,  should  possess 
physical  properties,  securities,  and  cash  resources  approximately  of  the  value  of  117,500,000  in  addition 
to  the  property  possessed  by  the  old  company  prior  to  receivership. 

The  reorganization  of  the  Western  Pacific  has  eliminated  the  $75,000,000  of 
stock  of  the  old  company  and  made  no  provision  for  the  payment  of  $25,000,000 
of  second-mortgage  bonds  and  $26,800,000  floating  indebtedness  payable  to  Den- 
ver &  Rio  Grande.  The  total  capitalization  was  reduced  from  $150,000,000 
to  $9.1,000,000.  whereas  the  fixed  interest  charges  were  reduced  from  $3,750,000 
to  $1,000,000. 

The  cost  of  reorganizing  the  Western  Pacific  was  considered  in  detail  by  the 
Railroad  Commission  of  the  State  of  California  in  its  decision  of  July  12,  1916 
(No.  3505),  a  copy  of  which  is  attached  to  this  report.  Particular  reference  is 
made  to  pages  4  to  9  of  said  decision. 

As  above  stated,  the  Denver  &  Rio  Grande  Railroad  Co.  guaranteed  the  pay- 
ment of  interest  on  the  first-mortgage  bonds  of  the  Western  Pacific.  Subse- 
quent to  the  default  of  interest  payment  by  the  Western  Pacific,  attorneys  for 
the  Equitable  Trust  Co.,  trustee  under  the  Western  Pacific  mortgage,  brought 
an  action  against  the  Denver  &  Rio  Grande  to  compel  it  to  carry  out  the  provi- 
sions of  the  so-called  "  Contract  B  "  relating  to  the  guaranty. 
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On  May  18,  litii.  Judge  Learned  Band,  in  the  United  stales  District  Court, 
in  Now  York  City,  filed  an  opinion  in  favor  of  the  Equitable  Trnsi  <\>.,  trustee 
under  Western  Pacific  mortgage,  in  which  he  held  the  Denver  &  Rio  Grande 
Railroad  Co.  liable  under  Its  guarantee  agreement.  Under  this  decision  the 
Denver  &  Rio  Grande  was  liable  for  interest,  on  Western  Pacific  first-mortgage 
bonds  in  the  amount  of  approximately  $36,000,000.  <»n  June  26,  the  Denver  .Sc 
Rio  Grande  Railroad  Co.  appealed  from  the  judgmenl  of  theUnited  State- 
Circuit  Court  of  Appeals.  Murray,  Prentice  &  Howland,  attorneys  for  the 
Equitable  Trust  Co.,  interpret  the  court's  action  as  holding — 

1.  That  the  contract  between  the  Denver  ^V  Rio  Grande  Railroad  Co.  and 
the  Western  Pacific,  and  the  trustee  for  the  Western  Pacific  bondholders  under 
which  the  Denver  &  Rio  Grande  agreed  to  supply  money  tor  Western  Pacific 
bond  Interest,  was  a  contract  whereby  the  Denver  &  Rio  Grande  entered  into 
direci  contractual  obligations  with  the  Western  Pacific  bondholders. 

2.  That  the  foreclosure  of  the  Western  Pacific  mortgage,  and  the  sale  of  the 
niort.tia.ucd  property  did  not  relieve  the  Denver  <.V  Rio  Grande  from  Its  obliga- 
tions under  the  contract,  although  the  Western  Pacific  was  i  hereby  incapaci- 
tated from  carrying  out  the  contract  upon  its  part,  and  the  purchaser  at  fore- 
closure sale  did  not  assume  its  obligations. 

8.  The  trustee  for  the  bondholders  had  a  right  to  foreclose  the  Western  Pa- 
cific mortgage  for  principal  as  well  as  interest,  and  that  the  acceleration  of  the 
maturity  of  the  principal,  and  foreclosure  therefor,  did  not  operate  to  relieve 
the  Denver  &  Rio  Grande  from  its  obligation  to  provide  interest   moneys. 

4.  That  the  Denver  &  Rio  Grande  deliberately  and  without  justification  re- 
pudiated the  contract. 

5.  That  the  bondholders  thereby  became  entitled  to  recover  damages  for  the 
breach  of  the  contract  as  a  whole. 

6-  That  the  course  pursued  by  the  trustee  and  the  majority  bondholders  in 
connection  with  the  foreclosure  was  proper  and  did  not  entitle  the  Denver  & 
Rio  Grande  to  a  revaluation  of  the  mortgage  security. 

The  court  refused  to  decide  the  question  whether  a  lien  upon  the  Denver  & 
Rio  Grande  property  was  created  by  the  contract  whereby  that  company  agreed 
to  pay  interest  on  Western  Pacific  first-mortgage  bonds.  A  decree  was  directed 
for  the  amount  of  the  installment  of  interest  to  March  1,  1915,  September  1, 
1915,  and  March  1,  1906.  less  in  each  case  the  amount  of  earnings  made  by  the 
Western  Pacific  or  by  its  receiver,  applicable  in  regular  course  to  the  payment 
of  interest,  and  for  the  capital  sum  of  $82,272,274.45,  together  witli  interest 
upon  the  whole.  It  is  estimated  that  the  total  amount  of  the  judgment  will 
amount  to  about  $36,000,000. 

The  decision  of  Judge  Hand  calls  into  question  the  financial  status  of  the 
Denver  &  Rio  Grande.  Protective  committees  have  been  formed  to  receive  de- 
posits of  the  first  and  refunding  5  per  cent  mortgage  bonds  of  the  common  and 
preferred  stock,  and  to  the  7  per  cent  adjustment  mortgage  bonds  of  the  Den- 
ver &  Rio  Grande.  Should  the  decision  be  finally  affirmed  there  is  little  doubt 
but  that  it  will  compel  a  reorganization  of  the  Denver  &  Rio  Grande  Rail- 
road Go. 

DECISION  NO.  3505.     REPORT  OF  DECISION  IN  RE  WESTERN  PACIFIC  RAILROAD  CO.  OF 

CALIFORNIA. 

In  the  matter  of  the  application  of  the  Western  Pacific  Railroad  Co.,  of  Frank- 
lin V.  Spooner,  Robert  R.  Pardow,  and  John  C.  Rued,  and  of  Henry  E. 
Cooper.  A.  M.  Hunt,  James  D.  Phelan.  George  Whittell,  David  R.  Forgan, 
I.  DeBruyn,  G.  Ledyard  Blair,  Frederick  H.  Ecker,  Starr  J.  Murphy,  Robert 
W.  Martin,  William  Salomon,  and  Richard  R.  Young,  as  the  reorganization 
committee  constituted  by  the  plan  and  agreement  of  reorganization  of  West- 
ern Pacific  Railway  Co.,  for  authorization  of  proceedings  pursuant  to  said 
plan  and  agreement  of  reorganization.  Application  No.  2351.  Decided  July 
12,  1016. 

Commissioners:  Max  Thelen  (president),  II.  D.  Rowland.  Alex  Gordon,  Ed- 
win O.  Edgerton,  Frank  R.  Devlin. 

Authorization  issued  permitting  (1)  transfer  of  properties  of  Western  Pacific 
Railway  Co.  to  the  Western  Pacific  Railroad  Co.,  provided  the  latter  road 
shall  file  a  stipulation  to  the  effect  that  it  shall  never  claim  a  value  for  any 
franchise  or  permit  transferred,  in  excess  of  the  original  actual  cost  thereof; 
(2)  Western  Pacific  Railroad  Go.  to  issue  $47,500,000  par  value  of  common, 
and  $27,500,000  par  value  of  preferred,  stock  and  $20,000,000  face  value  of 
5  per  cent  first  mortgage  bonds.  Thirteen  shares  of  common  stock  to  be 
issued  to  13  directors  at  par.  the  balance  to  be  transferred,  together  with  all 
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of  the  preferred  stock,  and  a  sum  in  cash  of  not  to  exceed  $2,000,000  to  the 
holding  company.  Bonds  to  be  sold  at  not  less  than  90  of  the  proceeds,  a 
sum  not  to  exceed  .$2,000,000  for  reorganization  expenses,  to  pay  distributive 
shares  of  nonassenting  bondholders  and  other  miscellaneous  expenses,  tin- 
balance  for  improvements,  additions,  and  extensions  to  existing  system.  The 
execution  of  a  deed  of  trust  securing  such  bonds  is  also  authorized. 

Claims  for  compensation  made  by  various  attorneys  and  participants  in  the  re- 
organization of  Western  Pacific  Co.  severely  criticized  as  being  out  of  all  pro- 
portion to  the  services  rendered,  and  the  suggestion  made  that  reorganiza- 
tions would  be  as  expeditiously,  efficiently,  and  far  less  expensively  handled 
if  conducted  by  the  Interstate  Commerce  Commission  in  the  case  of  inter- 
state utilities  and  the  various  railroad  or  public  service  commissions  in  the 
case  of  intrastate  utilities. 

Of  the  total  amount  petitioned  for  in  the  sum  of  $2,350,000  covering  reorgani- 
zation expenses,  such  as  underwriting  commission,  fees,  taxes,  etc.,  the  sum 
of  $2,000,000  is  permitted  to  be  capitalized;  amounts  expended  for  the  above 
items  in  excess  thereof  must  be  obtained  from  earnings  at  present  in  the 
hands  of  receivers  or  from  sources  other  than  capitalized  expenditures. 

John  F.  Bowie,  for  petitioners. 

Perry  Evans,  for  Western  Pacific  Railway  Co. 

REPORT    OK    THE    COMMISSION. 

First  supplemental  opinion. 

The  supplemental  petition  herein  was  filed  on  July  7,  1910.  The  petition 
alleges,  in  effect,  that  at  a  foreclosure  sale  held  in  the  case  of  the  Equitable 
Trust  Co.  of  New  York,  complainants,  v.  Western  Pacific  Railway  Co.  et  al.. 
defendants  (Equity  No.  169),  in  the  district  court  of  the  United  States  for  the 
Northern  District  of  California,  the  entire  property  of  Western  Pacific  Railway 
Co.  was  sold  for  the  sum  of  $18,000,000  to  Franklin  V.  Spooner,  Roberl  R. 
Pardow,  ami  John  ('.  Rued,  acting  at  the  instance  of  and  pursuant  to  an 
arrangement  with  the  reorganization  committee  constituted  under  the  plan  and 
agreement  of  reorganization,  dated  December  15,  1915,  of  Western  Pacific  Rail- 
way Co.  ;  that  said  sale  was  duly  confirmed  by  a  decree  of  said  court  entered  on 
July  1,  1916;  that  said  purchasers  have  transferred  all  their  rights  to  the 
Western  Pacific  Railroad  Co.,  one  of  the  petitioners  herein;  that  a  deed  to  said 
property  is  to  be  executed  to  the  Western  Pacific  Railroad  Co.  by  Francis 
Krull,  the  special  master,  Western  Pacific  Railroad  Co.,  Warren  Olney,  jr.,  and 
Frank  G.  Drum,  as  receivers  of  the  property  of  Western  Pacific  Railway  Co., 
the  Equitable  Trust  Co.  of  New  York  as  trustee  under  the  first  mortgage  of 
Western  Pacific  Railway  Co.,  Central  Trust  Co.  of  New  York  as  trustee  under 
the  second  mortgage  of  Western  Pacific  Railway  Co.,  and  the  said  three  pur- 
chasers; that  the  Western  Pacific  Railroad  Co.  desires  to  execute  a  revised 
deed  of  trust  or  mortgage  to  First  Federal  Trust  Co.  of  San  Francisco  and 
Henry  E.  Cooper,  as  trustees,  to  secure  an  authorized  issue  of  bonds  of  the 
face  value  of  $5,000,000;  and  that  the  Western  Pacific  Railroad  Co.,  upon  the 
issue  of  the  bonds  and  capital  stock  referred  to  in  the  order  of  June  26,  1916, 
herein  is  to  acquire  the  entire  property  of  Western  Pacific  Railway  Co.  and 
certain  additional  property  hereinafter  described.  A  description  of  the  prop- 
erty to  be  acquired  by  the  Western  Pacific  Railroad  Co.,  as  of  July  10,  1916, 
is  stated  by  petitioners  to  be  as  follows : 

(a)  All  of  the  railroad,  properties,  franchises,  shares  of  stock, 

accounts  receivable,  and  other  assets  of  Western  Pacific 
Railway  Co.  and  its  receivers,  subject,  however,  to  the 
payment  of  taxes,  the  liabilities  of  the  receivers,  preferred 
indebtedness  of  Western  Pacific  Railway  Co.  and  other 
amounts  which  are  charged  on  said  property  by  the  de- 
crees of  foreclosure  and  confirmation. 

(b)  Cash  in  the  hands  of  the  receivers  which  since  the  date  of 

the  hearing  of  the  original  petition  has  increased  to  the 

sum  of $2,  082,  204.  <>!t 

(c)  The  sums  received  by  the  reorganization  committee  from  the 

depositors  under  the  plan  who  elected  to  pay  in  full  their 
subscriptions  (covering  $4,539,380,  principal  amount  of 
bonds)    June  26,  1916.  amounting  to 4,085,442.0(1 
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(d)  The  sum  received  by  the  reorganization  committee  from  the 

underwriting  syndicate  as  payment  in  full  for  $5,070,631.27, 

principal  amount  of  bonds  amounting  to .  $4,563,568.  15 

(e)  The  sums  received  by  the  reorganization  committee  from  sub- 

scribing depositors  who  elected  to  pay  only  the  installment 
of  20  per  cent  called  on  June  120,  1916,  on  their  subscrip- 
tions (the  total  face  amount  of  bonds  covered  whereby  is 
$2,831,640)  amounting  approximately  to 509,695.00 

Total  cash,  approximately 1 1.  240,  mo.  14 

Less  sum  to  be  retained  by  the  purchasers  amounting  to 2,350,000.00 

Net  amount   to  be  paid  the  Western  Pacific   Railroad  Co., 

approximately s,  890,  910.  14 

(/)  The  rights  of  the  reorganization  committee  under  the  sub- 
scriptions of  syndicate  and  depositors  for  the  unpaid  por- 
tion of  their  subscriptions  amounting  (exclusive  of  ac- 
crued  interest)    to 8,841,295.00 

The  petition  asks  that  the  railroad  commission  make  its  order  as  follows: 

1.  Authorizing  Western  Pacific  Railway  Co.  to  sell  and  convey  its  entire 
property  to  the  Western  Pacific  Railroad  Co. 

2.  Authorizing  the  Western  Pacific  Railroad  Co.  to  issue  13  shares  of  its  com- 
mon capital  stock,  of  the  par  value  of  $100  each,  to  its  1.'}  directors,  1  share  to 
each  director,  upon  the  payment  for  said  stock  in  cash,  at  par. 

3.  Authorizing  the  Western  Pacific  Railroad  Co.  to  issue  474.0.S7  shares  of 
its  common  capital  stock,  of  the  par  value  of  $47,49.8,700,  and  275,000  shares  of 
its  noncumulating  0  per  cent  preferred  capital  stock,  of  the  par  value  of 
$27,500,000,  to  the  purchasers  or  their  assigns,  in  total  payment,  with  the  excep- 
tion of  $2,350,000,  in  cash,  for  the  entire  property  of  Western  Pacific  Railway 
Co.  and  its  receivers,  subject  to  the  charges  imposed  thereon  by  the  decrees  of 
foreclosure  and  confirmation  heretofore  entered  in  said  case  of  the  Equitable 
Trust  Co.  of  New  York,  complainant,  r.  Western  Pacific  Railway  Co.  et  al., 
defendants. 

4.  Authorizing  the  Western  Pacific  Railroad  Co.  to  issue  its  first  mortgage  5 
per  cent  gold  bonds  of  the  face  value  of  $20,000,000,  and  to  sell  the  same  so  as 
t<»  net  not  less  than  90  per  cent  of  their  face  value,  plus  accrued  interest,  pro- 
vided that  the  Western  Pacific  Railroad  Co.  may  credit  the  purchasers  or  their 
assigns  on  account  of  the  purchase  price  of  the  bonds  with  the  interest  paid  or 
allowed  by  the  reorganization  committee  to  subscribing  depositors  and  the 
underwriting  syndicate  for  the  period  elapsing  between  the  dates  of  payment 
by  said  subscribers  or  underwriting  syndicate  to  the  reorganization  committee 
in  payment  for  bonds  and  the  date  of  payment  by  the  reorganization  com- 
mittee to  the  Western  Pacific  Railroad  Co.,  the  total  not  to  exceed  the  sum  of 
$15,000,  and  also  the  amounts  received  by  the  Western  Pacific  Railroad  Co.  in 
payment  of  10  per  cent  heretofore  made  on  subscription  for  14,987  shares  of  its 
common  capital  stock,  amounting  to  $149,870. 

5.  Authorizing  the  Western  Pacific  Railroad  Co.  to  execute  and  deliver  to 
First  Federal  Trust  Co.  and  Henry  E.  Cooper,  as  trustees,  a  deed  of  trust  or 
mortgage  to  secure  its  first  mortgage  gold  bonds  of  the  maximum  face  value 
of  $50,000,000. 

A  public  hearing  on  the  supplemental  petition  was  held  in  San  Francisco  on 
July  8,  1010,  before  the  railroad  commission  en  banc.  It  appeared  at  this 
hearing  that  on  June  28.  1916,  the  entire  property  of  Western  Pacific  Railway 
Co.,  subject  to  certain  outstanding  obligations,  was  sold  for  the  sum  of  $18,- 
000,000  to  three  individual  purchasers;  that  these  purchasers  have  assigned 
their  rights,  in  accordance  with  a  previous  agreement,  to  the  Western  Pacific 
Railroad  Co.,  and  that  the  parties  desire  the  railroad  commission's  authority 
to  the  consummation  of  the  transaction,  in  so  far  as  the  commission's  consent 
is  necessary. 

The  first  request  is  that  Western  Pacific  Railway  Co.  be  authorized  to  sell 
and  convey  its  entire  property  to  the  Western  Pacific  Railroad  Co..  subject. 
however,  to  the  "payment  of  taxes,  the  liabilities  of  the  receivers,  preferred  in- 
debtedness of  Western  Pacific  Railway  Co.,  and  other  amounts  which  are 
charged  on  said  property  by  said  decrees." 

In  addition  to  the  taxes  accruing  in  California,  Nevada,  and  Utah,  and  now 
amounting  to  appi'oximately  $111,618,  the  only  claims  against  the  property  for 
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taxes  arc  the  sum  of  $14,080,  being  an  amount  claimed  by  the  Federal  Govern- 
ment as  income  tax  and  an  item  claimed  by  the  city  and  county  of  San  Fran- 
cisco as  taxes  on  the  cash  in  the  hands  of  the  receivers.  Both  the  latter  items 
have  been  contested  by  the  receivers.  Petitioners  report  that  the  accounts 
payable  and  other  fixed  liabilities  of  the  receivers  on  July  10,  1916,  were  ap- 
proximately $872,574.10,  and  that  the  accounts  receivable  were  $588,499.50. 
There  are  possible  contingent  liabilities  on  freight  claim  and  personal  injury, 
fire  and  live-stock  claims,  the  total  estimated  payments  on  which,  it  is  reported, 
will  not  exceed  the  sum  of  $60,000.  The  preferred  indebtedness  consists  of  a 
claim  of  the  Southern  Pacific  Co.  which  has  been  allowed  to  the  extent  of 
$1.41)0  and  a  claim  of  Utah  Fuel  Co.  amounting  to  approximately  $40,000,  which 
claim  is  being  contested  in  its  entirety. 

While  technically  there  are  no  "other  amounts  which  are  charged  on  said 
property  by  said  decrees,"  the  purchasers  of  the  property  were  compelled  to 
deposit  with  the  special  master  in  the  foreclosure  proceedings  the  sum  of  $402,- 
063.60  to  cover  certain  items  to  which  reference  will  now  be  made,  which  sum 
must  be  repaid  to  the  purchasers  or  their  assigns,  in  so  far  as  allowed  by  the 
Federal  court,  by  the  Western  Pacific  Railroad  Co.,  either  from  cash  in  the 
hands  of  the  receivers  or  from  some  other  source. 

Said  sum  of  $402,063.60  represents  the  proportionate  share  of  the  assenting 
bondholders  in  a  total  sum  of  $425,000.  As  the  portion  of  that  sum  which  may 
hereafter  he  allowed  by  the  Federal  court  must  he  paid  by  the  Western  Pacific 
Railroad  Co.  and  will  to  that  extent  diminish  the  ability  of  the  Western  Pacific 
Railroad  Co.  to  make  betterments  to  the  existing  property,  acquire  new  passenger 
and  freight  equipment,  and  construct  necessary  extensions  and  feeders,  for  all 
of  which  purposes  the  Western  Pacific  Railroad  Co.  has  asked  the  railroad  com- 
mission to  authorize  the  issue  of  bonds,  it  becomes  necessary  for  the  commission 
to  inquire  into  the  various  items  which  enter  into  the  total  amount  which  the 
purchasers  have  been  compelled  to  deposit  with  the  special  master.  These  items, 
as  recited  in  the  decree  of  confirmation,  are  as  follows: 

1.  Claim  of  receivers'  counsel $170,000 

2.  Claim  of  receivers 80,000 

3.  Claim  of  complainant 25,000 

4.  Claim  of  complainant's  counsel 75,  000 

.">.  Compensation  and  expenses  of  special  master 30,000 

<;.  Costs   and   expenses   of    complainant   and   counsel,   and    all    other 

charges 25,000 

The  claim  of  John  S.  Partridge,  attorney  for  the  receivers,  is  for  a  fee  of 
approximately  $125,000  per  year  for  his  services  as  counsel  for  the  receivers. 
The  salaries  of  the  entire  legal  department  of  Western  Pacific  Railway  Co., 
with  the  exception  of  certain  local  counsel,  prior  to  the  receivership,  were  not 
to  exceed  $25,000  per  year,  consisting  of  $10,000  for  the  general  counsel,  $7,200 
for  the  general  attorney,  and  the  compensation  of  two  or  three  other  attorneys. 
I  Hiring  the  receivership  this  legal  staff,  with  the  exception  of  general  counsel, 
was  retained  and  paid  by  the  receivers,  and  continued  to  perform  most  of  the 
legal  work  theretofore  handled  by  the  department.  Mr.  Partridges  services 
consisted  of  the  usual  routine  work  of  counsel  for  receivers  in  a  railroad 
receivership,  together  with  the  trial  of  a  number  of  cases  and  some  other  work. 
The  counsel  for  the  receivers  retained  his  general  practice  in  the  same  office  in 
which  he  practiced  law  prior  to  the  receivership.  Mr.  John  F.  Bowie,  counsel 
for  the  reorganization  committee,  testified  that  he  had  stated  to  Mr.  Partridge 
that,  in  his  .judgment,  a  fee  of  $40,000  would  be  a  liberal  compensation.  This 
claim  has  not  been  approved  by  the  receivers.  In  fact.  Mr.  Warren  Olney,  jr., 
one  of  the  receivers,  as  testified  to  by  Mr.  Bowie,  has  taken  the  position,  as 
shown  by  the  testimony  herein,  that  the  amount  of  the  fee  as  claimed  is  not 
justified  in  any  manner,  shape,  or  form. 

The  claim  of  the  receivers  is  for  $80,000.  The  testimony  shows  that  the 
receivers  met  every  morning  on  receivership  matters.  Each  receiver,  however, 
continued  the  business  in  which  he  was  theretofore  engaged,  one  as  a  member 
of  one  of  the  leading  law  firms  in  San  Francisco  and  the  other  as  a  financier 
connected  with  numerous  corporations.  The  testimony  shows  that  Mr.  C.  M. 
Levey,  who  operated  the  railroad  under  the  receivers  and  attended  to  all  the 
details  of  operation,  received  a  salary  of  $20,000  per  year. 

The  Equitable  Trust  Co.  of  New  York,  trustee  under  the  first  mortgage  of 
Western  Pacific  Railway  Co.  and  complainant  in  the  foreclosure  proceedings  in 
the  Federal  court,  claims  a  compensation  of  $25,000  for  its  services.    This  is  the 
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only  one  of  the  items  above  referred  to  which  is  not  being  contested  before  the 
Federal  court  by  the  reorganization  committee. 

Counsel  for  complainants  ask  :i  fee  of  $75,000  for  their  services.  This  fee  is 
to  be  divided  between  Murray,  Prentice  ».V  Howland,  the  New  Fork  attorneys  of 
the  Equitable  Trust  Co.  of  New  York,  and  Jared  How,  of  San  Francisco.  While 
the  exact  division  of  tins  amount,  if  it  is  allowed,  has  nol  been  determined,  the 
testimony  shows  that  Mr.  How's  claim  is  between  $25,000  and  $30,000.  Counsel 
for  the  reorganization  committee  lakes  the  position  thai  this  fee  includes  a 
retainer  in  a  suit  against  the  Denver  &  Bio  Grande  Railroad  Co.,  and  that  the 
fee  should  not  exceed  the  sum  of  $50,000. 

The  fee  of  $30,000  for  the  special  master  includes  an  item  of  *ir>.(MMI  for  the 
Federal  stamp  rax.  $4.r>(H>  for  advertising,  $1,500  tor  special  masters  bond,  and 
$7,000  Cor  bis  services.  The  special  master  is  also  to  take  a  trip  to  Europe  for 
the  purpose  of  Stamping  certain  bonds,  for  which  he  is  to  be  paid  the  sum  of 
$f>.ooo  in  addition  to  the  sum  of  $30,000. 

The  item  of  $25,000  covers  possible  costs  and  expenses  hereafter  to  arise  in 
connection  with  court  proceedings. 

Every  person  who  lias  the  welfare  of  the  State  of  California  at  heart  wislies 
to  see  the  new  railroad  given  a  fair  chance  to  succeed.  Every  dollar  which  is 
not  fairly  and  reasonably  necessary  for  the  payment  of  the  expenses  of  the 
receivership  and  other  expenses  in  connection  with  the  reorganization  should  be 
saved  to  the  new  company  and  should  be  expended  by  it  in  the  purchase  of 
equipment,  in  betterments  to  the  property,  and-  in  the  construction  of  the 
branches  and  feeders  winch  are  vitally  necessary  if  the  railroad  is  to  succeed. 

It  seems  to  be  entirely  too  usual,  when  a  railroad  or  other  utility  passes 
through  receivership,  for  everybody  connected  therewith — the  lawyers,  the 
hankers,  the  reorganizers,  the  officers  of  committees,  and  the  special  masters — 
to  regard  the  unfortunate  corporation  as  legitimate  prey  for  the  most  exorbitant 
claims — claims  which  would  never  be  presented  by  any  rational  person  for 
services  of  the  same  value  to  a  going  concern.  Why  services  of  this  character 
should  be  deemed  so  much  more  valuable  when  performed  for  a  bankrupt  con- 
eern  than  for  a  going  concern  is  difficult  to  understand. 

Among  the  most  extravagant  of  the  claims  presented  in  the  Federal  court  are, 
of  course,  the  claims  for  various  counsel  fees.  Fees  amounting  to  five  times  the 
entire  annual  salary  roll  of  the  legal  department  in  San  Francisco  prior  to  the 
receivership  are  demanded  by  the  counsel  for  the  receivers,  and  fees  amounting 
to  three  times  the  annual  salaries  of  the  entire  San  Francisco  legal  department 
are  demanded  by  the  counsel  for  the  Equitable  Trust  Co.  of  New  York.  The 
claims  would,  of  course,  never  be  presented  except  in  the  case  of  a  receivership. 
As  a  further  instance  of  the  fees  which,  apparently  by  force  of  tradition,  are 
claimed  in  these  receivership  proceedings  reference  may  be  made  to  the  fee  of 
$7,000  claimed  by  the  special  master  for  his  services,  which  services  have  con- 
sisted principally  in  reading  the  notice  of  the  sale  to  the  people  assembled  in 
front  of  the  Western  Pacific  Railway  Co.'s  depot  in  Oakland  and  accepting  the 
bid  made  by  the  purchasers.  "While  he  is  charged  with  the  responsibility  in 
connection  with  the  custody  of  certain  bonds  and  the  deposit  of  certain  moneys, 
it  is  interesting  to  note  that  the  banks  in  which  these  bonds  and  moneys  are 
deposited  claim  a  separate  and  additional  fee  for  the  same  services.  It  is  sig- 
nificant to  draw  attention  to  the  fact  that  for  the  simple  service  performed  by 
the  special  master  he  is  to  receive  a  compensation  within  $1,000  of  the  annual 
salary  of  the  members  of  the  Supreme  Court  of  the  State  of  California. 

The  history  of  this  and  similar  receivership  proceedings  from  one  end  of  the 
United  States  to  the  other  prompts  us  to  suggest  that  the  time  has  come  for  a 
complete  change  in  the  handling  of  such  proceedings.  Instead  of  having  such 
proceedings  handled  by  special  attorneys,  special  experts,  and  special  officials 
of  various  kinds,  all  claiming  extravagant  compensation,  they  could  be  handled 
far  more  economically  and  generally  more  efficiently  through  the  Interstate 
Commerce  Commission  in  case  of  Federal  receiverships  and  through  the  State 
railroad  or  public-service  commissions  in  case  of  State  receiverships  of  public- 
utility  properties.  These  commissioners  have  available  impartial  experts,  trained 
in  every  branch  of  public-utility  business.  With  the  necessary  changes  in  the 
laws,  the  commissioners  and  their  experts  could  handle  receivership  matters 
more  expeditiously,  generally  more  efficiently,  and  always  at  tremendously  less 
expense  than  the  present  court  proceedings. 

In  decision  No.  3453,  rendered  on  June  22,  1016.  in  the  above-entitled  proceed- 
ing, the  railroad  commission  stated  that  it  would  thereafter  authorize  the  issue 
of  first-mortgage  bonds  of  the   face   value  of  $20,000,000   for  certain   purposes 
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specified  in  the  order,  including  the  following:  "  To  pay  the  distributive  shares 
of  nonassenting  bondholders,  underwriting  commissons,  expenses  of  foreclosure 
and  reorganization,  including  court  costs,  compensation,  and  allowances  of  the 
receivers  and  their  counsel,  the  mortgage  trustee  and  its  counsel,  taxes  on  the 
creation  and  issue  of  new  securities,  compensation  and  expenses  of  the  pro- 
tective and  reorganization  committees,  their  depositaries  and  counsel,  fees  of 
engineering,  accounting,  and  other  experts,  engraving,  printing,  and  miscella- 
neous requirements,  not  to  exceed  the  sum  of  $2,000,000. 

The  supplemental  petition  herein  now  alleges  that  in  addition  to  the  items 
mentioned  in  the  decree  of  confirmation,  totaling  for  the  assenting  bondholders 
the  sum,  as  now  claimed,  of  $402,063.60,  all  of  which  items  were  included  in  the 
items  covered  by  said  sum  of  $2,000,000,  it  will  now  be  necessary  to  secure  from 
the  first-mortgage  bonds  of  the  Western  Pacific  Railroad  Co.  the  sum  of 
$2,350,000.  The  petition  asks  that  the  commission  now  amend  its  order  so  as 
to  authorize  the  use  of  the  proceeds  of  bonds,  said  proceeds  amounting  to  the 
sum  of  $2,350,000  for  a  part  of  the  purposes  lor  the  total  of  which  the  railroad 
commission  has  heretofore  stated  that  it  would  authorize  the  use  of  proceeds 
amounting  to  $2,000,000  from  the  sale  of  bonds. 

The  revised  statement  of  the  purposes  for  which  it  is  proposed  to  use  said 
$2,350,000  lias  been  filed  herein  and  reads  as  follows: 

1.  Amount  payable  to  special  master  as  part  of  purchase  price $971,424 

2.  Commission  of  underwriting  syndicate 400,  000 

3.  Compensation  of  underwriting  guarantors 100.000 

4.  Central  Trust  Co.,  of  New  York: 

Cross-complainant  in  foreclosure  suit $5,000 

Counsel 7.  500 

Expenses 107 

12, 607 

5.  Special  master's  trip  to  Europe: 

Compensation  and  traveling  expenses 3,000 

Expenses  of  advertising,  distributing  funds,  etc 2,000 

r>,  000 

6.  The  Western  Pacific  Railroad  Corporation: 

Incorporation    tax 3.850 

Federal  war  tax  on  original  issue  of  stock 37,500 

Federal  war  tax  on  transfer  of  stock 15,000 

New  York  tax  on  transfer  of  stock 15.000 

Engraving  of  stock  certificates  and  other  printing 5,000 

Notaries,  filing  fees,  etc 100 

Resident  Delaware  a^ent 100 

Counsel  fees  for  preparing  charter,  by-laws,  stock 
certificates,  and  attending  to  incorporation,  issue 
of  stock,  and  incidental  matters 15,000 

91,550 

Working   capital 150.  000 

7.  Dutch  bondholders'  protective  committee 20,000 

8.  Dutch  stamp  tax  and  transportation  of  securities 25.000 

9.  Western  Pacific  first-mortgage  bondholders  committee: 

Depositary  and  agents  of  depositary 40.  (ton 

Printing,  postage,  and  other  disbursements  to  date__  12,600 

Disbursements  of  counsel 5,400 

Counsel  fees 60.  ( 

Secretary 5,  000 

11  members  of  committee,  at  $7,500  each 82.  500 

Chairman 12,  500 

218,000 

10.  Reorganization  committee: 

Depositary  and  agents 40,000 

Printing,  postage,  traveling  expenses,  and  other  dis- 
bursements to  date 20.  492 

Disbursements  of  counsel 5,000 

Secretary 10.  000 

11  members  of  committee,  at  $12,500  each 137,  500 

<  'hairman 27,  500 

Counsel   fees 60,000 

300. 492 
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11.  Reserved  to  provide  for  future  expenses,  such  as  insurance  On 
transporting  securities  between  New  York.  San  Francisco, 
Boston,  and  Chicago,  COSl  of  interim  receipts  of  depositaries 
to  lie  used  in  case  of  del  a  J  in  engraving  of  permanent  securi- 
ties, and  other  expenses,  any  unexpended  balance  to  be 
turned  over  to  holding  company  as  additional  working 
capital _.        $55,927 


Total  2,350,000 

.Many  of  the  items  in  the  foregoing  list  are  entirely  reasonable,  other  items 
are  clearly  too  high  and  should  be  reduced.  'Wo  are  of  the  opinion  that  we 
would  not  be  Justified  in  authorizing  the  capitalization  of  any  amount  for  the 
items  hereinbefore  referred  to  in  excess  of  the  amount  for  the  items  herein- 
before referred  to  in  excess  of  the  amount  stated  in  our  original  order  herein, 
being  the  sum  of  $2,000,000.  If,  after  a  reasonable  effort  has  been  made  to  place 
those  expenditures  on  a  reasonable  basis,  the  sum  of  $2,000,000  will  not  be 
sufficient  for  this  purpose,  vve  assume  that  any  remaining  sum  may  be  paid 
from  cash  in  the  hands  of  the  receivers  and  not  capitalized  by  the  issue  of 
bonds. 

We  are  of  the  opinion  that  the  protective  and  reorganization  committees  and 
their  counsel  should  be  commended  for  the  efforts  winch  they  have  made  to 
bring  about  an  honest  reorganization  with  as  reasonable  an  expenditure  as  is 
consistent  with  the  way  in  which  reorganizations  are  handled.  However,  the 
mere  fact  that  the  present  reorganization  is  on  terms  more  reasonable  than  some 
other  reorganizations  in  the  past  is  by  no  means  conclusive  of  the  wisdom  or 
efficiency  of  the  present  method  of  handling  receiverships. 

Western  Pacific  Railway  Co.  will  be  authorized  to  sell  and  convey  its  entire 
property  to  the  Western  Pacific  Railroad  Co.,  subject  to  the  usual  condition 
that  the  grantee  shall  file  with  the  railroad  commission  a  stipulation  in  form 
satisfactory  to  the  commission  that  it  will  never  claim  before  the  railroad  coin- 
mission  or  any  other  public  authority  any  value  for  its  franchises  in  the  Slate 
of  California  in  excess  of  the  sum  paid  for  them  by  the  original  grantee. 

The  Western  Pacific  Railroad  Co.  will  be  authorized  to  issue  13  shares  of  its 
common  capital  stock,  of  tiie  par  value  of  $100  each,  to  its  13  directors,  1  share 
to  each  director,  upon  the  payment  for  said  stock  in  cash,  at  par,  and  will  also 
he  authorized  to  issue  474,9X7  shares  of  its  common  capital  stock  of  the  par 
value  of  $47,49<s,7oo,  and  275,000  shares  of  its  noncumulative  C>  per  cent  pre- 
ferred capital  stock,  of  the  par  value  of  .$27,500,000,  to  the  Western  Pacific  Kail- 
road  Corporation,  the  holding  company,  incorporated  under  the  laws  of  Dela- 
ware, in  partial  payment  for  the  property  of  Western  Pacific  Railway  Co.  The 
sum  of  $149,S70  heretofore  paid  on  a  subscription  for  14,987  shares  of  the  com- 
mon capital  stock  of  the  Western  Pacific  Railroad  Co.  will,  we  assume,  be  repaid 
out  of  cash  now  in  the  hands  of  the  receivers. 

The  Western  Pacific  Railroad  Co.  will  be  authorized  to  execute  ajid  deliver  to 
First  Federal  Trust  Co.  and  Henry  E.  Cooper,  as  trustee,  a  deed  of  trust  or 
mortgage  in  substantially  the  form  attached  to  the  supplemental  petition  herein 
as  "  Supplemental  Exhibit  No.  3,"  securing  a  maximum  issue  of  first  mortgage 
bonds  of  the  face  value  of  $50,000,000. 

The  Western  Pacific  Railroad  Co.  will  be  authorized  to  issue  bonds  of  the 
face  value  of  $20,000,000  .U),j  p,  use  {\w  proceeds  thereof  for  the  purposes  speci- 
fied in   the  older  herein  of  June  22,  1910. 

First  .supplemental  order. 

Western  1'acific  Railway  Co.  and  the  Western  Pacific  Railroad  Co.  and  other 
parties  having  filed  herein  a  supplemental  petition,  as  indicated  in  the  opinion 
which  precedes  this  order,  and  a  public  hearing  having  been  held  on  said  sup- 
plemental petition,  and  the  railroad  commission  finding  that  the  purposes  for 
which  the  capital  stock  and  bonds  herein  authorized  to  be  issued  are  to  be  used 
are  not  in  whole  or  in  pari  reasonably  chargeable  to  operating  expenses  or  to 
income. 

It  is  hereby  ordered  as  follows: 

I.  Western  Pacific  Railway  Co.  is  hereby  authorized  to  sell  and  convey  to  the 
Western  Pacific  Railroad  Co.  its  entire  property,  more  particularly  described 
in  Exhibit  "A,"  which  is  attached  to  this  order  and  made  a  part  thereof:  Pro- 
vided, That  within  30  days  from  the  date  of  this  first   supplemental  order  the 
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Western  Pacific  Railroad  Co.  shall  have  riled  herein  a  stipulation,  in  form  satis- 
factory to  the  railroad  commission,  duly  authorized  by  its  hoard  of  directors, 
agreeing  for  the  Western  Pacific  Railroad  (Jo.,  its  successors  and  assigns,  that 
they  will  never  claim  before  the  railroad  commission  or  any  ether  public  au- 
thority, in  any  proceeding  of  any  character,  any  value  for  the  franchises  and 
permits  in  the  State  of  California  herein  authorized  to  be  conveyed  in  excess 
Of  the  amount  paid  therefor  by  their  original  grantee  in  each  case,  which  stipu- 
lation shall  refer  by  number  of  ordinance  or  resolution  and  date  to  each  such 
franchise  or  permit  and  shall  state  the  sum  paid  in  each  instance  by  the  origi- 
nal  grantee. 

II.  The  Western  Pacific  Railroad  Co.  is  hereby  authorized  to  issue  475,000 
shares  of  its  common  capital  stock  of  the  par  value  of  $47,500,000  and  275,000 
shares  of  its  noncumulative  6  per  cent  preferred  capital  stock  of  the  par  value 
of  $27,500,000  and  $20,000,000  face  value  of  its  first-mortgage  gold  bonds,  to 
mature  on  March  1,  1946,  and  to  bear  interest  at  the  rate  of  5  per  cent  per 
annum,  payable  on  the  1st  days  of  March  ami  September  of  each  year,  on  the 
following  conditions  and  not  otherwise,  to  wit: 

1.  The  Western  Pacific  Railroad  Co.  is  hereby  authorized  to  issue  13  shares 
of  its  common  capital  Mock,  of  the  par  value  of  $100  each.  To  its  13  directors, 
one  share  to  each  director,  upon  the  payment  for  said  stock,  in  cash,  at  par. 
and  shall  apply  the  proceeds  from  the  sale  of  said  capital  stock  to  the  construc- 
tion of  extensions  and  feeders. 

2.  The  Western  Pacific  Railroad  Co.  is  hereby  authorized  to  issue  474,987 
shares  of  its  common  capital  stock,  of  the  par  value  of  $47,498,700  and  27.1,000 
shares  of  its  noncumulative  6  per  cent  preferred  stock,  of  the  par  value  of 
$27,500,000,  to  the  Western  Pacific  Railroad  Corporation,  the  holding  com- 
pany, in  total  payment;  with  the  exception  of  a  sum  not  to  exceed  $2,000,000  in 
cash,  hereafter  referred  to,  for  the  entire  property  of  Western  Pacific  Rail- 
way Co.,  more  particularly  described  ill  Exhibit  "A,"  hereto  attached:  Provided, 
That  the  par  value  of  said  capital  stock  shall  never  be  claimed  before  the 
railroad  commission  or  any  other  public  authority  as  representing  for  rate 
making  or  any  other  purpose  the  present  fair  value  of  the  property  herein 
authorized   to   be   conveyed. 

3.  The  Western  Pacific  Railroad  Co.  is  hereby  authorized  to  issue  its  first- 
nvortgage  gold  bonds  of  the  face  value  of  $20,000,000,  to  be  secured  by  the  deed 
of  trust  or  mortgage  hereinafter  referred  to,  on  the  following  conditions  and 
not   otherwise : 

(a)  Said  bonds  shall  be  sold  so  as  to  net  the  Western  Pacific  Railroad  Co. 
not   less  than  00  per  cent  of  their  face  value,  plus  accrued  interest. 

(M  The  proceeds  from  the  sale  of  said  bonds  shall  be  used  for  the  following 
purposes : 

(1  )  To  jiay  the  distributive  shares  of  nonassenting  bondholders,  underwriting 
commission,  expenses  of  foreclosure  and  reorganization,  including  court  costs, 
compensation  and  allowances  of  the  receivers  and  their  counsel,  the  mortgage 
trustee  and  Ms  counsel,  taxes  on  the  creation  and  issue  of  new  securities,  com- 
pensation and  expenses  of  the  protective  and  reorganization  committees,  their 
depositaries  and  counsel:  fees  of  engineering,  accounting,  and  other  experts: 
engraving,  printing,  and  miscellaneous  requirements,  not  to  exceed  the  sum  of 
$2,000,000. 

(2>  The  detailed  statements  of  the  purposes  for  which  the  following  ex- 
penditures are  to  be  incurred  shall  have  been  filed  by  the  Western  Pacific  Rail- 
road Co..  the  proceeds  from  the  sale  of  said  bonds  may  be  used,  in  general,  for 
the  following  purposes: 

(<i)    For  betterments  to   the  existing  property   of   Western   Pacific 

Railway  Co.,  not  to  exceed  the  sum  of $2,597,750 

(b)   For  the  acquisition  of  new  passenger  and  freight  equipment, 

not  to  exceed  the  sum  of 3,514,000 

(r)  For  the  acquisition,  by  purchase,  construction,  or  otherwise, 
of  extensions  and  feeders,  including  payment  of  interest  dur- 
ing construction,  the  acquisition  of  additional  new  property, 
the  payment  of  receivers'  car  trust  obligations,  the  provision 
of  working  capital  for  the  Western  Pacific  Railroad  Co.,  and 
the  possible  protection  of  claims  against  the  Denver  &  Rio 
Grande  Railroad  Co.,  not  to  exceed  the  sum  of 10,006,250 

4.  The  Western  Pacific  Railroad  Co.  shall  keep  separate,  true,  and  accurate 
accounts  showing  the  receipt  and  application  in  detail  of  the  proceeds  of  the 
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sale  of  the  capital  stock  and  bonds  hereby  authorized  to  be  issued,  and  on  or 
before  the  25th  day  of  each  month  the  company  shall  make  a  verified  report  to 
the  railroad  commission,  stating  the  sale  or  sales  of  said  bonds  and  capital 
stock  during  the  previous  month,  the  terms  and  conditions  of  sale,  the  moneys 
realized  therefrom,  and  the  use  and  application  of  such  moneys,  all  in  accord- 
ance with  this  commission's  general  order  No.  24,  which  order,  in  so  far  as 
applicable,  is  made  a  part  of  this  order. 

5.  The  authority  hereby  given  to  issue  capital  stock  and  bonds  shall  apply 
only  to  capital  stock  and  bonds  issued  by  the  Western  Pacific  Railroad  Co.  on 
or  before  July  1.  1917. 

6.  The  authority  hereby  given  to  issue  bonds  shall  not  become  effective  until 
the  Western  Pacific  Railroad  Co.  has  paid  the  fee  specified  in  the  public  utilities 
act. 

III.  The  Western  Pacific  Railroad  Co.  is  hereby  authorized  to  execute  its  deed 
of  trust  or  mortgage  to  Federal  Trust  Co.  and  Henry  E.  Cooper,  trustees,  to  be 
dated  June  26,  1916,  and  to  secure  the  issue  of  a  maximum  face  value  of  first 
mortgage  gold  bonds  in  the  amount  of  $50,000,000,  to  mature  March  1,  1946,  of 
which  bonds  the  first  $20,000,000  principal  amount  are  to  bear  interest  at  the 
rate  of  ."">  per  cent  per  annum,  payable  on  the  1st  days  of  March  and  September, 
and  to  be  redeemable  at  the  face  amount  thereof  and  accrued  interest  thereon, 
and  the  other  bonds  are  to  bear  interest  at  such  rate  or  rates,  not  exceeding  6 
per  cent  per  annum,  payable  on  such  semiannual  dates  and  to  be  redeemable 
at  such  price  or  prices  as  shall  be  determined  by  the  board  of  directors  of  the 
company  at  the  time  of  the  issue  thereof,  subject  to  the  approval  of  the  railroad 
commission,  said  deed  of  trust  or  mortgage  to  be  in  substantially  the  form  at- 
tached to  the  supplemental  petition  herein  and  marked  "  Supplemental  Exhibit 
No.  3  " ;  provided  that  the  approval  herein  given  of  said  mortgage  or  deed  of 
trust  is  for  the  purpose  of  this  proceeding  only,  and  is  an  approval  in  so  far  as 
the  railroad  commission  has  jurisdiction  under  the  terms  of  the  public  utilities 
act,  and  is  not  intended  as  an  approval  of  said  mortgage  or  deed  of  trust  as  to 
such  legal  requirements  to  which  said  mortgage  or  deed  of  trust  may  be  sub- 
jected. 

Dated  at  San  Francisco,  Cal.,  this  12th  day  of  July,  1916. 

EXHIBIT  "A." 

(1)  Western  Pacific  Railway  Co.'s  main  line  of  railroad  from  San  Francisco. 
Cal.,  to  Salt  Lake  City,  Utah,  commencing  at  the  city  and  county  of  San  Fran- 
cisco, running  thence  in  and  through  the  said  city  and  county  of  San  Francisco, 
and  along,  over,  and  across  the  streets,  alleys,  and  squares  thereof;  thence  by 
terry  and  barge  system  to  the  city  of  Oakland.  Alameda  County,  Cal. ;  thence  in 
and  through  said  city  of  Oakland,  and  along,  over,  and  across  the  streets,  alleys, 
and  squares  thereof;  thence  southeasterly  and  easterly  to  a  point  on  the  boun- 
dary line  between  the  said  county  of  Alameda  and  the  county  of  San  Joaquin. 
State  of  California;  thence  in  a  general  easterly,  northeasterly,  and  northerly 
direction  to  the  city  of  Stockton,  said  county  of  San  Joaquin;  thence  in  a  general 
northwesterly  and  northerly  direction  to  the  city  of  Sacramento,  county  of  Sac- 
ramento. State  of  California  ;  thence  in  and  through  said  city  of  Sacramento, 
and  along,  over,  and  across  the  streets,  alleys,  and  squares  thereof ;  thence  in  a 
general  northerly  direction  to  the  city  of  Marysville,  county  of  Yuba,  State  of 
California;  thence  in  a  general  northerly  direction  to  a  point  at  or  near  the 
town  (now  city)  of  Oroville,  county  of  Butte,  State  of  California  ;  thence  north- 
erly and  northeasterly  along  the  north  fork  of  the  Feather  River,  easterly  and 
northeasterly  along  the  east  branch"  of  the  north  fork  of  Feather  River,  south- 
erly and  southeasterly  along  Spanish  Creek  and  Spring  Garden  Creek,  south- 
easterly and  northeasterly  along  the  middle  fork  of  the  Feather  River  to  a  point 
in  Sierra  Valley,  county  of  Plumas,  State  of  California  ;  thence  easterly  across 
Sierra  Valley  and  through  Beckwith  Pass  to  a  point  on  the  boundary  line  be- 
tween the  States  of  California  and  Nevada;  thence  in  a  general  easterly  direc- 
tion across  the  State  of  Nevada  to  a  point  on  the  boundary  line  between  the 
States  of  Nevada  and  Utah;  thence  in  a  general  easterly  direction  to  a  point 
in  Salt  Bake  City.  Salt  Lake  County,  said  State  of  Utah,  including  that  certain 
line  of  railroad  formerly  owned  by  the  Alemeda  and  San  Joaquin  Railroad  Co. 
and  now  owned  by  the  Western  Pacific  Railway  Co.,  extending  from  the  city  of 
Stockton,  county  of  San  Joaquin,  State  of  California,  to  Tesla,  Alameda  County, 
Cal.,  a  distance  of  about  36.6  miles,  together  with  all  the  other  property  and 


2126  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

franchises  acquired  by  the  Western  Pacific  Railway  Co.  from  said  last-named 
company. 

Also  all  the  railroads,  terminals,  rights  of  way,  franchises,  and  other  property 
heretofore  acquired  by  Western  Pacific  Railway  Co.  from  the  San  Francisco 
Terminal  Railway  and  Ferry  Co.,  the  Sacramento  and  Oakland  Railway  Co., 
and  the  Stockton  and  Beckwith  Pass  Railway  Co. 

(2)  All  other  lines  of  railroad  wherever  situated,  whether  owned  by  Western 
Pacific  Railway  Co.  at  the  time  of  the  execution  and  delivery  of  its  first  mort- 
gage or  thereafter  constructed  or  acquired,  whether  by  the  railway  or  the  re- 
ceivers of  its  property,  and  owned  by  it,  including  all  branches,  extensions,  ter- 
minals, terminal  property  and.  interest  in  terminals,  union  depots  or  stations, 
and  all  way  grounds,  rights  of  way,  depot  grounds,  roadbeds,  superstructures, 
rails,  tracks,  sidetracks,  sidings,  switches,  and  turnouts,  bridges,  viaducts, 
culverts,  embankments,  lands,  yards,  buildings,  offices,  depots,  stations,  ware- 
houses, car  houses,  engine  houses,  freight  houses,  coal  houses,  wood  houses,  ma- 
chine shops,  and  other  shops,  turntables,  water  stations,  water  tanks,  fences, 
telegraph  lines,  elevators,  structures,  erections  and  fixtures,  and  all  wharves, 
piers,  docks,  terries,  boats,  steamers,  barges,  transports,  tugs,  and  transfer  and 
ferryboats. 

(3)  All  the  right,  title,  and  interest  of  Western  Pacific  Railway  Co.  in  and 
to  any  and  all  parcels  of  real  property  wherever  situated,  either  owned  by  it  or 
purchased  or  acquired  by  the  receivers  of  its  property,  or  in  which  it  has  the 
sole  beneficial  interest,  and  which  have  been  acquired  from  time  to  time, 
although  such  parcels  may  be  detached  from  and  do  not  form  an  integral  part 
of  the  railway's  line  of  railway. 

(4)  All  locomotives,  engines,  cars,  and  other  rolling  stock,  steam  or  electrical 
equipment,  machinery,  instruments,  tools,  implements,  materials,  supplies,  fur- 
niture, and  other  chattels  of  Western  Pacific  Railway  Co.,  wheresoever  situated, 
whether  acquired  by  the  railway  or  by  the  receivers  of  its  property. 

(5)  All  the  following-described  shares  of  stock,  which  said  stock,  with  the 
exception  of  stock  in  Salt  Lake  City  Union  Depot  &  Railroad  Co.,  are  de- 
posited and  pledged  with  and  held  by  The  Equitable  Co.  as  trustee  of  the  first 
mortgage  of  Western  Pacific  Railway  Co.,  namely: 

$400,500  par  value  of  stock  of  the  Standard  Realty  &  Development  <  !o. 

$2,500,000  par  value  of  stock  of  the  San  Francisco  Terminal  Railway  & 
Ferry  Co. 

$1,000,000  par  value  of  stock  of  the  Stockton  &  Beckwith  Pass  Railway  Co. 

$99,900  par  value  of  stock  of  the  Salt  Lake  City  Union  Depot  &  Railroad  Co. 

(G)  All  cash  in  the  possession  of  the  receivers  of  the  property  of  the  Western 
Pacific  Railway  Co.  or  to  which  they  are  entitled,  all  sums  of  money  and  all 
accounts  of  every  kind  due  to  the  receivers,  all  estates,  interests,  and  rights 
under  leases,  trackage,  terminal,  crossing,  operating,  and  other  executory  con- 
tracts and  agreements  to  which  the  railway  or  the  receivers  may  be  parties. 

(7)  Western  Pacific  Railway  Co.'s  rights  and  interests  in  and  under  the  fol- 
lowing agreements : 

(a)  An  agreement,  dated  June  23,  1905,  between  the  Western  Pacific  Rail- 
way Co..  the  Rio  Grande  Western  Railway  Co.  (now  consolidated  into  the 
Denver  &  Rio  Grande  Railroad  Co.),  and  the  Bowling  Green  Trust  Co.,  as 
trustee  under  the  first  mortgage  of  the  railway. 

(6)  An  agreement,  dated  June  23.  1905,  between  the  Western  Pacific  Railway 
Co.,  the  Denver  &  Rio  Grande  Western  Railway  Go.  (now  consolidated  into  the 
Denver  &  Rio  Grande  Railroad  Co.),  and  the  Bowling  Green  Trust  Co.,  as 
trustee  under  the  first  mortgage  of  the  railway. 

(<•)  An  agreement,  dated  June  23,  1905,  between  the  Missouri  Pacific  Railway 
<1o.  and  the  Denver  &  Rio  Grande  Railroad  Co. 

(rf)  All  other  agreements,  leases,  and  traffic  contracts  to  which  the  Western 
Pacific  Railway  Co.  is  a  party  or  in  which  the  railway  has  an  interest. 

(8)  All  other  property  of  every  kind  and  description  owned  by  the  Western 
Pacific  Railway  Co..  or  acquired  by  the  railway  or  by  the  receivers  of  its 
property  ;  also  any  and  all  corporate  and  other  rights,  powers,  privileges,  and 
franchises,  easements,  tenements,  hereditaments,  and  appurtenances,  reversions, 
and  remainders,  which  the  railway  held  at  the  time  of  the  execution  and  de- 
livery of  its  first  mortgage,  or  which  it  or  the  receivers  have  subsequently  ac- 
quired and  now  possess  or  exercise,  and  any  and  all  rents,  issues,  profits,  tolls, 
and  other  income  of  said  lines  of  railroad,  extensions,  and  branches,  or  any 
part  thereof,  and  all  the  estate,  right,  title,  and  interest,  property,  possession, 
claim,  and  demand  whatsoever,  as  well  at  law  as  in  equity,  of  the  said  railway 
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of,  in,  and  to  the  said  lines  of  railroad,  terminals,  and  other  property,  and  any 
and  every  part  thereof,  with  all  of  the  appurtenances. 

(9)  Excepting  out  of  and  reserving  from  the  property  above  described  so 
much  thereof,  if  any,  as  .shall  heretofore  have  been  conveyed  by  the  Western 
Pacific  Railway  Co.  and  released  from  the  lien  of  the  first  mortgage  by  the 
trustee  thereunder  and  released  from  the  second  mortgage  by  the  trustee 
thereunder. 

(10)  Excepting  also  out  of  and  reserving  from  the  property  above  described 
any  and  all  trackage  and  operating  rights  now  existing  in  the  Boca  &  Loyalton 
Railroad  Co.,  Chester  L.  Hovey,  as  receiver  thereof,  and  the  Mercantile  Trust 
Co.,  of  San  Francisco,  as  trustee  under  the  first  mortgage  of  the  Boca  &  Loyal- 
ton  Railroad  Co.,  over  a  certain  portion  of  the  track  approximately  3$  miles  in 
length. 

Subject  to  all  lawful  obligations  against  said  property. 

Receivership  of  Wheeling  &  Lake  Erie  Railroad  Co. 

The  Wheeling  &  Lake  Erie  Railroad  was  organized  April  28,  1899.  On  June 
8,  1908,  B.  A.  Worthington  was  appointed  receiver  on  the  application  made  by 
the  National  Car  Wheel  Co.,  a  creditor  to  the  extent  of  $87,910.  In  June,  1912, 
William  Duncan  was  appointed  receiver  to  succeed  B.  A.  Worthington,  who 
resigned.  The  road  was  sold  at  foreclosure  sale  on  October  30,  1916,  to  repre- 
sentatives of  Kuhn,  Loeb  &  Co.,  reorganization  managers. 

On  June  30,  1916,  Wheeling  &  Lake  Erie  operated  the  following  mileage : 


Lines  owned . 


Main  line: 

Toledo  to  Terminal  Junction,  Ohio 

Cleveland  to  Zanesville,  Ohio 

Aetnaville  extension,  Terminal  Junction  to  Aetnaville,  Ohio. 

Huron  branch,  Huron  Junction  to  Huron,  Ohio 

Steubenville  branch,  Warrenton  to  Steubenville,  Ohio 

Sherrodville  hranch,  Canton  to  Sherrodville,  Ohio 

Massilon  branch,  Orrville  Junction  to  Run  Junction,  Ohio . . . 


Tolal  lines  owned 

Total  owned,  451.01  miles. 

Twines  operated:  Chagrin  Falls  branch,  Falls  Junction  to  Chagrin  Falls,  Ohio 

Lines  leased:  Adena  R.  R.;  Adena  to  St.  Clairsville  Junction,  Ohio 

Trackage  rights:  Cleveland,  Cincinnati,  Chicago  &  St.  Louis  Ry.;  Linndale  to  Well- 
ington   


Total 

Total  operated,  512.13  miles. 


Toledo 
division. 


Miles. 
210. 05 


2.75 

12.80 
13.65 


261.34 


20.93 
32.00 


Cleveland 
division. 


Miles. 
"  144  .'26 


189. 67 
8.19 


197. 86  • 


For  the  purpose  of  this  report  reference  will  be  made  to  the — 

1.  Reorganization  of  company  in  1889  and  1900. 

2.  Purchase  of  control  by  Gould  interests. 

3.  Three-year  $8,000,000  not  issue  in  1905. 

4.  Receivership  in  1908. 

5.  Revenues  and  expenses. 

6.  Capitalization  on  June  30,  1901,  and  on  June  30,  1916. 

7.  Reorganization  plan. 

1.    REORGANIZATION   OF   COMPANY   IN    1889    AND    1900. 


On  June  26,  1889,  the  stockholders  of  Wheeling  &  Lake  Erie  ratified  the  pur- 
chase of  the  properties  of  the  Cleveland,  Canton  &  Southern  and  of  the  Cleve- 
land Belt  Line  Railway  sold  at  foreclosure  sale.  The  latter  company  owned 
terminal  properties  in  Cleveland,  the  former  a  line  of  railway  extending  from 
Cleveland  to  Coschocton,  Ohio.  At  the  same  meeting  the  stockholders  voted  to 
increase  the  capital  stock  of  the  Wheeling  &  Lake  Erie  from  $24,500,000  to 
$37,500,000,  the  increase  to  consist  of: 

1.  Common    stock $10,000,000 

2.  First  preferred  stock 3,000,000 

3.  Second  preferred  stock 5,000,000 
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They  also  authorized  the  execution  of  a  new  $15,000,000  4  per  cent  mortgage, 
the  new  bonds  being  appropriated  for  the  following  purposes: 

1.  To  retire  present  outstanding  tirst  mortgage  5s $6,  100,000 

2.  To  retire  outstanding  equipment   trust   certificates   to   purchase 

new    equipment 1>  200.  000 

3.  To  purchase  Cleveland,  Canton  &  Southern  and  Cleveland  Belt—     4,000,000 

4.  To  extend  Cleveland  Belt,  to  improve  terminals  at  Cleveland,  to 

reduce  grades,  and  extend  the  Wheeling  &  Lake  Erie 1 .  400,  000 

5.  For  future  extensions,  additions,  and  betterments 2,000.000 

The  underlying  bonds  to  which  reference  was  made  above  consisted  of: 

1.  Lake  Erie  division  first  mortgage  5s ' $3,000,000 

2.  Wheeling  division  first  mortgage  5s 1,  500,  000 

3.  Extensions  and  improvements  first  mortgage  5s 1,  624.  000 

4.  Toledo  Belt  Railway  first  mortgage  5s 276,000 

Total 0,  400.  000 

To  induce  the  underlying  bondholders,  also  referred  to  as  the  divisional  bond- 
holders, to  exchange  their  5  per  cent  bonds  for  the  new  4  per  cent  bonds,  the 
following  offer  was  made  to  them  : 


Divisional  bondholders  for  each  $1,000  5  per  cenl  bond. 


Lake  Erie  division,  first  mortgage 

Wheeling  division,  first  mortgage 

Extension  and  improvement,  first  mortgage 
Toldeo  Belt  Ry.,  first  mortgage 


To  receive- 


New   Is. 


$1,000 
1.000 
1.000 
1.000 


First 
preferred 

stoek. 


Second 
preferred 

stock. 


S300 
200 
200 
200 


$15l> 
100 
KM) 
100 


The  refunding  of  the  divisional  5s  into  the  new  4s  was  not  particularly  suc- 
cessful, for  on  June  30,  1916,  there  were  outstanding — 

Lake  Erie   division   5s $2,000,000 

Wheeling   division   5s 894,  000 

Extension  and  improvement  5s 409,  000 

Total 3.  303,  000 

The  refunding  of  all  of  the  underlying  bonds  on  the  basis  above  outlined 
would  have  required  the  issue  of — 

Consolidated    4s $6,  400,  000 

First   preferred   stock 1.580,000 

Second    preferred    stock 790.000 

Or  a  total  of  stocks  and  bonds  of 8,770,000 

To  retire  bonds  in  the  amout  of _ 6,  400,  000 

Under  date  of  June  15,  1900  (Commercial  and  Financial  Chronicle,  vol.  71, 
p.  34).  the  Wheeling  &  Lake  Erie  applied  to  Ihe  New  York  Stock  Exchange  ro 
list: 

1.  $7,529,000  first  consolidated  4s  due  September  1,  1949. 

2.  $3,855,200  first  preferred  noncumulative  4  per  cent  stock. 

3.  $10,427,600  second  preferred  noncumulative  4  per  cent  stock  . 

4.  $19,000,000  common  stock. 

The  report  furnished  the  governing  committee  of  the  New  York  Stock  Ex- 
change shows  that  the  stock  and  bonds  which  the  company  desired  to  have 
Listed  were  issued  for  the  following  purposes : 

A.  First  consolidated  4s,  $7,529,000. 

a.  $3,850,000  issued  to  purchase  Cleveland,  Canton  &  Southern  and  Cleveland 
Belt  Terminal  Railway  properties. 
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b.  $1,954,000  issued  to  retire  car  trust  certificates  and  improve  system. 

c.  $1,725,000  issued  to  refund  divisional  bonds. 

B.  First  preferred  stock,  4  per  cenl  nOncumulative,  $3,855,200. 

'/.  $2,500,000  issued  under  reorganization  plan  of  February  7.  1898. 

h.  $920,000  issued  io  pay  in  part  for  Cleveland,  ('anion  &  Soul  hern  ami 
Cleveland  Belt  Railway  properties. 

c.  $435,200  issued  to  refund  divisional  5  per  cenl  Ponds. 

( '.  Second  preferred  4  per  cenl  noncumulative  stock.  $10,427,600. 

<i.  $7,000,000  issued  under  reorganization  plan  of  February  7.  1898. 

b.  $3,210,000  issued  as  pari  payment  for  properties  of  Cleveland,  ''anion  & 
Southern  and  Cleveland  Bell  Railway. 

<■.   $217,600  issued  io  refund  divisional  5s. 

D.  Common  stock.  $19,000,000. 

a.  $15,000,000  issued  under  reorganization  plan  of  February  7,  1898. 

i>.  $4,000,000  issued  as  pari  payment  for  purchase  of  properties  of  Cleveland, 
Canton  >.V  Southern  and  Cleveland  Bell  Railway. 

The  unissued  stocks  and  bonds  of  the  company  on  June  15,  L900,  consisted  of: 


Purpose. 


Refunding  balance  of  divisional  os.. 
For  equipment  and  improvement . . 
To  purchase  Coshocton  &  Southern 
For  future  needs  of  company 


New  con- 
solidated 
4s. 


$4,675,000 

790, 000 

490, 000 

1.510,000 


Firsl  Second 

preferred      preferred 

slock.  slock. 


SI,  1 14,800 


Common 

slock. 


•$.r>72,  100 


1, 000,  i«  id 


SI,  nun. hud 


From  this  tabulation  it  appears  that  the  only  marketable  securities  which 
tiie  company   had  in   1900  were  $2,306,000  of  4  per  cent   bonds. 

The  Wheeing  &  Lake  Erie  Railroad  Co.  was  organized  under  a  plan  of 
February  7.  1898,  which  called  for  the  conversion  of  the  then  outstanding  con- 
solidated 4  per  cent  mortgage  bonds  of  the  Wheeling  «S:  Lake  Erie  Railway  Co. 
into  first  preferred  stock  at  106  of  the  Wheeling  &  Lake  Erie  Railroad  Co. 
All  but  $2,000  of  the  old  bonds  were  converted.  Under  the  reorganization  plan 
there  was  issued  : 

1.  $2,500,000  first  preferred  stock. 

•_'.  $7,000,000  second  preferred  stock. 

3.  $15,000,000  common  stock. 

■1.    PUBCHASE  OF  CONTROL   BY  GOULD  INTERESTS. 


In  its  issue  of  March  30,  1901  (vol.  72.  p.  628),  the  Commercial  and  Financial 
Chronicle  reports  that  the  shares  of  the  Wheeling  &  Lake  Erie  advanced 
sharply  on  large  transactions.  The  increase  in  the  stock  gave  rise  to  reports 
that  some  connecting  road  was  acquiring  control.  The  stock  prices  quoted 
during  January.  February,  and  March,  1901,  show  that  the  common  ranged 
from  11|  on  January  3  to  21|j  on  -March  29.  the  first  preferred  from  .">:>!  on 
February  2  to  60f  on  March  24,  and  the  second  preferred  from  27A  on  January 
21  to  38  on  March  28. 

In  its  issue  of  April  13,  1901  (vol  72.  p.  723),  the  Commercial  and  Financial 
Chronicle  reports  that  George  Could,  through  purchases  of  common  stock  in  the 
open  market,  acquired  control  of  the  Wheeling  &  Lake  Erie.  At  the  annual 
meeting  on  May  1,  1901,  the  Gould  interests  assumed  active  control  of  the 
Wheeling  &  Lake  Erie. 

I  was  unable  to  ascertain  whether  the  stock  of  Wheeling  &  Lake  Erie  was 
purchased  by  Could  or  by  t lit*  Pittsburgh-Toledo  Syndicate,  a  Wabash-Could 
enterprise  designed  to  gain  for  the  Wabash  an  entrance  into  Pittsburgh.  It 
was  the  syndicate  which  turned  the  Wheeling  &  Lake  Erie  stock  over  to  the 
Wabash-Pittsburgb  Terminal  Railway  Co.  for  $6,200,000,  according  to  A.  W. 
Ferrin  t  Moody's  Magazine,  vol.  17,  p.  393).  All  of  the  outstanding  stock  of 
the  terminal  company  was  issued  to  the  Wabash. 
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The  Wheeling  &  Lake  Erie  stock  delivered  to  the  Wabash-Pittsburgh  Terminal 
Railway  Co.  consisted  of: 


Total  stock 
outstanding. 

Acquired 
by  Wabash- 
Pittsburgh 

Terminal. 

$20,000,000 
12,  OIK),  000 
5,000,000 

$11,870,000 
6,423  S00 

847, 500 

Total 

37,000,000 

19,141,300 

The  Gould  interests  acquired  51.6  per  cent  of  the  Wheeling  &  Lake  Erie  stock. 

It  appears  that  most  of  the  stock  was  acquired  during  1900  and  the  early 
part  of  1901.  The  range  in  the  sale  prices  of  Wheeling  &  Lake  Erie  stock  on 
the  New  York  Stock  Exchange  from  1899  to  1903  is  reported  as  follows: 


Class  of  stock:. 


Common. 


Second  preferred. 


First  preferred. 


Year. 

Lowest. 

1899 

71 

1900 

8 

1901 

H| 

1902 

17 

1903 

12 

1899 

21  i 

1900 

21? 

1901 

24 

1902 

28 

1903 

20 

1899 

45 

1900 

4U 

1901 

IS 

1902 

4'.)'. 

1903 

10J 

Highest. 


13 

i:u 

22" 

30} 

274 

324 

33J 

38 

42* 

38'. 

64 

58J 

60| 

66 

62 


The  foregoing  range  in  the  sale  prices  of  the  Wheeling  &  Lake  Erie  si  nek 
would  indicate  that  the  Gould  interests  paid  from  $3,500,000  to  $4,500,000  for 
the  control  of  this  company. 

J.  Ramsey,  jr.,  vice  president  and  general  manager  of  the  Wabash,  an- 
nounced that  the  Wheeling  would  be  separately  operated,  bul  thai  close  work- 
in-  arrangements  would  be  made  with  the  Wabash.  The  new  management  con- 
templated to  construct  a  short  line  from  Jewel  t,  Ohio,  to  Steubenville,  Ohio, 
and  from  the  latter  point  gain  an  entrance  into  Pittsburgh  by  means  of  trackage 
rights  over  an  existing  road.  (Commercial  and  Financial  Chronicle,  vol.  72, 
p.  874. )  Later  the  plans  of  the  Wabash  management  were  modified  and  en- 
trance' into  Pittsburgh  secured  through  construction  of  a  60-mile  line  by  the 
Pittsburgh-Toledo  Syndicate,  and  by  it  turned  over  to  the  Wabash-Pittsburgh 
Terminal  Railway  Co. 

In  his  report  for  the  year  ending  June  30,  1901,  J.  Ramsey,  jr.,  president  of 
the  Wheeling  &  Lake  Erie,  says  in  substance : 

The  freight  equipment  is  far  below  standard  which  the  requirements  of  traffic 
call  for.  We  must  arrange  at  once  for  at  least  2,000  to  2,500  40-ton  coal  cars 
and  from  20  to  25  freight  locomotives,  the. same  to  be  paid  by  issuing  equipment 
certificates.  Heavy  grades  must  be  reduced,  curves  eliminated,  stronger 
bridges  constructed,  and  light  rails  replaced  with  heavier  ones.  These  improve- 
ments must  be  made  out  of  earnings.  The  road  is  surrounded  by  railroads 
owned  and  operated  by  the  wealthiest  and  strongest  companies  in  the  country, 
and  it  must  be  prepared  to  carry  traffic  at  very  low  rates  and  at  as  low  a 
cost  per  ton  as  any,  or  it  must  again  go  to  the  wall. 

3.    THREE- YEAR  $8,000,000  NOTE  ISSTTE  IN    1905. 

In  February,  1903,  Myron  T.  Herrick,  chairman  of  the  board  of  directors  of 
the  Wheeling  &  Lake  Erie,  was  quoted  as  saying: 

"Among  the  big  improvements  practically  decided  upon  are  the  double- 
tracking  of  the  entire  road  east  of  Toledo  and  south  of  Cleveland  all  the  way 
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through.  The  business  of  the  road  has  increased  at  such  an  enormous  rate 
that  a  double-track  line  has  become  necessary  and  the  work  will  doubtless  be 
started  in  the  near  future." 

J.  Ramsey,  jr..  president  of  the  Wheeling  &  Lake  Erie,  in  his  annual  report 
for  the  year  ending  June  30,  1914.  after  referring  to  the  need  of  2,000  40-ton 
coal  cars,  continued  to  say,  in  substance: 

These  are  the  immediate  requirements  of  the  company  (if  it  is  to  profit  by 
the  Pittsburgh  and  other  developments),  and  in  addition  to  this  there  is  the 
cost  of  the  Adena  extension — already  built  and  paid  for,  but  not  financed — the 
Toronto  extension,  the  Zanesville,  Cleveland,  and  terminal  extension,  and  the 
Pittsburgh,  Lisbon  &  Western  and  Youngstown  branches,  to  be  provided  for 
at   an   early   date. 

If  the  proper  facilities,  double-track  equipment,  and  terminals  are  provided 
by  the  company  the  gross  earnings  of  the  company  will  he  double  in  two  or 
three  years. 

President  Ramsey  urged  the  adoption  of  a  financial  plan  which  would  per- 
mit the  company  to  carry  forward  his  suggested  extensions  and  improvements. 

On  May  20,  1905,  the  stockholders  of  the  Wheeling  &  Lake  Erie  authorized 
the  creation  of  a  $50,000,000  5Q-year  4  per  cent  mortgage.  Later  the  amount 
was  reduced  to  $35,000,000. 

In  its  issue  of  April  29,  1905,  the  Commercial  and  Financial  Chronicle  (vol. 
80,  p.  1730)  reported  that  subject  to  the  creation  of  the  new  bonded  indebted- 
ness the  company  had  sold  bonds  to  the  amount  of  $10,000,000.  It  further  ap- 
pears that  at  this  time  there  was  a  difference  of  opinion  between  George  Gould 
and  J.  Ramsey,  jr.,  in  regard  to  the  advisability  of  the  sale  of  the  bonds. 
Gould  insisted  that  the  company  instead  of  issuing  bonds  should  issue 
$8,000,000  of  3-year  5  per  cent  gold  notes.  Ramsey  refused  to  yield  to  the 
wishes  of  Gould,  and  as  a  consequence  was  removed  from  office.  The  contract 
for  the  sale  of  bonds  was  rescinded  and  the  $8,000,000  of  3-year  notes,  due 
August  1,  190S,  purchased  by  William  A.  Reid  &  Co.  and  Blair  &  Co.  The 
payment  of  the  notes  was  secured  by  the  deposit  of  $12,000,000  of  Wheeling  & 
Lake  Erie  general  mortgage  50-year  4  per  cent  bonds,  due  August  1,  1955.  The 
notes  were  also  indorsed  by  the  Wabash. 

The  subsequent  financial  difficulties  and  the  receivership  of  the  Wheeling  & 
Lake  Erie  is  directly  traceable  to  the  issue  of  the  $8,000,000  face  .value  of  three- 
year  notes. 

The  annual  report  for  the  year  ending  June  30,  1906.  shows  that  the  $8,000,000 
of  notes  were  sold  at  95.  netting  the  company  $7,600,000.  The  report  further 
shows  that  of  the  proceeds,  $2,180,677  was  used  to  pay  for  62  locomotives  and 
2,000  gondola  cars,  and  $1,996,819  to  pay  obligations  incurred  in  acquiring  and 
constructing  railroad  properties,  leaving  $3,422,054  on  hand  for  new  equipment 
and  improvements.  None  of  the  proceeds  of  these  notes  were  used  for  double 
tracking  the  Wheeling  &  Lake  Erie,  a  matter  which  was  apparently  abandoned 
by  those  in  charge. 

4.    RECEIVERSHIP   IN    190S. 

On  June  8,  1908,  Judge  Robert  W.  Taylor,  in  the  United  States  district  court 
at  Toledo,  appointed  First  Vice  President  and  General  Manager  B.  A.  Worth- 
ington  receiver  of  the  Wheeling  &  Lake  Erie  on  the  application  of  the  National 
Car  Wheel  Co.,  a  creditor  to  the  amount  of  $87,910.  In  its  issue  of  June  13, 
190S,  the  Commercial  and  Financial  Chronicle  (vol.  S6,  p.  1469)  alleges  that  the 
receivership  was  caused  by  the  heavy  fall  of  net  earnings  and  financial  troubles 
of  the  Wabash-Pittsburgh  Terminal  Railway  Co.,  controlling  the  Wheeling  & 
Lake  Erie.  Further  attention  is  called  to  the  error  made  in  1905.  when  $8,000,000 
of  three-year  notes  were  issued  instead  of  bonds  sold. 

George  J.  Gould  is  reported  as  saying: 

"  The  receivership  of  the  Wheeling  &  Lake  Erie  was  inevitable  after  the 
Wabash-Pittsburgh  Terminal  had  defaulted.  The  latter  was  unfortunately  over- 
capitalized. We  probably  could  have  carried  it  through,  but  I  did  not  want  the 
Wabash  to  become  overloaded  with  charges  which  might  pull  it  down.  The 
Wabash  is  a  fine  property  with  great  earning  powers,  and  will  not  be  permitted 
to  become  further  involved. 

"  The  $8,000,000  Wheeling  &  Lake  Erie  notes  coming  due  in  August  and 
guaranteed  by  the  Wabash  will  not  be  allowed  to  embarrass  the  Wabash.  The 
Wabash  is  perfectly  able  to  take  care  of  itself." 
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Receiver  Worthington  is  quoted  as  saying : 

"  The  fiscal  year  ending  June  30,  1907,  was  the  most  prosperous  the  Wheeling 
&  Lake  Erie  ever  had,  and  a  still  better  record  was  being  made  in  the  first  four 
months  of  the  present  year.  Earnings  were  running  at  the  rate  of  $18,500  per 
mile  on  the  single-track  road,  and  the  outlook  was  for  a  surplus  of  $750,000 
for  the  fiscal  year.  Then  came  the  panic  and  the  bottom  dropped  out  of  the 
road's  business.  It  declined  more  than  50  per  cent.  Operating  expenses  were 
still  earned,  but  fixed  charges  were  not  and  the  action  taken  to-day  is  the 
result." 

5.   REVENUES    AND   EXPENSES. 

The  revenues  and  expenses  of  the  Wheeling  &  Lake  Erie  from  1900  to  1916, 
both  years  inclusive,  are  shown  by  the  following  tables : 
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The  revenues  and  expenses  per  mile  <>f  road  of  Wheeling  &  Lake  Erie  are 
shown  in  the  following  table: 

The  Wheeling  &  Lake  Erie  Railroad  Co.  revenue  and  expenses  per  mile  of  road 

opera  h  d. 

[Data  from  Moody's  Analyses  of  Investments.] 


Year  ended 
June  30— 

Aver- 
age 

miles 
oper- 
ated. 

dross 
rev- 
enues. 

Maintenance. 

All 
other 
operat- 
ing ex- 
pense. 

Net 
operat- 
ing rev- 
enues. 

Total 
net  in- 
come. 

Taxes 

ac- 
crued. 

Fixed 
charges. 

Sur- 
plus. 

Way. 

Equip- 
ment. 

Total. 

1903 

442 
442 
442 
442 
442 
442 
442 
457 
457 
457 
459 
459 
512 
512 

$9, 581 
9,782 
10,397 
12, 033 
13,856 
12,210 
12,745 
15,209 
14, 870 
16,407 
17, 063 
16,639 
10, 599 
17,938 

$1,809 
1,554 
1,656 
1,793 
1,048 
1,510 
1,     s 
1,678 
1,639 
1,907 
2,882 
2,173 
1,181 
2,263 

$1,513 
1,623 

1,728 
1,972 
2,358 
2,599 
3,124 
3,041 
2,962 
3,068 
3,534 
2,787 
2,038 
3,433 

$3, 322 
3,177 
3,384 
3,765 
4,006 
4,109 
4,522 
4,719 
4,601 
4,975 
6,416 
4,960 
3,219 
5,944 

$3,992 
4,231 
4,850 
4,746 
5,329 
5,615 
4,981 
5,732 
5,769 
6,049 
6, 405 
6,531 
4,670 
6,297 

$2, 267 
2,375 
2,  163 
3,522 
1,523 
2,  186 
3,242 
4,758 
4,500 
5,383 
4,242 
5, 148 
2,710 
5,697 

$2, 267 
2,534 
2,163 
3,522 
4,795 
2,848 
3,184 
4,950 
4,434 
4,852 
4,307 
5,284 
2,797 
6,440 

(') 

(l) 
(») 

(') 

$513 
570 
622 
572 
543 
804 
790 
865 
754 
884 

$2, 237 
2,390 
2,601 
3. 177 
3, 530 
3,  644 
2,500 
3,541 
2,460 
2,479 
3, 271 
3,395 
3,988 
3,975 

$30 

1904 

144 

1905 

2  438 

1900 

315 

1907 

752 

1908 

21,366 

1909 

62 

1910 

837 

1911 

1,431 

1912 

1,569 

1913 

24 

1914 

1,024 

1915 

2  1,945 

1916 

1,581 

1  Included  in  fixed  charges. 


2  Deficit. 


The  Wheeling  &  Lake  Erie  is  primarily  a  freight-carrying  road.  More  than 
85  per  cent  of  its  earnings  are  derived  from  its  freight  business,  while  more 
than  60  per  cent  of  its  freight  business  is  classified  under  "  Products  of  mines." 

The  earnings  of  the  company  are  very  responsive  to  the  general  business  con- 
dition of  the  territory  in  which  it  operates.  Thus  we  find  that  following  the 
panic  in  1907  its  gross  earnings  decreased  from  $6,124,207  to  $5,633,645  in  1909, 
whereas  its  earnings  in  19i5  decreased  to  $5,428,069  as  compared  with 
$7,658,424  in  1914,  and  increased  to  $9,184,516  in  1916. 

6.    CAPITALIZATION  ON  JUNE  30,   1901,  AND  ON  JUNE  30,    1916. 

Wheeling  &  Lake  Erie  Railroad  Co.,  as  of  June  30,  1901,  and  June  30,  1916. 
reported  assets  and  liabilities  as  follows : 


Cost  of  property 

Securities  pledged 

Securities  unpledged 

Other  investments 

Cash  on  hand*. 

Accounts  collectible 

Receiver,  Wheeling  &  Lake  Erie. 

Deferred  debit  items 

Profit  and  loss 


Total  assets. 


LIABILITIES. 


Common  stock 

First  preferred  stock 

Second  preferred  stock 

Bonded  debt 

Equipment  obligations 

Notes  matured  unpaid 

Loans  and  bills  payable 

Audited  vouchers 

Miscellaneous  accounts  payable. ... 

Matured  interest  unpaid 

Taxes  accrued  not  due 

Interest  and  rents  accrued  not  due. 
Surplus 


Total  liabilities . 


June  30, 1901 .   June  30, 1916 


$50, 166, 474 


462,721 


612,821 
318,830 


6, 687 


51,567,533 


000,000 
135, 800 
567-,  900 
267, 000 
921,129 


371,671 

695,821 

5,182 

26, 198 

49,142 

174,186 

353,504 


51,567,533 


$56,469,376 

1,455,060 

415, 196 

1,209,982 

1,255 

117,019 

1,479,500 

13,125 

5, 003, 237 


66,163,750 


20, 000, 000 

4,9S6,900 

11,993,500 

15,000,000 

1,298,000 

10,523,333 

798, 177 

261,816 

2,035 

1 , 07V. 673 


220,316 


66,163,750 
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The  balance  sheet  as  of  June  30,  1916,  does  not  include  r he  receiver's  ac- 
counts. On  June  30,  1016.  there  were  outstanding  $6,859,850  face  value  of  re- 
ceiver's certiflccates  and  $1,413,000  face  value  of  equipment  obligations. 

The  capitalization  of  Wheeling  &  Lake  Erie  per  mile  of  road  is  shown  by 
the  table  on  the  following  page: 

The  Wheeling  <(•  Lake  Erie  Railroad  Co.  capitalisation  per  mile  of  road. 

[Data  from  Moody's  Analyses  of  Investments.] 


Year  ended  Tune  30- 


Stork 

outstanding 

and  per  cent 

of  whole.1 


1903 $33,666 

1904 '  S3.600 

1905 83,C66 

190f> 83,666 

1907 83,666 

1908 83,666 

1909 83,666 

1910 80,920 

1911 80,920 

1912 80,920 

1913 80, 567 

1914 80,557 

1915 72,209 

1916 72,227 


Per 

cent. 

68 

68 

65 
63 

59 
51 

58 
56 
51 

51 
51 
.',1 
50 
51 


Bonds 

outstanding 

and  per  cent 

of  whole. 


$39, 
39, 
46, 
49, 
58, 
79, 
60, 
64, 


Per 

cent. 
32 
32 
35 

37 

41 
49 
42 
44 
49 
49 
49 
49 
50 
49 


Rentals, 
capital- 
ized 

at  5  per 
cent. 


Total 

gross 

capital 

balance. 


$4,502 
5,245 
5,385 
5.223 
5,674 
1,393 
1 ,  C88 
4,061 
2,980 
3,963 
3,641 
2,566 
2,158 
1,386 


$127,243 
127,924 
135,426 
138,424 
1 18,312 
164,244 
1 15, 838 
149,090 
163,000 
163,997 
162,977 

1611.  sill 
115. 262 
1 17.. '.(IS 


I  lulled 

by  com- 
pany us 

per 
balance 

sheet. 


$1,083 

1 ,  107 

1.120 

1 .  137 

1,  154 

1,172 

5,  180 

782 

810 

789 

1,817 

1.817 

1 ,  629 

Ml 


N'ct 

capital- 
ization. 


$126,1(0 
126,817 
134,306 

137,287 

1(7, 158 
1(3,072 
140,658 
148,308 
162,190 
163,208 

161,  1(0 
158,(103 

143,633 

146,(07 


1  The  decrease  in  stock  per  mile  is  due  to  increase  in  mileage  and  not  arc  duct  ion  in  the  outstanding  stock. 
In  19a?  company  operated  422  miles:  in  1916,  512  miles. 

According  to  the  foregoing  table,  the  bonds  per  mile  outstanding  increased 
from  $39,075  in  L903  to  $70,895  in  1916.  In  1903  the  total  capitalization  per 
mile  of  road  was  $126,160,  and  in  L916  $146,697  per  mile.  The  increase  in  the 
total  capitalization  was  caused  entirely  by  the  issue  of  additional  bonds  and 
fixed  interest-bearing  obligations.  We  find  that  in  1903  the  stock  represented 
68  per  cent  of  the  capitalization,  while  in  1916  ii  had  dropped  down  to  ~>i  per 
cent. 

7.    BEOBG  wiz  vrio\   PLAN. 

The  properties  of  the  Wheeling  &  Lake  Erie  Railroad  Co.  were  sold  at  fore- 
closure sale  and  the  company  reorganized  under  a  plan  dated  September  20, 
1916.  The  reorganization  plan  shows  the  capitalization  as  of  September  20, 
1916,  to  consist  of: 

Underlying  bonds  ($15,000,000)  : 

Lake  Erie  division  first-mortgage  5  per  cenl  gold  bonds $2,000,000 

Wheeling  division  first-mortgage  5  per  cent  gold  bonds 894,  (MM) 

Extensions  and  improvements  mortgage  5  per  cent  gold  bonds__    •    409,  (MM) 

First  consolidated  mortgage  4  per  cent  gold  bonds 11,697,  (MM) 

Equipment  obligations  ($2,610i000)  : 

Receiver's  equipment   certificates  maturing  1917  to  1932.  prin- 
cipal      1,312,000 

Equipment  sinking  fund  5  per  cent  gold  bonds,  principal 1.  298,000 

Demand  notes,  secured  by  pledge  of  bonds  of  Adena  R.  R.  Co.  and 

mortgages  on  real  estate  in  Cleveland,  principal 755,  000 

Obligations  fixed  by  decree  of  foreclosure — 3-year  5  per  cent  gold 
notes,  amount  due  Apr.  1,  1914  (date  of  decree).  $10,523,333;  in- 
terest to  Nov.  1,  1916.  .$1.359.264 11,882,597 

Receiver's   certificates,   principal 6,859,850 

Receiver's  mortgage,  principal 3,  609 

Capital  stock— First  preferred,  $4,986,900;   second  preferred,  $11,- 

993.500;   common.  $20,000,000 36,980,400 

Total  fixed  capitalization 74,091,456 

Unsecured  claims  (additional),  aggregating,  with  interest,  approxi- 
mately          720,500 
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Kuhn,  Loeb  &  Co.  and  Blair  &  Co.,  reorganization  managers,  estimated  the 
cash  requirements  to  carry  out  the  plan  at  $9,984,708: 

To  pay  receiver's  certificates  (exclusive  of  $190,000  thereof  maturing 

1926)  and  receiver's  mortgage,  principal $6,673,459 

To  pay  demand  notes  secured  by  bonds  of  Adena  H.  It.  Co.  and  real 

estate  in   Cleveland,  principal 755.  ihiii 

To  pay  other  claims  against  and  liabilities  of  the  receiver,  to  provide 
working  capital  for  the  new  company,  and  to  pay  Interest,  ex- 
penses of  foreclosure  and  sale,  and  of  reorganization  (including 
compensation  and  allowance,  counsel  fees,  court  costs,  services  of 
engineering,  accounting,  and  other  experts,  etc.),  and  other  incor- 
poration and  reorganization  disbursements  and  miscellaneous  re- 
quirements       2,  556,  249 

The  $9,984,708  of  cash  is  to  be  raised  by  the  payment  of  a  $27  assessment  on 
each  share  of  stock  of  the  old  company. 

The  reorganization  plan  leaves  undisturbed  securities  in  the  amount  of 
$4,S(>5,000,  consisting  of: 

Lake  Erie  division  bonds $2,000,000 

Wheeling  division  bonds 984,000 

Extensions  and  improvement  bonds 409,000 

Receiver's  equipment  certificates  maturing  1917  to  1923 1,312,000 

Receiver's  certificates  maturing  1926 190,  000 

The  reorganization  plan  calls  for  the  authorization  of  the  following  new 
securities : 

1.  Refunding  mortgage  gold  4£  per  cent  bonds,  authorized  issue $50,000,000 

2.  Prior  lien  7  per  cent  cumulative  stock,  authorized  issue 11,882,000 

3.  6  per  cent  noncumulative  preferred  stock,  authorized  issue 10,  344,958 

4.  Common  stock,  authorized  issue 33,641,300 

The  plan  provides  for  the  immediate  issue  of  $11,697,000  of  the  4£  per  cent 
refunding  mortgage  gold  bonds,  said  bonds  to  be  dated  September  1,  1916,  and 
mature  September  1,  1966.  Bonds  in  the  amount  of  $3,303,000  are  reserved  to 
retire  underlying  and  $35,000,000  are  appropriated  to  meeet  the  future  needs  of 
the  company.  The  interest  on  the  bonds  to  be  issued  shall  be  fixed  by  the 
board  of  directors  at  the  time  said  bonds  are  issued,  but  shall  in  no  event  ex- 
ceed 6  per  cent. 

The  prior  lien  7  per  cent  cumulative  stock  is  to  be  issued  in  exchange  for 
•SS.ooo,000  of  gold  notes  due  August  1,  1908,  and  the  interest  due  thereon. 
This  stock  has  preference  both  as  to  assets  and  dividends  and  may  be  redeemed 
at  $115  per  share  and  accrued  dividends  on  and  after  November  1,  1919.  The 
stock  may  also  be  converted  into  common  stock  after  November  1,  1919.  It 
lias  the  same  voting  right  as  the  common  and  preferred  stock. 

The  6  per  cent  noncumulative  preferred  stock  has  a  preference  as  to  assets 
and  dividends  over  the  common  stock.  This  stock  is  subject  to  redemption  at 
$105  per  share  and  dividends  on  and  after  November  1,  1919 ;  it  also  may  be 
converted  into  common  stock  after  November  1,  1919.  The  6  per  cent  non- 
cumulative  preferred  stock  will  be  used  to  refund  in  part  the  outstanding  com- 
mon, first  and  second  preferred  stock. 

While  the  reorganization  plan  makes  provision  for  common  stock  in  the 
amount  of  $33,641,300,  it  further  provides  that  additional  common  stock  may  be 
issued  to  convert  the  prior  lien  and  preferred  stock. 

To  summarize,  the  reorganization  plan  provides  for  the  immediate  issue  of 
the  following  new  securities: 

1.  Refunding  mortgage  gold   bonds,   authorized   issue   $50,000,000, 

to  be  issued  now $11,697,000 

2.  Prior  lien  7  per  cent  cumulative  stock 11,882,600 

3.  Preferred  6  per  cent  noncumulative  stock 10,344,958 

4.  Common  stock 33,641,300 
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The  new  securities  to  be  issued  under  the  reorganization  plan  are  to  be  dis- 
tributed as  follows : 


Outstand- 
ing. 

New  securities. 

Existing  securities. 

Refunding 

mortgage 

four-and-a- 

halfs. 

Prior-lien 
stock. 

Preferred 
stock. 

Common 
stock. 

First  consol  4  per  cent  bonds 

$11,697,000 

$11,697,000 
1100 

Three-year  notes 

11,882,600 

$11,882,600 
1100 



Unsecured  elf  ims,  etc 

720,500 

$360, 250 
150 

$1,346,463 

127 

$3,238,245 

'27 

$5,400,000 

127 

$360, 250 

150 

Stock  if  paying  S27  per  share: 

First  preferred  stock 

4,986,900 

$4, 986, 900 

i  100 

Second  preferred  stock 

11,993,500 

$10, 794, 150 

i  90 

20,000,000 

$17,500,000 

i  87J 

Total 

61,280,500 

$11,697,000 

$11,882,600 

$10,344,958 

$33,641,300 

i  Per  cent. 

The  following  table  shows  the  capitalization  and  fixed  charges  before  and 
after  the  proposed  reorganization  : 

Total  capitalization  before  reorganization $74,  811,  956 

Total  capitalization  after  reorganization 72,370,858 

a.  Bonds 15,  000,  000 

b.  Receiver's  equipment  obligations 1,  312,  000 

c.  Receiver's  certificates,  maturing  1926 190,  000 

d.  Prior  line  stock 11,  882,  600 

e.  Preferred   stock 10,344,958 

/.  Common   stock 33,641,300 

Reduction  in  total  capitalization 2,441,093 

Fixed  charges  prior  to  reorganization 1,  744,  950 

Fixed  charges  after  reorganization 768,  515 

Reduction  in  fixed  charges 976,  435 

Reduction  in  fixed  interest-bearing  obligations,  including  receiver's 

certificates 17,  950,  000 
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TUESDAY,  DECEMBER  11,   1917. 

United  States  Senate, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 

The  joint  committee  met,  pursuant  to  call  of  the  chairman,  at  10.30 
o'clock  a.  m.,  at  Room  320,  Senate  Office  Building,  Hon.  Francis 
G.  Newlands  (chairman),  presiding;  Hon.  W.  C.  Adamson,  vice 
chairman. 

The  Chairman.  The  committee  will  come  to  order. 

I  will  state  that  the  committee  has  met  this  morning  for  the  pur- 
pose of  hearing  the  representatives  of  the  State  commissions  with 
reference  to  the  subjects  covered  by  Senate  resolution  No.  60.  Mr. 
Bristow,  are  .you  ready  to  proceed  ? 

Mr.  Sims.  Mr.  Chairman,  before  we  proceed  I  desire  to  say  that 
I  understood — and  if  I  am  mistaken  about  it  I  want  to  be  cor- 
rected— that  at  the  beginning  of  the  hearings  of  this  committee,  the 
first  one  we  had,  Mr.  Bristow  and  other  State  commissioners  who 
wore  here,  with  the  exception  of  Mi".  Thelen,  who  wanted  to  be 
heard — made  the  distinct  statement  to  the  effect  that  they  desired 
the  railroad  side  to  be  presented  first.  They  wanted  to  know  what 
they  proposed  bv  way  of  affirmative  legislation  before  they  should  be 
heard,  and  I  admit  I  am  surprised  at  this  meeting  this  morning. 
I  never  heard  of  it;  I  did  not  know  we  were  going  to  take  up  the 
State  commissions  in  advance  of  the  holidays,  and  right  in  advance 
of  what  we  are  expecting  to  be  a  very  important  communication 
from  the  President  of  the  United  States.  As  I  say,  I  did  not  under- 
stand it.  I  understood  that  they  did  not  want  to  be  examined; 
they  did  not  want  to  put  in  their  case  until  the  railway  executives 
had  finished.  The  railway  executives  have  only  put  on  a  few  men, 
very  able,  indeed,  who  submitted  their  whole  plan.  They  have  stated 
several  times,  as  I  recollect,  that  they  would  want  experts  to  speak 
upon  different  points  and  none  of  whom  have  been  here.  So,  I 
repeat,  I  did  not  understand  this  meeting  at  all;  why  this  hearing 
is  to  be  held  at  this  time. 

The  Chairman.  I  will  state  that  the  assumption  was  that  the  rail- 
roads had  pretty  thoroughly  presented  their  case  through  Mr.  Thorn 
and  Mr.  Kruttschnitt;  the  president  of  the  Union  Pacific,  Mr.  Lov- 
ett,  Mr.  Acworth,  and  others,  and  the  feeling  of  the  members  of  the 
joint  committee,  who  remained  in  San  Francisco  after  your  depart- 
ure, was  that  events  were  hurrying  us  into  legislation  that  was  cov- 
ered by  resolution  No.  60,  and  that  it  was  wise,  therefore,  to  push  the 
hearings  and  to  get  all  the  testimony  in  that  was  possible. 

Mr.  Sims.  That  was  after  I  left.  That  is  the  reason  I  did  not  know 
anything  about  it.     Who  were  present  at  that  conclusion  'I 
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The  Chairman.  Senator  Cummins  and  Mr.  Esch. 

Mr.  Adamson.  I  will  state  that  I  do  not  care  to  interfere  with  the 
hearing  of  Mr.  Bristow,  if  he  desires  to  proceed,  but  the  joint  commit- 
tee adjourned  at  San  Francisco,  and  the  committee  sent  two  of  us 
away  as  a  subcommittee.  We  adjourned  on  a  formal  motion,  sub- 
ject to  call  of  the  chairman,  it  is  true,  but  I  never  heard  a  hint  that 
there  was  to  be  another  hearing  until  after  the  holidays.  We  went  to 
California  in  order  to  utilize  the  time  up  to  the  opening  of  Congress, 
which  we  did,  I  think,  to  pretty  good  advantage.  It  was  about  the 
most  successful  and  profitable  visit  I  ever  knew  a  committee  to  make. 
Now.  I  had  that  understanding. 

Answering  the  chairman's  statement  about  the  railroads  having 
concluded  their  case,  I  will  say  that  Mr.  Thorn  gave  a  list  of  finan- 
ciers and  bankers  and  others  who  were  necessary  to  make  out  this 
case,  and  they  were  to  come  here.  W^e  broke  the  regular  concatina- 
tion  by  going  to  California.  I  never  had  heard  anything  of  this.  I 
do  not  care  to  be  dogmatic  about  the  matter,  because  the  committee 
knows  that  very  much  to  my  own  distress,  and  probably  to  the  ad- 
vantage of  the  committee,  I  am  going  to  quit  and  I  shall  not  be 
present  to  make  any  report;  but  I  was  anxious  that  my  successor,  in 
anticipation,  on  should  be  present  at  the  subsequent  hearings — I  tried 
to  find  him  in  order  that  he  might  be  present,  but  he  has  nor  come  in. 
He  was  one  of  the  heroes  who  went  to  France  recently-  -Mr.  Stephens, 
of  Nebraska,  who  will  take  my  place  on  the  committee,  and  I  am 
very  anxious  that  he  should  participate.  However,  lie  can  read  the 
record. 

I  shall  not  object  to  Mr.  Bristow's  proceeding,  if  he  desires  to 
proceed. 

Mr.  Sims.  I  was  only  trying  to  find  out  why  this  hearing  is  taking 
place  now.  It  seemed  to  me  to  be  in  opposition  to  what  had  been 
the  general  understanding. 

Mr.  Adamson.  I  would  like  also  to  state,  in  connection  with  the 
statement  that  events  are  hurrying  us  into  legislation,  that  it  is 
entirely  erroneous.  This  is  not  a  war  committee,  it  is  a  peace 
committee.  This  committee  was  organized  to  formulate  and  recom- 
mend a  plan  for  permanent  operation  of  the  transportation  system. 
Thiers  has,  of  course,  been  legislation  with  respect  to  war,  but  it  has 
not  been  through  this  joint  committee;  it  was  through  regular  com- 
mittees of  the  House,  and  if  war  legislation  is  to  be  taken  up  it  will 
be  taken  up  by  the  regular  committees  of  the  House.  I  am  firmly 
of  the  opinion  that  it  is  impossible  for  this  committee  to  secure 
much  valuable  testimony  now,  during  the  war,  because  every  witness 
lias  got  that  in  his  mind:  he  wants  to  talk  about  what  he  wishes  to 
do  for  war  instead  of  upon  the  permanent  plan.  It  seems  to  me 
»hat  the  Executive  will  handle  that  matter,  and  it  looks  as  if  the  only 
thing  he  can  do  is  to  take  charge  of  the  railroads  and  handle  them 
until  the  war  is  over,  and  then  hold  them  until  the  railroads  and 
Congress  do  succeed  in  formulating  a  sensible  and  satisfactory  plan 
on  which  thev  will  serve  the  country  in  times  of  peace  and  war. 
That  is  all. 

The  Chairman.  I  will  state  that  the  sentiment  of  the  gentlemen 
that  I  have  referred  to  and  myself,  was  that  events  were  hurrying 
us  into  legislation  and  it  was  important,  therefore,  that  we  should 
to  over  every  field  of  inquiry  as  rapidly  as  possible.     It  is  true  that 
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the   conference  was   only   shared   by   throe   members   of   the  joint 
committee. 

I  think  it  would  be  entirely  proper  for  us  to  go  into  executive 
session  now  in  order  to  consider  whether  or  not  the  conclusion  which 
we  then  reached,  and  which,  of  course,  was  announced  by  the  chair- 
man under  the  power  given  to  him  by  the  committee  to  fix  a  time 
for  the  next,  hearing,  was  proper,  under  the  circumstances,  or  that 
conclusion  may  be  set  aside. 

Mr.  Sims.  1  (\o  not  object  to  Mr.  Bristow  being  examined,  or  any- 
body else. 

The  Chairman.  I  will  first  inquire  of  Senator  Bristow  if  he  has 
any  objection  to  proceeding  at  this  time/ 

Mr.  Bristow.  Mr.  Chairman,  1  desire  to  make  this  statement: 
That  it  was  the  desire  of  the  State  commissioners,  if  the  committee 
felt  it  was  proper,  that  the  railroads  should  make  their  case,  and 
since  it  was  the  primary  proposition  of  the  railroads  to  curtail  the 
authority  which  was  being  exercised  by  the  States,  that  the  reasons 
for  such  actions  should  be  given,  and  the  States  then  given  an  oppor- 
tunity to  reply.  Upon  receipt  of  the  telegram  from  the  chairman  as 
to  proceeding  on  the  date  fixed,  we  inferred  that  the  railroads  had 
completed  their  case,  and  we  are  here  to  submit  such  evidence  as  we 
have  in  behalf  of  the  States,  and  we  are  subject  to  the  desires  and 
wishes  of  the  committee.  Whatever  you  gentlemen  ask  us  to  do,  We 
will  undertake  to  do. 

The  Chairman.  Are  you  prepared  to  proceed  now,  or  would  you 
prefer  to  wait  until  later  '. 

Mr.  Bristow.  I  think  that  some  of  the  gentlemen  who  are  here 
and  who  have  made  preparation  to  be  heard  at  this  time  would  pre- 
fer to  appear  now  rather  than  to  have  the  hearing  postponed  and  be 
called  back  again. 

Mr.  Adamson.  I  move  that  they  be  allowed  to  proceed. 

Senator  Cumm ins.  That  is  right.  There  was  an  arrangement — I 
had  forgotten  about  it — made  after  Judge  Sims  left. 

I  am  not  at  all  in  sympathy  with  this  idea  of  arranging  this  inves- 
tigation as  though  it  were  a  lawsuit,  and  I  have  never  been.  My 
reasons  for  wanting  to  go  on  is  that  the  time  in  which  we  can  do 
anything  is  limited;  it  will  shortly  expire,  and  I,  speaking  for  myself, 
desire  to  get  through  as  soon  as  possible. 

Mr.  Adamson.  You  know  we  extended  the  time  until  next 
December. 

Senator  Cummins.  I  want  to  get  through  with  the  taking  of 
testimony,  whether  for  war  or  peace,  and  end  the  matter,  in  so  far 
as  our  investigation  is  concerned,  and  it  does  not  make  any  difference 
to  me  whether  the  States  are  heard  first  or  last  here.  I  do  not  believe 
that  the  order  of  the  introduction  of  testimony  will  have  any  effect 
whatever  upon  my  mind,  and  I  would  like  to  go  on  as  rapidly  as 
we  can  and  get  through. 

Mr.  Sims.  I  simply  made  my  statement  to  explain  why  I  was 
surprised.     I  had  never  heard  about  the  arrangement. 

Mr.  Esch.  Mr.  Chairman,  when  we  quit  at  San  Francisco  the  trend 
of  events  was  such  that  those  of  us  who  were  there  felt  that  we  ought 
to  proceed  as  rapidly  as  possible.  I  think  it  was  suggested  that  we 
ought  to  be  getting  in  as  much  testimony  before  the  holiday  recess 
as  possible,  because  after  that,  we  would  be  engrossed  with  work  in 
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the  Senate  and  House.  With  that  understanding,  I  was  not  surprised 
when  we  got  a  notice  that  there  would  be  a  meeting  to-day,  and  I  feel 
that  we  ought  to  get  in  as  much  testimony  as  we  possibly  can  before 
the  holiday  recess. 

Mr.  Sims.  Do  you  think  we  can  keep  a  quorum  of  the  committee 
here? 

Mr.  Esch.  I  think  we  can. 

Mr.  Adamson.  You  know  we  had  the  time  extended  until  next 
winter  in  order  that  we  might  have  the  next  summer  vacation  in 
which  to  work. 

Mr.  Esch.  I  am  fearful  that  if  we  make  any  report  at  that  time 
we  ought  to  do  our  work  during  the  summer  recess,  if  we  get  any, 
and  we  ought  to  get  in  as  much  work  during  the  sessions  of  the 
Senate  and  House  as  we  possibly  can. 

Mr.  Adamson.  I  mean,  when  we  are  actually  in  session,  then  we 
can  not  very  well  keep  a  quorum  here.  The  Post  Office  appropria- 
tion bill  is  to  be  taken  up  to-day  after  general  debate  is  over.  That 
is  one  of  the  bills  that  every  M ember  of  the  House  is  interested  in, 
and  we  have  to  be  there. 

Mr.  Esch.  We  can  get  in  the  mornings  as  we  did  when  we  began 
these  hearings.     Of  course,  we  must  make  sacrifices  in  this  case. 

Mr.  Adamson.  I  make  the  motion  that  it  is  the  sense  of  the  joint 
committee  that  we  are  ready  to  proceed. 

Mr.  Sims.  These  witnesses  have  come  here  at  your  request,  Mr. 
Chairman,  on  telegraphic  request,  and  we  ought  not  to  disappoint 
them.  But  I  had  understood  that  State  commissions,  as  a  general 
thing,  did  not  want  to  be  heard  until  the  railroads  have  stated  that 
they  rested.  They  have  not  said  it,  or  indicated  it,  and,  of 
course,  I  was  surprised  that  the  State  commissions  had  changed 
their  purpose,  or  their  position,  in  that  respect.  I  never  received 
any  notice  until  yesterday  morning,  which  was  by  telephone  from 
Mr.  Healy,  and  as  I  say,  I  was  surprised,  without  having  any  sort 
of  notice  or  consultation,  and  I  did  not  know  what  it  was  to  be 
about.  I  am  simply  surprised;  I  am  not  objecting  to  anything 
being  done. 

The  Chairman.  I  will  state  that  notices  go  to  the  chairman  of 
your  committee,  and  notices  to  House  Members  will  go  through  him. 

Mr.  Adamson.  I  move  that  we  proceed,  and  I  hope  my  successor 
will  be  allowed  to  participate  in  the  next  hearing — -Mr.  Stephens, 
of  Nebraska. 

The  Chairman.  Mr.  Bristow,  you  may  proceed. 

Mr.  Bristow.  Mr.  Chairman,  Commissioner  Jackson,  of  Wis- 
consin, will  present  some  matters  to  the  committee  now,  if  it  suits 
your  pleasure. 

STATEMENT  OF  MR.   CARL  D.  JACKSON,  CHAIRMAN  OF  THE 
RAILROAD    COMMISSION    OF    WISCONSIN. 

Mr.  Jackson.  Mr.  Chairman  and  gentlemen,  I  take  it,  from  the 
notice  which  was  sent  us,  and  also  from  the  discussion  which  I 
have  heard  here  this  morning,  that  we  are  discussing  the  situation— 
the  railroad  situation  in  the  United  States  at  the  time  the  com- 
mittee met,  not  the  momentous  question  which  may  be  before  the 
President  or  Congress  to-day,  and  so,  rather  from  a  peace  aspect 
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than  a  war  aspect,  I  do  not  know  whether  I  have  anything  to  offer 
on  the  questions  which  are  now  presented. 

|PI  shall  speak  considerably  as  to  the  Wisconsin  commission,  but 
when  I  do  so,  Mr.  Chairman  and  gentlemen,  it  will  not  be  with  the 
idea  that  there  is  something  peculiar  about  the  Wisconsin  com- 
mission, or  that  it  is  more  important  than  any  other  commission, 
but  because  I  understand  that  you  want  to  find  out,  and  have  in 
the  record  here,  a  detailed  statement,  not  too  long,  of  course,  show- 
ing the  functions  of  *he  State  commissions.  As  the  Wisconsin  com- 
mission is  the  one  with  which  I  am  familiar,  I  will  speak  of  its  work, 
and  will  do  so  largely  on  the  presumption  that  what  the  Wisconsin 
commission  does  is  largely  typical  of  what  other  commissions  do. 

The  Wisconsin  commission  was  organized  in  1905,  and  has  three 
members  appointed  by  the  governor.  They  hold  for  six  years,  each 
man's  term  expiring  every  second  year.  By  the  terms  of  the  act, 
one  member  must  be  familiar  with  the  railroad  law,  and  the  other 
two  members  must  be  familiar  with  transportation,  or  some  phase 
of  the  transportation  feature  of  railroad  work. 

The  jurisdiction  of  this  commission  covers  steam,  street,  and  inter- 
urban  cars,  telegraph  and  express  companies.  In  1907  there  was  also 
passed  the  public  utilities  law,  which  gives  us  jurisdiction  over  a 
large  number  of  public  utilities,  but  of  that  I  wiil  not  speak  to  any 
extent,  but  will  simply  refer  to  the  public  utilities  jurisdiction  as 
it  may  have  some  bearing  on  some  phases  of  railroad  regulation. 

The  number  of  railroads  in  Wisconsin  that  are  interstate  is  eleven; 
those  which  are  wholly  within  the  bounds  of  the  State  of  Wisconsin 
are  26.  The  jurisdiction  of  the  commission  is  set  forth  in  answer 
to  certain  questions  submitted  by  Mr.  Laurence  B.  Finn,  and  I 
will  briefly  detail  them. 

The  commission  has  jurisdiction  over  freight,  passenger,  express, 
and  baggage  rates,  and  there  is  service,  station  facilities,  spur  track, 
grade  crossings,  headlights,  safety-device  equipment,  stockyards 
accounting;  it  has  no  jurisdiction  over  claims,  except,  of  course,  as 
they  may  be  for  refund,  such  jurisdiction  as  the  Interstate  Commerce 
Commission.  It  has  to  make  reports  on  accidents,  and  is  has  juris- 
diction over  the  issue  of  stocks  and  bonds;  it  also  has  jurisdiction 
over  the  adequacy  of  right-of-way  fences,  the  determination  of  cross- 
ing of  one  road  by  another,  and  the  method  by  which  it  is  crossed, 
whether  above  or  below;  the  reconnection  of  industry  tracks  and  the 
putting  in  of  industry  tracks,  and  other  questions,  the  crossing  at 
grade  or  otherwise,  the  making  of  certificates  of  convenience  and 
necessity,  without  which  no  new  road  can  be  built  in  the  State  of 
Wisconsin,  the  granting  of  certificates  of  operation  of  the  road,  after 
investigation  and  after  it  is  built;  jurisdiction  over  the  joint  use  of 
tracks  and  switching  connections — and  when  we  speak  of  grade- 
crossing  protection,  that  is  one  of  the  most  important  parts  of  the 
jurisdiction  of  the  railroad  commission  of  the  State  of  Wisconsin — 
and  with  the  suppression  of  grades.  It  also  has  jurisdiction  over 
telegraphic  rates  and  service,  but  has  had  little  to  do  along  that  line. 
It  also  has  jurisdiction  over  the  right  of  way  of  railroad  companies 
and  getting  sites  for  public  elevators  and  warehouses. 

The  number  of  cases  which  come  before  the  commission — railroad 
and  utility — are  quite  a  good  many.     I  have  a  table  which  I  will 
submit  to  you,  and  which  will  give  full  details  with  respect  to  that. 
117900— 19— vol  3 50 
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The  procedure  before  the  Wisconsin  commission  is  very  simple, 
indeed.  There  are  no  technicalities  connected  with  the  procedure. 
Complaint  is  made  to  the  commission.  It  does  not  have  to  be 
technical.  Often  the  commission  assists  in  the  making  of  a  proper 
complaint  if  the  complainants  have  no  attorney  or  others  to  assist 
them.  The  carriers  answer  and  the  matter  is  speedily  heard.  The 
hearing  is  sometimes  at  the  capital,  at  Madison,  and  sometimes  it  is 
very  often  in  the  local  community  affected,  even  where  it  is  in  con- 
nection with  the  rates.  No  attorney  is  necessffry  in  order  to  appear 
before  the  railroad  commission  of  Wisconsin  on  any  procedure  be- 
fore it.  A  proceeding  can  be  brought  before  the  railroad  commission 
on  the  complaint  of  one  person,  and  the  proceeding,  therefore,  is  very 
inexpensive. 

It  is  quite  informal,  and  the  commission  desires  to  get  at  the  facts, 
and  that  is  all  it  does  want,  practically.  As  a  usual  thing  the  pro- 
ceedings are  speeded  and  all  persons  interested  are  given  full  oppor- 
tunity to  be  heard  and  are  furnished  free  with  all  transcripts  of  testi- 
mony; all  witnesses  are  sworn  and  the  reporters  transcribe  the 
testimony  and  furnish  that  free;  that  is,  the  testimony  of  all  wit- 
nesses who  appear  before  the  commission. 

All  the  acts  of  the  railroad  commission  are  subject  to  review  by 
the  circuit  court  of  Dane  County,  Wis.,  where  the  capital  is  situated, 
and  may  go  to  the  supreme  court  of  the  State.  The  practice  of  the 
commission  is  such  as  to  make  an  appeal  to  the  courts  or  review  of 
our  action  by  the  courts  a  perfectly  feasible  and  easily  possible  matter 
by  the  courts. 

Quite  a  few  cases  have  gone  to  the  courts  and  one  or  two  cases  to 
the  Supreme  Court  of  the  United  States.  The  cases  which  have  gone 
to  the  courts  have  been  questions  generally  involving  some  con- 
stitutional question.  I  think  the  only  railroad  case,  practically, 
that  has  been  to  the  supreme  court  was  the  one  which  questioned  the 
constitutionality  of  the  railroad  act  and  which  is  known  as  the 
Sault  Ste.  Marie  Railroad  case,  which  is  one  of  the  leading  cases  in 
the  country  on  constitutionality  generally. 

Mr.  Doremus.  You  mean  the  Supreme  Court  of  the  United  States  ? 

Mr.  Jackson.  I  am  not  sure  whether  it  went  to  the  Supreme  Court 
of  the  United  States  or  not.  It  has  been  decided  several  times  by 
our  supreme  court.  We  have  one  or  two  cases  pending  now.  But 
wherever  there  have  been  appeals,  I  think  the  commission  has  been 
sustained  in  all  of  them,  except  in  one  case  which  was  insignificant — 
a  question  purely  as  to  jurisdiction  under  the  local  statute  relating  to 
the  jurisdiction  of  the  commission  to  exercise  authority  over  some 
drains  that  went  through  the  highway.  They  held  there  we  were 
without  jurisdiction,  and  without  any  incentive  from  the  railroad 
commission  itself  the  legislature  promptly  gave  that  jurisdiction  to 
the  commission.  In  fact,  the  commission  has  rather  to  fight  against 
any  jurisdiction  than  ask  for  it.  The  tendency  of  the  legislature  is 
to  put  very  many  serious  problems  before  the  commission  of  the 
State.  No  rate  case  that  I  know  of  has  ever  been  tested  on  appeal 
there — that  is,  any  decision  on  a  rate  matter.  If  a  railroad  rate 
matter  has  ever  been  taken  into  the  courts  there  by  the  carriers  or 
others,  I  never  heard  of  it. 

Senator  Robinson.  How  long  has  your  commission  been  exercising 
jurisdiction  over  the  railroads? 
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Mr.  Jackson.  Twelve  years. 

Senator  Robinson.  That  is  very  remarkable. 

Mr.  Sims.  Is  a  rate  question  reviewable  by  the  courts?  Is  it 
subject  to  court  review  '. 

Mr.  Jackson.  Absolutely. 

Mr.  Sims.  As  to  the  merits  and  validity  of  the  railroad  rate,  and  as 
to  the  power  or  authority  of  the  commission  to  make  it? 

Mr.  Jackson.  The  presumption  is  that  the  findings  of  fact  by  the 
commission  are  correct,  but  they  are  absolutely  subject  to  rehearing 
and  new  testimony  in  the  circuit  court.  The  proceeding  is  one  not 
along  certiorari  lines,  where  jurisdiction  would  be  involved,  but  is  to 
give  complete  review  and  the  opportunity  to  offer  new  testimony. 

Mr.  Sims.  Is  the  court  empowered  to  substitute  a  rate  for  the  one 
the  commission  has  authorized? 

Mr.  Jackson.  It  could  do  so,  if  it  saw  fit;  yes,  sir.  We  have  had 
other  rate  cases  relating  to  public  utilities  in  the  courts.  One  has 
gone  to  the  Supreme  Court  of  the  United  States  on  a  constitutional 
question — the  question  whether  the  franchise  provision  in  any 
street  railway  franchise  took  away  the  jurisdiction  of  the  railroad 
commission  to  make  other  rates.  That  is  one  of  the  leading  cases, 
I  think,  in  the  Supreme  Court  of  the  United  States.  The  circuit 
court  provision  on  appeal,  I  should  state,  is  that  upon  new  evidence 
introduced,  it  should  be  sent  back  to  the  commission  to  then  go 
over  it  in  view  of  the  new  testimony  introduced.  The  practice, 
however,  has  been,  with  one  or  two  exceptions — and  then  only  where 
both  have  requested  it — for  the  commission  in  all  cases,  by  the 
Attorney  General,  its  attorney,  to  waive  that  right  and  ask  the  court 
to  decide,  if  any  new  testimony  was  introduced. 

We  have  felt,  as  members  of  the  commission,  that  we  would  rather 
have  the  court's  independent  judgment  than  to  have  any  new  evi- 
dence considered,  etc.     That  has  always  been  done  by  stipulation. 

This  letter,  that  I  hold  in  my  hand,  was  sent  out  before  Mr.  Walter 
Alexander — who  was  then  chairman  of  the  commission — resigned  to 
become  superintendent  of  motive  power  of  the  Chicago,  Milwaukee 
&  St.  Paul  Railroad.  If  I  am  not  taking  up  too  much  of  your  time, 
I  should  be  glad  to  read  some  of  the  answers,  as  they  would  be  my 
answers  and  the  answers  of  the  commission,  to  some  of  these  ques- 
tions  

Senator  Cummins.  In  connection  with  what  you  have  just  stated, 
I  would  like  to  ask  you  whether  the  shipper  in  Wisconsin  has  the 
right  to  appeal  to  the  courts  from  the  decision  of  the  commission 
fixing  rates  ? 

Mr.  Jackson.  Yes;  I  should  say  he  had. 

Senator  Cummins.  And  is  the  case  then  tried  upon  its  merits  in 
court  ? 

Mr.  Jackson.  We  never  have  had  such  a  question  arise,  but  they 
might  do  so.  I  suppose  what  you  are  getting  at  is  the  question 
whether  there  is  such  a  thing  as  getting  an  appeal  from  negative 
orders,  perhaps,  from  the  Wisconsin  commission. 

Senator  Cummins.  What  I  wanted  to  get  at  was  whether  the  juris- 
diction of  the  courts  in  Wisconsin  over  the  ruling  of  the  commission 
respecting  rates  was  substantially  the  same  as  the  jurisdiction  of  the 
Federal  courts  over  the  Interstate  Commerce  Commission  \ 
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Mr.  Jackson.  No;  it  is  broader,  I  should  say.  That  is  my  idea 
of  what  the  Federal  court  said  recently.  I  do  not  know  whether  the 
new  amendment  to  the  Interstate  Commerce  act  gave  any  appeal  to 
the  Federal  courts,  as  I  understand  it,  where  the  order  was  negative. 

Senator  Cummins.  Have  the  courts  in  Wisconsin  jurisdiction  to  fix 
a  rate  for  the  future  for  a  railroad  ? 

Mr.  Jackson.  I  should  say  that  their  juridsiction  is  complete. 
But  if  they  felt  that  the  rates  fixed  by  us,  or  the  refusal  to  fix  a  rate 
was  wrong,  the  courts  then  would  have  that  right,  probably.  But 
there  is  this  to  be  said,  that  if  what  is  done  by  the  commission  is 
within  fairly  reasonable  bounds,  I  do  not  think  it  would  be  disturbed, 
even  though  the  court  might  have  a  somewhat  different  view,  or  per- 
haps make  a  somewhat  different  rate. 

Mr.  Sims.  Your  courts,  then,  do  undertake  to  exercise  legislative 
powers  ? 

Mr.  Jackson.  They  might  do  that,  but  that  question  has  never 
come  up,  because  of  this  fact:  That  there  has  not  been,  as  far  as  I 
know,  an  appeal  by  a  shipper  made  from  us — that  is,  from  a  decision 
by  the  commission  fixing  a  rate.  Suppose,  for  instance,  the  com- 
mission of  Wisconsin  would  refuse  to  fix  a  reciprocal  rate  in  that 
State — you  understand  what  that  is,  refuse  to  order  that  the  carrier 
should  deliver  on  its  own  terminals  the  freight  which  has  come 
into  the  switching  yards  from  a  line  of  another  carrier.  We  have 
always  been  of  the  opinion,  although  the  matter  has  never  been 
tested  out,  that  the  court  would  have  a  right  to  order  such  rate 
to  be  put  in;  whether  they  had  actually  fixed  a  rate,  or  made  a  find- 
ing, or  sent  it  back  to  the  commission  to  be  fixed,  I  do  not  know. 
We  have  never  had  that  question  come  up,  and  we  have  had  very  little 
litigation  in  Wisconsin  on  such  matters.  On  other  matters,  relative 
to  grade  crossings — new  propositions  which  were  legislative  and 
broad — we  have  had  appeal,  and  we  rather  welcome  it,  in  order  to 
find  out  what  the  law  was  and  what  jurisdiction  was  given  us.  But 
the  question  with  regard  to  rates  is  very  clear.  We  have  a  large 
force — an  engineering  force — and  we  have  a  traffic  force  and  a  statis- 
tical force.  Our  statistical  accounting  force  is  quite  complete,  and 
I  think  has  a  fairly  up-to-date  knowledge  of  railroad  statistics  and 
the  cost  analysis  thereof.  I  may  say  that  in  fixing  rates  in  Wisconsin, 
under  predecessors  of  myself,  the  cost  accounting  has  been  of  con- 
siderable use,  and  has  been  used  as  one  of  the  elements  of  fixing 
rates  in  the  State  of  Wisconsin. 

Now,  there  may  be  one  or  two  important  questions  that  I  should 
take  up,  to  which  you  would  like  to  have  the  answers  of  the  com- 
mission, and  as  they  would  be  much  more  brief  than  if  I  should 
attempt  to  state  them  orally,  I  will  just  read  one  or  two  in  getting 
these  questions  before  you.  I  will  file  later  a  statement  of  the  num- 
ber of  cases  in  one  year  before  us.  We  have  what  is  called  "formal" 
and  "informal"  cases.  A  formal  case  is  where  it  actually  goes  to 
hearing  and  testimony  .is  taken,  an4  the  informal  case  is  where  a 
complaint  comes  in — it  may  be  on  a  postal  card  or  otherwise — which 
is  a  case  which  would  lead  to  a  formal  case  if  not  adjusted.  Those 
cases  are  very  often  taken  up  by  correspondence,  telephone,  or  con- 
sultation with  the  railroad  officials.  The  majority  of  cases  are 
adjusted  without  the  necessity  of  formal  action  and  formal  proceed- 
ings.    Those  are  called  informal  cases,  and  the  number  of  informal 
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and  formal  cases  together — the  railroads  and  the  utilities  and  all 
activities  before  the  railroad  commission — amounts  to  about  1,800 
a  year — from  1,600  to  2,000.  That  does  not  include  the  informal 
cases,  of  which  we  make  a  tabulation  here — the  thousands  upon 
thousands  of  things  which  come  in  by  letter  or  by  some  informal 
consultation,  which  are  often  taken  up  and  adjusted  in  half  an  hour 
by  telephone  or  by  correspondence.  The  formal  cases  are  those 
which  are  heard.  The  informal  cases  are  those  which  would  have 
to  be  heard  if  they  were  not  adjusted.  All  other  matters,  which  run 
into  thousands,  are  treated  just  as  correspondence  is,  and  are  not  in 
the  tabulation  which  will  be  handed  in. 

Our  experience  has  been  that  it  is  the  duty  of  the  commission, 
and  that  it  is  for  the  public  benefit  that  as  many  matters  as  can  be 
adjusted  without  protracted  procedure,  should  be  so  adjusted,  and 
we  act  on  the  principle,  both  for  the  benefit  of  the  carrier  and  for 
the  benefit  of  the  shippers  and  others  who  are  interested. 
One  of  the  questions  here  propounded  is  this: 
"State  what,  if  any,  difference  there  is  between  State  and  inter- 
state rates  beginning  and  ending  in  your  State  for  similar  distances. 
That  is  to  say,  state  whether  or  not  local  intrastate  rates  are  higher 
or  lower  in  your  State  than  that  portion  of  the  intra  state  rate  which 
forms  a  part  of  the  through  interstate  rate?" 

I  am  going  to  speak  of  that  somewhat  later,  but  I  will  read  you 
the  answer  of  Mr.  Alexander,  which  I  think  is  in  substance  correct, 
although  there  are  also  some  other  considerations  in  connection  with 
it  which  I  would  like  to  call  to  your  attention .     His  answer  is : 

"Generally  speaking,  intrastate  rates  beginning  and  ending  in 
this  State  are  the  same  as  interstate  rates  or  the  Wisconsin  propor- 
tion of  interstate  rates  over  the  same  distance  or  between  the  same 
points.  There  are,  however,  many  exceptions  to  this  where  propor- 
tional rates  that  are  lower  than  intrastate  rates  apply  to  and  from 
certain  rate  breaking  points,  such  as  Milwaukee,  Manitowoc,  Green 
Bay,  Pembine,  etc.  Such  proportional  rates  apply  from  and  to 
comparatively  few  points  only." 

I  shall  speak  later  of  the  level  of  rates  in  Wisconsin,  so  I  shall 
not  amplify  that  here. 

Senator  Cummins.  Just  one  moment,  in  order  that  I  may  under- 
stand that.  Do  you  mean  the  mileage  proportion  of  an  interstate 
rate  or  the  proportionate  rate  established  by  the  railroads  them- 
selves ? 

Mr.  Jackson.  What  Mr.  Alexander  had  in  mind  was  this,  I  think: 
There  have  been  for  years  what  are  called  proportional  rates.  Those 
proportional  rates  were  not  really  intrastate  rates.  I  do  not  think 
Mr.  Alexander  quite  understood  that  they  are  lower  than  the  State 
rates  and  are  used  proportionately  mostly  for  an  interstate  haul. 

I  will  take,  for  example,  one  situation :  Traffic  comes  across  Lake 
Michigan  to  some  extent,  and  also  largely  it  moves  through  the 
crowded  terminals  of  Chicago  when  it  comes  from  the  eastern  trunk 
line  territory.  When  it  moves  across  Lake  Michigan,  it  comes 
across  on  the  interstate  rate,  made  up  to  Manitowoc,  if  it  comes  by 
car  ferry,  or  from  Milwaukee  or  Kewaunee — those  are  the  three  points 
at  which  the  car  ferry  touches — and  from  there  on  to  any  interior 
point  the  rate  would  be  made  up,  the  rate  from  those  particular 
points  to  the  interior  points,  plus  the  rate  from  the  eastern  points 
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to  Manitowoc,  Sheboygan,  or  otherwise.  Those  rates,  which  make 
up  the  rate  in  Wisconsin,  are  called  proportional  rates.  At  the  time 
this  was  written  the  proportional  rates  probably  were  local  State 
rates  applicable  to  that  movement  from  Manitowoc  and  from  those 
places  to  interior  points.  It  is  still  so,  as  to  a  great  many  commodi- 
ties. As  to  the  class  rate,  it  is  not  so  now.  For  instance,  the  short 
distance  from — we  will  take  the  point  that  I  come  from,  or  near 
that — the  short  distance  to  Manitowoc  and  Neenah  would  be  the  rate 
which  would  make  up  the  proportional  class  rate.  That  is  not  so 
to-day.  They  still  publish  the  old  proportional,  although  the  class 
rate  from  Manitowoc  to  that  particular  point  is  lower.  To  that 
point  class  rates  were  held  up  in  Wisconsin  in  order  that  that  short 
distance  higher  rate  would  be  big  enough  to  cover  the  movement 
from  Milwaukee  to  that  particular  point. 

Senator  Cummins.  I  am  sorry  to  violate  our  rule,  but  I  want  to 
understand  that,  with  the  permission  of  the  committee. 

The  Chairman.  Certainly. 

Senator  Cummins.  Take  a  simpler  case — the  rate  of  the  Chicago  & 
North  Western  from  Chicago  to  Madison,  a  rate  from  the  State  line 
over  the  North  Western  to  Madison 

Mr.  Jackson.  No;  they  would  not  be  on  the  proportional  distance. 

Senator  Cummins.  You  do  not  mean  that  the  State  rate  is  any 
particular  portion  of  the  through  rate  in  that  case  } 

Mr.  Jackson.  Not  that;  I  would  not  say  that  for  a  moment.  I 
will  show  you  how  that  works  out.  I  have  it  right  here.  I  had  not 
come  to  it  among  my  papers.  I  shall  hand  it  to  the  committee.  It 
will  give  you  a  very  good  idea  of  the  situation.  That  could  not  be  a 
State  rate  which  would  be  proportional  on  a  distance  of  that  kind. 
There  are  two  terminals  in  Chicago  that  have  to  be  handled,  just  as 
there  are  two  terminals  for  an  interstate  rate. 

Senator  Cummins.  I  wanted  to  clarify  that,  that  your  answer 
does  not  inolude  such  a  case  as  that. 

Mr.  Jackson.  No.  I  think  what  Mr.  Alexander  meant  by  that 
was  that  the  rates,  as  such,  for  the  same  distance,  were  practically 
on  a  level  of  an  equal  distance  interstate.  But  even  in  that  he  was 
somewhat  mistaken,  as  I  will  show  you  later.  Perhaps  as  to  the  class 
basis,  I  can  show  you  at  once  here  something  that  will  present  it  to 
you  visually,  so  that  you  may  be  enabled  to  see  it  without  the 
slightest  difficulty,  what  the  level  is  on  the  class.  It  would  be  impos- 
sible to  go  into  commodities.  This  is  quite  interesting,  and  if  you 
will  pardon  me  a  minute,  on  that  particular  point,  I  would  like  to 
call  it  to  your  attention  specifically. 

Senator  Cummins.  I  had  no  intention  to  interrupt  the  arrange- 
ment of  your  argument  as  you  are  presenting  the  matter. 

Mr.  Jackson.  1  was  going  to  speak  of  it  anyhow,  later,  Senator. 
I  find  that  I  am  not  able  to  lay  my  hands  on  it  at  the  present  time, 
but  it  is  an  exhibit  on  which  will  be  found  what  I  will  present  to  you, 
and  which  will  show  the  actual  class  rates  from  Chicago  into  Wiscon- 
sin, we  will  say,  to  any  point,  as  they  are  in  force  and  effect.  It  was 
not  made  up  by  me,  but  was  made  up  by  Mr.  Berry,  I  think,  of  the 
Chamber  of  Commerce,  of  the  Merchants'  and  Manufacturers'  Asso* 
ciation  of  Milwaukee.  Right  near,  or  in  another  column,  will  be 
found  what  the  rates  would  be  from  Chicago  to  the  same  points  if  the 
Wisconsin  distance  scale  on  classes  were  in  effect,  and  you  will  find 
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that  the  only  difference  will  be  thai  the  Wisconsin  rates  are  slightly 
higher,  but  not  much  so. 

I  might  as  well,  while  1  am  on  that  particular  subject.,  give  you 
some  more  illustrations  of  the  general  Level  of  rates  in  Wisconsin,  and 
if  you  will  permit  me,  I  shall  be  glad  to  do  so  at  this  time. 

We  have  in  Wisconsin  a  statement  about  which  there  can  be  little 
question,  of  what  the  ton-mile  rates  are,  and  the  rates  per  ton-mile 
for  intrastate  traffic  in  the  State  of  Wisconsin  alone  on  the  different 
railroads.  We  also  have  what  the  ton-mile  earnings  are  for  interstate 
movement  in  the  State  of  Wisconsin,  and  we  also  have  what  the  ton- 
mileage  earnings  are.  and  the  mile  earnings  for  those  two,  and  also 
for  the  whole  line  in  the  State  of  Wisconsin. 

Now.  it  would  be  unfair  to  present  these  figures  as  meaning  what, 
might  be  taken  from  them — that  the  rates  in  Wisconsin  are  very 
much  higher,  or  higher  than  they  ought  to  be.  You  will  see  that 
the  reason  I  explain  that  is  that  the  ton-mile  earning  basis  is  not 
the  final  criterion  of  whether  the  rates  are  proper  or  not.  The  hauls 
in  Wisconsin  would  be  shorter  than  the  hauls  interstate,  and  as 
there  must  be  two  terminals  spread  over  the  rate,  including  the 
movement,  the  longer  the  movement  the  more  the  terminals  are 
spread  out,  and  hence  the  ton-mile  earnings  on  the  long  movement 
would  be  lower  than  on  a  short  movement.  Hence  it  would  be 
expected,  probably,  that  the  ton-mile  earnings  on  an  intrastate 
movement  in  Wisconsin  would  be  higher  than  the  interstate.  It  is 
quite  interesting,  in  that  way.  The  final  test  is  as  to  whether  they 
are  paying  as  much  on  their  movement  and  business  in  intrastate 
business,  in  the  State  of  Wisconsin,  on  that  part  of  their  property 
devoted  to  intrastate  business,  as  they  would  be  otherwise.  They 
are  not  far  apart.  I  think  intrastate,  when  it  comes  to  actual  earn- 
ings, would  probably  be  slightly  higher  than  the  interstate.  But 
that  is  a  very  difficult  thing  to  get  at.  There  are  many  things  about 
the  consignment,  the  earnings  and  the  cost,  etc.,  which  are  subject 
to  so  much  discussion  that  1  have  not  the  desire  to  introduce  them 
here. 

These,  however,  are  taken  from  the  statements  of  the  railroads 
themselves  to  the  Wisconsin  commission  in  a  case  before  it.  The 
intrastate  ton-mile  earnings  in  the  State  of  Wisconsin,  for  intra- 
state movement  only  on  the  Chicago  &  North  Western  Railroad,  is 
I. lit  cents  per  ton-mile.  For  interstate  in  the  State  of  Wisconsin 
it  is  0.73  cents;  for  the  whole  line,  including  the  State  of  Wisconsin, 
it  is  0.83  cents.  On  the  Chicago  &  Milwaukee  it  is  1.32  cents  for 
intrastate  in  Wisconsin;  for  the  whole  line,  0.78.  It  is  also  given 
for  the  Chicago,  St.  Paul  &  Omaha,  and  the  Wisconsin  Central- 
arid  T  will  say  that  the  Omaha  does  not  show  up  very  well.  The 
Omaha  carries  many  logs  in  the  northern  part,  in  the  State  of  Wis- 
consin, and  has  a  big  tonnage.  When  the  logs  are  hauled  by  the 
Omaha  in  the  State  "of  Wisconsin  they  are  hauled  on  the  theory 
that  it  makes  its  earnings  entirely  out  of  the  manufactured  product, 
a  large  part  of  which  is  interstate  as  well  as  intrastate  the  lumber 
and  the  manufacture  of  the  product.  But  in  this  exhibit  they  have 
those  low  rates  on  logs — I  am  not  sayhig  whether  they  are  too  Low 
or  too  high,  but  they  are  the  lowest  rates  in  the  State  of  Wisconsin 
and  are  entirelv  voluntarv. 
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Mr.  Esch.  Will  you  have  those  schedules  printed  as  part  of  your 
hearing  ? 

Mr.  Jackson.  If  the  committee  desires  it,  yes,  sir. 

Mr.  Esch.  I  think  they  would  illuminate  your  testimony. 

(The  schedules  referred  to  are  here  printed  in  full,  as  follows:) 

Comparative  statement  of  tons,  ton-miles,  average  haul  and  revenues,  total  per  ton  and 
per  ton-mile  of  revenue  freight,  Wisconsin  intrastate,  Wisconsin  interstate,  totals  for 
Wisconsin,  and  totals  for  entire  line:  C.  &  N.  W.  Ry.,  C.  M.  &  St.  P.  Ry.,  C.  St.  P. 
M.  &  0.  Ry.,  Wis.  Cent.  Ry.,  and  M.  St.  P.  &  S.  S.  M.  Ry.,  year  ended  June  SO, 
1915. 


Tons. 


Ton-miles. 


Aver- 
age 
haul- 
miles 


Freight  revenues. 


Total. 


Per 

ton. 


Per 
ton- 
mile. 


Chicago  &  North  Western: 
Wisconsin — 

1.  Intrastate 

2.  Interstate,    Wisconsin   por- 

tion of 

3.  Total  (1  and  2) 

4.  Whole  line,  total 

Chicago,  Milwaukee  &  St.  Paul: 

Wisconsin — 

5.  Intrastate 

6.  Interstate,    Wisconsin    por- 

tion of 

7.  Total  (5  and  6) 

8.  Whole  line,  total 

Chicago,     St.     Paul,    Minneapolis    & 

Omaha: 
Wisconsin — 

9.  Intrastate 

10.  Interstate,   Wisconsin  por- 

tion of 

11.  Total  (9  and  10) 

12.  Whole  line,  total 

Wisconsin  Central: 

Wisconsin — 

13.  Intrastate 

14.  Interstate,  Wisconsin  por- 

tion of. 

15.  Total  (13  and  14) 

16.  Whole  line,  total 

Minneapolis,    St.    Paul    &   Sault   Ste. 

Marie  (except  Wisconsin  Central): 
Wisconsin — 

17.  Intrastate 

is.  Interstate,   Wisconsin  por- 
tion of 

19.  Total  (17  and  18) 

20.  Whole  line,  total 

Totals  for  above  roads: 

Wisconsin — 

21.  Intrastate 

22.  Interstate,  Wisconsin  por- 

tion of 

23.  Total  (21  and  22) 

24.  Whole  line,  total 


i 17, 382, 574 
22,554,917 
40, 399, 215 


4, 620,  556 

i  10,584,318 
15,204,874 
32, 959, 392 


1,226,849 

U,458,933 
5, 685, 782 
8,794,488 

1,689,536 

1  3, 737, 312 
5, 426, S48 
6, 038, 588 


467, 244 

13,384,395 
3,851,639 
7, 312, 385 


13, 176, 528 

■  39, 547, 532 
52,724,060 
95,504,068 


384, 319, 532 

2 1,605, 030, 016 
1,989,349,548 

6,2i6,2S(>,599 


299, 149, 703 

21,309,703,224 
1,608,852:927 
8, 163, 988, 375 


111,749,285 

J672,297,51S 
784,046,803 

1,336,106,367 

200,504,707 

2697,053,953 

897,55s,  660 

1, 038, 477, 383 


18,  744, 814 

2  246, 625, 707 

265,370,521 

1,525,833.072 


1,014,468,041 

2  4, 530, 710, 418 
5, 545, 178, 459 
18, 280, 685, 796 


3  92 
88 
154 

65 

M24 
106 

248 


3  151 

138 
152 


3  187 
165 
172 


40 

3  73 

69 

209 

77 

3  115 

105 
191 


Dnllnrx. 

4, 558, 064 

«  11,710,378 
16, 268, 442 
51,923,861 


3,943,162 

4  9,233,013 
13,176,175 
63, 953, 799 


875, 752 

< 4, 606, 800 
5, 482, 552 
11,523,103 


1,692,144 

4  4,675,413 
6, 367, 557 
7, 237, 916 


244, 343 

4  1,560,236 
1,804,579 
12, 576, 374 


4  31,785,840 
43, 099, 305 
147, 215, 053 


Dolls. 
0.88 

5.67 

.72 

1.29 


.85 

5.87 

.87 

1.94 


.71 

5  1.03 

.96 

1.31 

1.00 

5  1.25 
1.17 
1.20 


5.46 

.47 

1.72 


5.80 

.82 

1.54 


Cents. 
1.19 

6.73 
.82 
.83 


1.32 


8.70 
.82 


6.69 
.70 


1.30 

6.63 

.68 

.82 

1-12 

6.70 
.78 
.81 


1  The  total  number  of  tons  of  interstate  shipments,  originating  in,  terminating  in,  or  passing  through 
Wisconsin. 

2  The  ton-mileage  in  Wisconsin  only  of  interstate  shipments,  ton  mileage  of  same  shipments  outside 
Wisconsin  not  included. 

3  The  average  haul  in  Wisconsin  of  interstate  shipments,  the  haul  outside  Wisconsin  not  included. 

4  The  Wisconsin  portion  only  of  the  revenue  from  interstate  shipments  touching  Wisconsin. 
6  The  Wisconsin  proportion  "only. 

6  Approximately  the  true  revenue  per  ton-mile  for  the  entire  haul  of  the  interstate  shipments  since  based 
on  the  total  of  the  Wisconsin  proportions  of  the  total  revenues  from  these  shipments  and  the  actual  Wis- 
consin part  of  the  ton-mileage.  It  does  not  represent  the  true  revenue  per  ton-mile  for  the  average  mileage 
shown  which  is  only  the  Wisconsin  part  of  the  haul. 

Sources. — Whole  line  figures  from  annual  reports  of  separate  railroad  companies  to  railroad  commission 
of  Wisconsin  for  year  ended  June  30,  1915. 

Wisconsin— Total,  i.  e.,  the  sum  of  the  intrastate  and  the  Wisconsin  proportion  of  the  interstate  touch- 
ing Wis-onsin,  same  source  as  whole  line. 

Wisconsin— Intrastate  from  exhibits  of  separate  railroad  companies  in  Wisconsin  class  rate  case. 

Wisconsin— Interstate,  same  source  as  intrastate. 
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Senator  Cummins.  I  can  not  avoid  interjecting  a  remark,  although 
it  is  ignoring  a  fundamental  principle  which  you  have  just  announced, 
that  the  statisticians  are  able  to  show  that  the  railroad  rates  in  Ger- 
many are  higher  than  they  are  in  the  United  States. 

Mr.  Jackson.  Yes,  that  would  be  so  because  the  hauls  are  very 
much  shorter. 

Senator  Cummins.  Certainly. 

Mr.  Jackson.  If  you  take  10  miles  on  a  carload  lot,  and  two  ter- 
minals, you  ought  to  be  able  to  get  a  ton  mileage  return  on  that  that 
would  be  two  or  three  or  four  cents,  maybe,  thereon.  It  would  not 
be  a  fair  test. 

Mr.  Sims.  Senator,  is  it  not  also  a  fact  that  the  greater  proportion 
of  this  low-grade  tonnage  traffic  goes  by  water  in  Germany  than  in 
this  country  ? 

Senator  'Cummins.  Yes;  that  length  of  haul  is  absolutely  indis- 
pensable as  a  factor  in  comparing  rates — that  is,  the  ton-mile  rates  ? 

Mr.  Jackson.  Yes,  and  there  is  another  factor  which  might  be 
taken  into  consideration,  and  that  is  that  the  rates  vary,  of  course, 
according  to  the  nature  of  the  commodity  and  the  loading;  you  have 
got  to  take  the  loading  in  connection  with  it,  and  also  the  nature  of 
the  commodity.  So  it  is  only  a  very  superficial  test  of  rates  because 
as  everybody  knows  who  knows  anything  about  rate  making,  the 
difference  between  ton-mile  earnings  is  such  as  to  show  pretty  fairly 
that  there  can  not  be  anything  like  a  comparison  with  the  interstate 
rates  in  the  State  of  Wisconsin,  and  this  is  offered  for  that  purpose. 
As  you  will  see,  the  hauls  are  very  much  different.  The  length  of 
haul  intrastate  in  the  State  of #  Wisconsin  is  74  miles  on  the  North- 
western as  against  154  average  haul  on  the  whole  line.  This  is  all 
given  in  this  tabulation.  The  mile  earnings  in  the  State  of  Wisconsin 
on  the  Northwestern,  for  intrastate  business  alone  are,  according  to 
the  Northwestern  figures,  $3,653,  and  according  to  our  figures,  $4,039 
while  the  interstate  earnings  is  $3,000. 

I  will  also  submit  these  exhibits,  which  will  show  that  the  haul  per 
mile  alone,  and  that  the  earnings  on  intrastate  business  in  Wisconsin 
is  about  $1,000  higher  than  the  whole  line  earings  per  mile  on  the 
different  roads. 

The  Chairman.  That  paper  will  be  incorporated  in  the  record. 
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(The  paper  referred  to  is  here  printed  in  full,  as  follows:) 

omparative  statement  of  operating  revenues,  operating  expenses,  net  operating  revenues-  - 
Totals  and  per  mile  operated,  whole  line  and  Wisconsin,  C.  &  N.  It.  Ry.,  C,  M.  & 
St.  P.  Ry.,  C,  St.  I'..  .1/.  &  0.  Ry.,  andSoo  system,  gear  ended  June  SO,  1915. 


Average 
miles  of 

road 
operated. 


Chicago  &  North  Western: 

Whole  line 8,107.82 

Wisconsin 2, 170. 03 

Chicago,  Milwaukee  &  St. 
Paul: 

Whole  line I  10, 052. 58 

Wisconsin |    1,815.98 

Chicago,  St.  Paul,  Minne- 
apolis &  Omaha: 

Whole  line 1,752.  81 

Wisconsin 781.14 

Minneapolis,  St.  Paul  &  S. 
Ste.  Marie  (including  W. 
C): 

Whole  line 4,102.76 

Wisconsin 1,394.64 

Totals  of  above  roads- 
Whole  line 24, 015. 97 

Wisconsin 6, 161.  79 


Total 
operating 
revenues. 


$80,  779, 675 
24,282,228 


91,415,374 
20.217,325 


17,841,348 
8,247,142 


27,763,225 
11,062,453 

217,  SI 9,  622 
63, 809, 148 


Total 

operating 

expenses 

(excluding 

taxes  i. 


Total  net 
operating 


1,371,573  124,408,102 

15,517,414   18.  764,  814 
I*  16, 354, 357   '-  7,927,871 


61,971.701 
12,972,971 


29,463,673 
7,244,354 


12,107,598  5,733,750 
15,227,360  '3,019,782 
8  5,676,315      *  2, 570, 827 


,811,374 
,034,747 


14S.262.246 
fi  40,  752,  492 


9,951,851 

1.027,706 

69,557,376 

I  2  i,  056,  656 


(.2  42,058,390  I  2  21,770,75s 


Per  mile  of  road 
operated. 


Oper- 
ating 
reve- 
nues. 


$9, 963 
1-11.190 


9,096 

11.133 


10,179 
■10,558 


6,  767 
7,932 


9,069 

TO,  356 


Oper- 
ating 


$6, 953 
fi  7. 151 

1-7.537 


6,  165 
7,144 


6,908 
n  6, 692 

»  7,  267 


4, "41 
5,044 

6,173 
(16,614 
[56,823 


Xet 
reve- 
nues. 


$3,010 
i  4,  039 
*3.«53 


2,931 
3,989 


3.271 
3,866 
3,291 


2,  426 
2,  888 

2,  896 

1  3, 742 

2  3,533 


1  Wisconsin  commission,  special  analysis  for  Wisconsin  class  rate  case. 

2  Railroad  companies,  special  analysis  for  Wisconsin  class  rate-case. 

Average  miles  of  road  operated,  from  annual  reports  of  separate  railroad  companies  to  Railroad  Com- 
mission of  Wisconsin  for  year  ended  June  30,  1915. 

Operating  revenues,  whole  line  (same  as  above 

Operating  revenues.  Wisconsin  (same  as  above). 

Operating  expenses,  whole  line  (same  as  above  i. 

Operating  expenses,  Wisconsin,  Chicago,  Milwaukee  &  St.  Paul  and  Son,  from  annual  reports  to  Kail- 
road  Commission  of  Wisconsin  and  accepted  by  both  railroads  and  Wisconsin  commission  in  Wisconsin 
class  rale  case. 

Chicago  &  North  Western  and  Chicago,  St.  Paul,  Minneapolis  &  Omaha. 

Mr.  Sims.  In  that  connection — I  do  not  like  to  break  in  upon  your 
argument,  but  sometimes  a  suggestion  comes  up,  and  this  one  seems 
apropos  at  this  particular  point.  I  would  like  to  ask  you  a  question  as 
a  State  commissioner.  Is  it  not  also  a  fact  that  there  are  many  purely 
intrastate  railroads  that  do  get  a  portion  of  the  through  haul  charge, 
and  that  that  proportion  exceeds  the  relative  equal  proportion  of  the 
entire  through  haul,  and  if  they  do  not  in  that  way  get  an  advantage 
in  the  local  rate  by  dividing — getting  a  portion  of  the  through  haul 
that  would  not  be  actually  proportional  to  the  whole  through  haul 
charges  '. 

Air.  Jackson.  I  suppose  they  would  get  a  much  larger  amount,  of 
course. 

Mr.  Sims.  That  is  what  I  say. 

Mr.  Jackson.  They  would  have  to,  because  if  they  took  a  mileage 
proportion — gentlemen,  you  know  what  the  rule  is  among  the  railroads 
on  divisions,  that  usually,  even  though  the  originating  line  is  very 
short  as  compared  with  the  whole  line  haul,  it  is  generally  never 
less  than  25  per  cent  of  the  entire  earnings  of  the  line— that  is  the 
railroad  division  rate,  I  think. 

Mr.  Sims.  That  would  make  the  long  haul  a  little  less  propor- 
tionately and  the  small  haul  a  little  greater. 
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Mr.  Jackson.  Oh,  ye3;  that  rnighl  possibly  be;  but  suppose  we 
just  £o  to  a  junction  point  on  a  local  road.  Take,  for  instance  a 
logging  railroad  some  of  those  roads  I  have  referred  to,  I  think  36 
of  them  -that  put  in  different  logging  apparatus,  hut  there  are  also 
industrial  railroads 

Mr.  Sims.  And  share  in  the  through  haul  '. 

Mi'.  Jackson.  Yes,  sir.  That  is  what  a  division  is.  Tt  is  a  matter 
that  is  fixed  among  themselves.  But  where  they  move  to  a  junc- 
tion point,  and  then  go  outside  of  the  State,  even  a  short  movement 
wholly  within  the  State  on  that  particular  line,  it  is  an  interstate 
movement,  and  it  is  not  on  the  return  here  as  part  of  the  state 
movement.     It  goes  as  an  interstate  movement. 

One  of  tin1  next  questions  is: 

What  orders  of  your  commission  have  produced  conflid  of  authority  with  the 
Federal  Government  or  with  sister  States? 

I  will  say  that  there  has  not,  to  my  knowledge,  ever  been  any 
conflict.  Certainly  we  have  never  been  before  the  Interstate  Com- 
merce Commission,  nor  has  any  proceeding  been  brought  before  the 
Interstate  Commerce  Commission  which  has  set  up  that  the  rates 
locally  in  the  State  of  Wisconsin  are  discriminatory  as  to  interstate 
rates.  There  has  been  no  conflict  between  the  Interstate  Commerce 
Commission  and  the  State  commission  and  T  do  not  know  of  any 
complaint  in  that  regard.  The  State  commission  is  perfectly  aware 
of  the  level  of  rates  as  to  intrastate  and  interstate,  and  has  that  in 
mind  in  fixing  the  rates  in  the  State  of  Wisconsin.  There  has  been 
no  trouble  that  has  ever  grown  out  of  it,  and  no  case  either  before 
the  courts  or  before  the  Interstate  Commerce  Commission. 

Mr.  Alexander,  now,  as  I  say,  with  the  St.  Paul  road,  asked  the 
question  as  to  whether  he  thought  it  was  desirable  that  all  control 
of  activities  of  railroads  should  be  centered  in  the  central  govern- 
ment, and  I  read  the  answer  to  that  question,  which  is  as  follows: 

I  do  not  believe  it  would  be  wise  to  centralize  all  of  the  power  of  regulation  and 
control  of  common  carriers  exclusively  in  the  Federal  Government.  The  Federal 
Government,  I  believe,  could  better  handle  all  questions  of  stock  and  bond  issues 
for  interstate  carriers  than  the  various  State  commissions.  As  far  as  rates  are  con- 
cerned, both  intrastate  and  interstate,  I  firmly  believe  that  if  it  could  be  arranged 
so  that  the  State  commissions  would  work  in  close  conjunction  and  harmony  with 
the  Interstate  Commerce  Commission,  that  much  of  the  complaint  of  both  the  carriers 
and  the  shipping  public  would  be  eliminated. 

We  have  hail  no  complaint  in  Wisconsin,  of  course,  in  respect  to 
that. 

I  would  not  favor  taking  away  from  this  commission  all  jurisdiction  over  intrastate 
ratea  and  give  such  jurisdiction  to  the  Interstate  Commerce  Commission. 

Mr.  Doremi's.   Who  is  Mr.  Alexander  '. 

Mr.  Jackson.  He  was  formerly  master  mechanic  of  the  Chicago, 
Milwaukee  &  St.  Paul  Railroad,  and  two  or  three  years  ago  he  was 
appointed  a  member  of  the  Wisconsin  commission  by  Gov.  Philipp, 
and  field  that  office  about  a  year  and  a  half,  and  became  chairman 
of  that  commission  on  the  retirement  of  Mr.  Erickson,  Mr.  Ericksoh 
retiring  to  engage  in  private  business.  Mr.  Alexander  resigned 
ahout  six  months  ago  to  become  Superintendent  of  motive  power 
service  of  the  Chicago,  Milwaukee  A:  St.  Paul  Railroad. 
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Mr.  Sims.  This  testimony  was  given  while  he  was  a  member? 

Mr.  Jackson.  His  answer  was  given  while  he  was  a  member  of 
the  National  Association  of  Railroad  Commissions,  while  he  was 
chairman  of  the  railroad  commission. 

I  will  just  briefly  refer  to  some  of  the  other  jurisdictions  of  the 
commission  so  you  may  see  how  our  activities  are  engaged,  but  I  will 
not  take  up  your  time  on  this. 

In  the  regulation  of  utilities  this  relates  both  to  services  and  rates 
and  covers  heat,  light,  water  power,  and  telephone  companies.  If  this 
committee  desires,  I  can  file  something  giving  the  entire  jurisdiction 
of  the  commission  along  that  line.  But  I  will  pause  in  this  connec- 
tion and  speak  of  the  utilities  largely,  because  that  is  one  thing  which 
I  believe  is  highly  significant.  The  public  utilities  are  regulated  in 
Wisconsin  on  the  theory  that  monopolies  are  desirable,  that  compe- 
tition is  undesirable,  and  the  laws  of  the  State  of  Wisconsin  are  such 
that  any  duplication  of  public  utilities  is  impossible  without  the  per- 
mission of  the  railroad  commission,  and  certificates  of  convenience 
and  necessity.  The  theory  on  which  utilities  are  regulated  in  the 
State  of  Wisconsin  is  that  it  is  cheaper  for  one  company  to  efficiently 
do  the  work  which  can  be  done  than  it  is  for  two  competing  com- 
panies who  must  be  remunerated  by  the  public  somewhere,  and  the 
theory  also  is  that  if  you  have  proper  regulation  you  get  better  service 
for  the  public  from  one  properly  regulated  monopoly  at  cheaper  rates 
than  you  do  from  competing  monopolies  whose  rates  are  fixed  by 
competition,  and  that  in  the  end  the  public  must  pay  for  the  results 
of  competition.  So  we  have  antiduplication  acts  on  that  theory, 
and  I  think  it  is  successfully  working  out  in  Wisconsin  except  in 
those  instances  where  the  utilities  were  in  a  bad  shape  when  the 
commission  itself  went  into  existence  and  took  over  jurisdiction  of 
them. 

In  addition  to  the  regulation  of  utilities,  we  regulate  water  powers 
in  the  State  of  Wisconsin,  and  the  railroad  commission  has  authority 
and  does  grant  franchises  to  build  dams  and  divert  water  powers  in 
the  State. 

Mr.  Sims.  Not  on  navigable  streams  ? 

Mr.  Jackson.  On  all  streams  except  those  which  are  under  the 
authority  of  the  United  States  Government. 

The  Vice  Chairman.  Of  course  we  grant  franchises,  but  Congress 
has  to  grant  permission  to  build  them. 

Mr.  Jackson.  Certain  waters  in  Wisconsin,  like  the  Fox  River,  are 
wholly  under  the  jurisdiction  of  the  War  Department  of  the  Federal 
Government,  and  we  exercise  no  jurisdiction  there,  but  on  all  others 
practically,  and  there  is  a  great  deal  of  water  power  in  Wisconsin, 
it  is  one  of  our  great  resources,  and  we  are  granting  now  franchises  to 
develop  water  power  and  many  of  them.  It  is  a  little  difficult, 
because  we  have  to  value  that  water  power,  dam  sites,  and  so  forth, 
before  the  franchise  is  taken. 

Senator  Cummins.  How  do  you  determine  what  streams  the 
Federal  Government  may  take  jurisdiction  of? 

Mr.  Jackson.  I  think  that  is  either  fixed  by  the  United  States 
statutes  or  the  acts  of  the  Secretary  of  War  himself. 

Senator  Cummins.  There  is,  I  think,  no  statute  upon  that,  sir. 
There  was  a  bill  passed  at  one  time  that  attempted  to  define  navigable 
streams,  I  mean  a  bill  passed  in  the  Senate,  but  I  think  it  did  not 
become  a  law. 
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The  Vice  Chairman.  Some  are  navigable  by  nature  and  some  are 
navigable  by  act  of  Congress.  The  Secretary  of  War  does  not  take 
jurisdiction  unless  one  of  them  appears  in  that  category.  There  is 
a  general  dam  law  already. 

Senator  Cummins.  It  does  not  define  or  attempt  to  define  what  a 
navigable  stream  is. 

Mr.  Adam  sow  But  the  act  of  1899,  in  the  river  and  harbor  law, 
gives  the  States  the  right  to  go  ahead  and  authorize  the  construction 
of  dams  with  the  approval  of  the  Secretary  of  War  on  streams  wholly 
within  the  State. 

Mr.  Sims.  Whether  navigable  or  not? 

The  Vice  Chairman.  Whether  they  are  navigable  or  not.  Con- 
gress does  not  touch  any  that  are  not  navigable. 

Senator  Cummins.  A  very  distinguished  Member  of  Congress,  for- 
merly a  Member  of  both  the  House  and  the  Senate,  was  of  the  opinion 
that  every  drop  of  water  which  fell  from  the  clouds  was  a  navigable 
stream. 

The  Vice  Chairman.  That  is  running  it  back  to  first  principles, 
which  sometimes  results  in  a  reductio  ad  absurdum. 

Mr.  Sims.  What  about  the  clouds  before  it  becomes  water  on  the 
earth  ? 

The  Vice  Chairman.  Some  of  those  little  streams  I  saw  in  the 
West  did  not  originate  in  heaven.  They  evidently  came  from  the 
other  regions,  judging  from  their  aspects. 

Mr.  Jackson.  I  have  found  here  this  exhibit  which  I  was  trying 
to  find  a  while  ago,  and  which  shows  the  rates  from  Chicago  to  dif- 
ferent points  picked  out  elsewhere,  and  what  those  rates  would  be 
for  the  first  four  classes.  I  will  say  as  to  the  other  classes,  the  rates 
in  Wisconsin  would,  in  all  instances,  be  higher.  That  is  what  they 
would  under  our  distance  tariff.  If  you  care  to  look  at  this  exhibit, 
I  think  it  will  show  the  level  of  rates  very  well  on  classes. 

The  Chairman.  Let  that  go  into  the  record  at  this  point. 

(The  exhibit  referred  to  is  here  printed  in  full,  as  follows:) 


From  Chicago  to— 

Miles. 

1 

2 

3 

4 

237.6 

129.7 

147.42 

265.1 

184. 2 

195.5 

213.9 

269. 4 

262.9 

309. 6 

262.8 

50 

36.66 

40 

50 

43 

43 

50 

50 

58 

60 

50 

42 

30.08 

33 

42 

36 

36 

42 

42 

48 

50 

42 

33 
25 
28 
33 
29 
29 
33 
33 
38 
40 
33 

22.5 

17.5 

20 

23 

20 

23 

23 

Marshfleld 

23 

24 

25 

23 

Wisconsin  scale  for  same  distances. 


1 

2 

3 

4 

51.6 
36.6 
39.4 
54.9 
44.3 
45.  7 
52.9 
54.9 
54.9 
59.7 
54.9 

43.9 

31.1 

33.  5 

46.  7 

37.  7 

38.8 

45 

46.7 

46.7 

49.5 

46.7 

31.4 
24.4 
36.  3 
36. 6 
29.5 
30.5 
35.3 
36.6 
36.6 
39.3 
36.6 

23.8 

18.3 

19.7 

24.3 

22.2 

22.9 

24 

Mai   ! i Held 

24.3 

24.3 

25 

24.3 
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Mr.  Jackson.  In  regard  to  water  powers  in  Wisconsin,  whoever 
takes  out  water  power  now  and  has  not  got  a  franchise  from  the 
State  government  must  get  in  his  application  to  the  railroad  com- 
mission that  at  the  end  of  thirty  years  that  water  power  can  be 
purchased  by  the  State  of  Wisconsin  at  a  valuation.  We  fix  a  part 
of  that  valuation  at  the  time  the  franchise  is  given.  There  are 
applications  before  us  now  for  very  large  developments  in  the  State. 

In  addition  to  that  we  have  jurisdiction  over  stock  and  bond  issues 
of  public  utilities  and  railroads.  Some  of  the  railroads  are  incorpo- 
rated in  Wisconsin,  such  as  the  St.  Paul  &  Milwaukee  road,  the 
Chicago  &  North  Western. 

As  to  public  utilities,  we  exercise  the  jurisdiction  that  is  exercised 
by  most  commissioners.  As  to  railroads,  and  the  authority  over 
stocks  and  bonds,  we  believe  that  it  is  desirable  that  the  Federal 
Government  supervise  the  issue  of  stocks  and  bonds  of  a  Federal 
character.  That  is  the  position  which  was  taken  by  the  .commission 
ever  since  I  have  been  on  it,  and  I  think  the  position  I  took  in  San 
Francisco  two  or  three  years  ago.  I  brought  it  up  myself  and  had 
a  long  talk  with  Judge  Clements  of  the  Interstate  Commerce  Commis- 
sion on  it,  and  he  was  there  practically  to  speak  on  that  one  subject 
in  San  Francisco. 

Senator  Cummins.  Mr.  Jackson,  under  your  law  does  the  commis- 
sion in  passing  upon  the  issuance  of  securities,  determine  the  desira- 
bility of  the  expenditure,  or  is  that  entirely  in  the  hands  of  the  public 
utilities  commission  ? 

Mr.  Jackson.  I  do  not  think  it  would  be  entirely  in  their  hands. 
That  authority  is  not  specifically  given  to  us  in  the  stock  and  bond 
law,  but  we  have  other  provisions  in  the  law  which  permits  us  to  fix 
the  proportions  between  stocks  and  bonds,  and  other  provisions 
which  we  do  know  about  and  which  we  do  use,  anyway,  and  we  take 
that  into  consideration  in  issuing  stocks  and  bonds.  But  on  the 
other  hand  if  the  carrier  comes  before  the  railroad  commission  of 
Wisconsin  and  sets  out  in  its  application  for  authority  to  issue  stocks 
and  bonds  that  it  has  done  so  and  so,  as  provided  by  the  statute,  and 
that  it  needs  so  and  so,  as  provided  by  the  statute,  I  presume  they 
could  mandamus  us  to  issue  that  whether  we  thought  it  advisable  or 
not.  So  they  are  issued.  For  instance,  a  road  incorporated  in 
Wisconsin  runs  to  the  Pacific  slope  and  they  have  had  to  come  before 
the  commission  for  authority  to  issue  stocks  and  bonds  for  that 
purpose.  Before  I  was  on  the  commission  they  made  the  application 
in  accordance  with  law,  and  it  was  granted,  but  we  think  that  a  matter 
of  that  kind  should  be  supervised  by  the  Interstate  Commerce 
Commission,  or  some  Federal  body. 

The  next  is,  public  utilities  of  all  kinds  are  all  subject  to  govern- 
ment ownership  in  Wisconsin  by  application  to  the  Railroad  Com- 
mission of  Wisconsin,  after  a  vote  by  the  common  council  or  other 
municipality  which  wishes  to  take  over  those  public  utilities.  Several 
have  been  taken  over.  They  are  valued  by  the  railroad  commission 
of  the  State  and  then  taken  over.  I  do  not  think  there  is  a  grow- 
ing tendency  to  take  over  public  utilities  in  Wisconsin.  I  am  inclined 
to  think  that  the  tendency  is  rather  the  other  way.  The  utilities 
which  are  taken  over  are  mostly  waterworks  companies,  and  that 
seems  to  be  a  function  which  can  be  especially  performed  by  the 
cities  on  account  of  so  many  other  considerations,  better  perhaps 
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by  the  muncipalities  than  by  a  private  corporation  in  some  instances, 
and  they  have  been  taken  over  largely  by  the  cities.  Some  are  still 
not  taken  over,  but  most  of  them  were  taken  over  or  built  by  the 
cities  before  the  railroad  commission  was  in  existence 

On  the  other  hand,  the  electric  companies  owned  by  the  munici- 
palities are  not  doing  well,  and  very  few  of  those,  none  that  I  know 
of,  are  being  taken  over.  There  was  one  application  which  has 
been  abandoned  in  one  of  the  cities  of  Wisconsin  since  I  have  been 
on  the  commission.  Of  course  there  is  a  good  reason  for  that.  Fur- 
nishing electricity  can  be  done  on  a  large  scale  much  cheaper  than 
on  a  small  scale,  and  there  is  an  interweaving  of  the  different  cities 
and  a  tendency  that  way,  namely,  the  generation  from  a  large  plant, 
which  can  be  done  much  cheaper  than  it  can  be  generated  by  a 
small  institution,  and  the  tendency  has  not  been  to  take  over,  and 
I  would  say  that  the  tendency  is  not  at  least  stronger  toward  munici- 
pal ownership  in  the  State — I  think  to  the  contrary. 

I  have  spoken  of  the  procedure  before  the  commission.  I  want  to 
say  one  more  thing  about  that.  It  is  something  we  can  perform 
cheaper  for  them.  It  is  something  they  can  get  cheaper;  it  is  some- 
thing they  can  get  without  attorneys;  it  is  something  they  can,  pre- 
sumably, get  fairly.  It  is  undoubtedly  advantageous  that  that 
condition  should  continue  to  exist,  both  with  regard  to  carriers  and 
public  utilities,  in  my  opinion. 

We  have  also,  of  course,  jurisdiction  over  accounting  of  interstate 
carriers.  Now  I  will  say  right  there  that  practically  all  the  States, 
with  I  think  some  exceptions,  have  adopted  the  Interstate  Commerce 
Commission's  specifications  for  accounting;  the  reports  which  are 
made  to  the  Railroad  Commission  of  the  State  of  Wisconsin  are  on 
reports  printed  by  the  Interstate  Commerce  Commission  for  the 
Federal  Government  and  paid  for  by  the  Wisconsin  commission. 
There  is  not  this  duplication.  The  figures  are  the  same  which  go 
on  the  reports  handed  to  the  Wisconsin  commission  as  those  which 
go  on  the  reports  which  are  handed  to  the  Interstate  Commerce  Com- 
mission. The  accounting  and  classification  are  precisely  the  same, 
and  when  the  other  day  the  Interstate  Commerce  Commission,  in 
view  of  the  conditions  which  exist  at  the  present  time,  and  for  the 
purpose  of  doing  away  with  some  of  the  labor  which  the  railroads 
were  under  in  furnishing  accounts,  saw  fit  to  eliminate  certain  ac- 
counts which  were  expensive,  and  perhaps  not  necessary  at  this 
time,  the  whole  National  Association  voted  to  adopt  that  change 
and  we,  in  Wisconsin,  have  made  a  similar  change. 

So  far  as  getting  the  data  which  we  may  wish,  or  which  the  com- 
mission has  thought  to  be  useful  in  fixing  rates  and  determining 
what  should  be  done  by  the  Wisconsin  commission  on  fixing  rates, 
the  carriers  have  been  cooperating  with  us  very  completely  in  furnish- 
ing data  and  seem  to  be  perfectly  willing  that  we  should  have  it,  and 
I  think  they  have  found  it  to  their  advantage  that  we  should  know. 

Now  I  come  down  to  some  other  questions,  and  I  think  what  is  the 
fundamental  question,  or  at  least  one  of  the  fundamental  questions 
before  this  committee  of  Congress.  I  think  if  you  get  rid  of  the 
camouflage  that  may  be  around  it,  we  come  down  to  this,  and  the 
question  is  simply,  Is  it  desirable  that  substantially  all  control  over 
the  activities  of  the  carriers  should  be  centered  in  the  Federal  Gov- 
ernment?    As  I  understand  Mr.  Thorn,  his  proposition  of  the  car- 
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riers  is  that  the  State  shall  retain,  and  that  only  for  a  time,  the  power 
of  taxation  and  some  other  incidental  police  power,  not  vital,  what- 
ever that  may  mean,  and  unimportant. 

In  regard  to  that  question  I  come  here  before  your  honors  to  state 
that  in  my  opinion  such  a  consummation  is  not  sound,  that  it  is  not 
founded  on  good  public  policy,  nor,  in  my  opinion,  would  it  be  found 
in  the  long  run  beneficial  to  the  carriers  themselves  if  the  carriers 
propose  to  privately  operate  their  own  roads,  and  I  do  not  believe 
it  would  if  the  Government  operated  them. 

I  want  to  start  with  one  proposition,  and  I  will  read  from  Mr.  Thorn's 
testimony  in  the  first  part  of  the  report  of  the  testimony  taken  before 
this  body,  because  the  proposition  is  stated  very  fairly  by  Mr.  Thorn, 
and  I  agree  with  it  fully.  I  read  from  page  69  of  the  hearings  before 
the  joint  subcommittee  as  follows: 

We  are  not  here  to  discuss  the  freedom  of  this  industry  from  regulation.  That  is 
universally  accepted  as  a  permanent  and  enduring  part  of  American  policy,  and  I, 
for  one,  concur  in  it,  not  only  as  a  fixed  policy,  but  I  am  a  disciple  of  its  wisdom. 
I  believe  it  ought  to  be,  so  that  when  I  raise  my  voice  here  it  is  not  for  the  purpose 
of  attacking  the  principle  or  the  policy  of  regulation,  but  it  is  for  the  purpose  of  trying 
as  far  as  my  efforts  can  contribute  to  it,  to  see  that  the  system  of  regulation  is  made 
as  wise  and  as  helpful  as  it  can  be  made  for  the  preservation  of  this  great  and  essential 
industry. 

Mr.  Thorn  has  frankly  stated  what  I  think  is  now  conceded  every- 
where, that  regulation  must  take  place  and  that  it  ought  to  be  here, 
and  so  starting  with  that  proposition  I  come  down  to  the  second 
proposition,  and  that  is  this,  that  it  is  proposed  that  the  functions 
now  performed  by  State  commissions,  which  must  be  performed  by 
somebody,  and  are  important  to  the  State  and  everybody,  must 
be  performed  by  somebody,  unless  those  functions  and  regulatory 
unctions  are  to  be  entirely  abolished.  So  that  it  seems  to  be  a 
fairly  well-established  fact  that  functions  now  performed  by  State 
commissions  have  got  to  be  continued  to  be  performed  by  some- 
body, and  therefore,  the  question  is  whether  those  functions  shall 
no  longer  be  performed  by  the  State,  or  the  body  which  the  State 
organizes  for  that  purpose,  or  shall  be  wholly  and  absolutely  done 
by  the  Federal  body  here.  If  this  power  is  to  be  taken  away  from  the 
State  commissions,  these  functions  are  to  be  exercised  elsewhere, 
it  is  my  belief  that  that  power  should  be  as  complete  and  as  thorough 
as  that  now  exercised  by  the  State,  and  so  in  addition  to  the  vast 
functions  not  heretofore  exercised  by  the  Federal  Government,  we 
must  have  all  of  these  functions  exercised  by  some  Federal  body, 
exclusive  of  the  State.  In  other  words,  there  must  be  substituted 
Federal  authority  equally  effective  and  efficient  to  take  the  place 
of  that  authority  which  it  is  now  proposed  to  destroy.  Now,  before 
that  is  done,  is  it  wrong  if  I  call  your  attention  to  this:  That  before 
any  such  proceeding  takes  place,  ought  we  not  to  study  what  is  being 
done  by  the  States,  as  you  gentlemen  are  now  studying,  for  the 
purpose  of  seeing  what  is  so  radically  wrong  and  what  there  is  about 
the  regulation  on  the  part  of  the  States  that  is  now  being  used  or 
can  be  used  as  an  excuse  for  utterly  destroying  that  power  and 
substituting  an  equally  efficient  power  wholly  in  a  central  Federal 
body  ?  So  I  call  your  attention  to  what  I  have  already  done,  what 
we  are  doing  in  the  State  of  Wisconsin,  not  because  Wisconsin  is 
so  important  or  as  important  as  many  other  States,  but  simply  as 
typical  of  what  State  commissions  are  doing. 
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Besides  making  rates,  gentlemen,  we  exercise  all  those  other  func- 
tions which  I  am  talking  about.  Suppose  wc  have  got  a  situation 
where  you  are  going  to  take  away  our  power  over  grade  separation. 
Now,  in  the  State  of  Wisconsin  we  have  a  law,  which  is  working  out 
fairly  effectively,  that  on  the  theory  that  eventually  and  some  day 
dangerous  grade  crossings  will  be  separated  entirely,  it  is  left  in  the 
hands  of  the  commission  to  exercise  judgment  as  to  when  they  will 
be  taken  and  how  it  is  to  be  done  and  who  shall  pay  for  it.  Some 
of  those  grades  are  already  separated;  for  instance,  in  the  city  of 
Milwaukee  a  large  part  of  them  are.  But  when  the  city  of  Milwaukee 
comes  before  the  railroad  commission  of  the  State  of  Wisconsin  and 
says,  "These  grades  are  dangerous  and  we  want  to  eliminate  them," 
they  have  got  to  state  also  at  the  same  time  that  they  are  willing  to 
pay  their  fair  proportion  for  doing  that  work.  I  just  call  that  to 
your  attention,  gentlemen,  because  in  many  States  there  exists  what 
is  the  inherent  police  power  of  the  State  itself  to  wholly  order  by 
ordinance,  city  ordinance,  if  it  so  desired,  the  elimination  of  such 
grades  wholly  at  the  expense  of  the  railroads. 

Mr.  Sims.  You  mean  grade  crossings  ? 

Mr.  Jackson.  Yes;  and  the  Supreme  Court  of  the  United  States 
has  gone  so  far  as  to  say  they  can  not  only  put  that  expense  on  the 
railroad  but  the  expense  may  be  sufficient  and  the  building  suffi- 
cient to  carry  street  cars,  too,  and  it  has  only  been  two  or  three  years 
ago  that  the  Supreme  Court  of  the  United  States  went  so  far  as  to 
say  that  wholly  at  the  expense  of  the  railroads  they  could  make  the 
railroads  build  an  overhead  crossing  over  its  tracks  sufficiently  strong 
and  expensive  to  carry  the  street  cars  of  a  large  municipality.  That 
is  the  inherent  power  under  the  police  regulations  as  it  exists  in  the 
States  to-day. 

Now  then,  gentlemen,  suppose  we  were  to  continue  in  the  State 
of  Wisconsin  to  perform  our  functions  along  that  line,  and  we  say 
to  the  railroads,  "Gentlemen,  we  are  not  going  to  ask  you  to  do 
anything  that  is  unfair;  the  State,  or  the  municipality,  will  pay  its 
share  toward  helping  you  and  helping  this  dangerous  condition; 
it  is  a  very  heavy  burden  for  the  carrier  and  it  is  going  to  be  a  benefit 
to  the  public,  and,  being  a  benefit  to  the  public,  the  public  is  willing 
to  pay  its  share,"  and  yet,  gentlemen,  that  is  just  typical  of  one  of 
the  thousand  things  that  might  happen  after  you  had  destroyed  the 
State  commissions,  by  which  we  could  not  have  such  a  law  in  the 
State  of  Wisconsin  if  we  wanted  it  until  we  had  seen  Congress  and 
talked  with  them  and  given  them  a  full  explanation  of  it  and  con- 
vinced all  of  the  Representatives  of  all  of  the  States  in  the  United 
States  here  in  Congress  that  they  ought  to  pass  a  law  permitting  us 
to  do  that.  In  other  words,  for  everything  that  we  may  propose 
in  the  State  of  Wisconsin  relating  to  railroads,  or  in  any-  other  State, 
thousands  of  which  are  performed  locally  and  efficiently,  nothing 
further  can  be  done  until  Congress  allows  it. 

Mr.  Sims.  Does  Congress  have  the  power  to  supersede  the  police 
powers  of  the  State  connected  with  these  things  2 

Mr.  Jackson.  I  am  inclined  to  think  they  can  go  pretty  far  if 
they  can  go  to  the  extent  of  national  incorporation  under  the  war 
powers  and  under  the  post-road  matters,  etc.  It  is  questionable; 
we  would  still  have  some  functions  left,  I  presume,  but  just  what  they 
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would  be  I  do  not  know;  but,  according  to  Mr.  Thorn,  they  are  not 
going  to  be  vital. 

Senator  Cummins.  Maj.  Burkhart,  who  has  already  begun  his  tes- 
timony before  the  committee,  desires  to  complete  it.  He  is  in  the 
service  now  and  may  be  compelled  to  leave  Washington  at  any 
moment,  and  if  it  can  be  arranged  so  that  he  can  complete  his  evi- 
dence, I  should  like  very  much  to  have  it  done. 

The  Chairman.  That  can  be  arranged,  Senator  Cummins,  at  a 
time  convenient  to  you  and  him. 

Senator  Cummins.  If  it  could  be  done  day  after  to-morrow,  it 
would  be  very  desirable. 

The  Chairman.  That  would  be  Thursday.  I  think  we  can  arrange 
it  for  Thursday  at  10  o'clock. 

Mr.  Jackson.  I  have  one  point  I  should  like  to  make  now,  if  the 
committee  will  indulge  me. 

In  reading  over  Mr.  Thorn's  testimony  I  thought  at  times  he  felt 
there  was  perhaps  some  little  political  pressure  brought  to  bear  on  a 
particular  commission  or  the  Interstate  Commission,  and  that  had 
to  do  once  in  a  while  with  making  regulation  ineffective.  So  I 
thought,  if  I  might  state  to  you  about  the  political  aspect  of  the 
railroad  commission  of  Wisconsin,  I  should  like  to  do  so.  Since  I 
have  been  on  there,  Mr.  Merrittson  has  left,  and  the  other  members 
have  been  Mr.  Alexander,  Mr.  Trombar,  a  professor  of  political 
economy  in  the  university,  and  Mr.  Allen,  an  engineer  residing  at 
Lake  Geneva.  We  have  been  associated  constantly  every  day  since 
I  have  been  on  the  commission.  I  want  to  say,  to  show  you  just 
how  much  politics  there  is  in  the  Wisconsin  commission,  that  I  do 
not  know  to-day  the  party  politics  of  these  three  men,  although  I 
have  talked  with  them  every  day,  during  elections,  and  otherwise; 
that  I  am  the  only  one  whose  party  politics  are  known,  and  that  is 
because  in  years  of  indiscretion  I  ran  for  office  once.  I  was  elected, 
however. 

Mr.  Esch.  That  would  plainly  indicate  your  party  affiliation. 

The  Chairman.  If  it  is  the  pleasure  of  the  committee,  we  will  now 
take  a  recess  until  10  o'clock  to-morrow  morning. 

(Thereupon,  at  12  o'clock  m.,  the  committee  adjourned  until 
Wednesday,  December  12,  1917,  at  10  o'clock  a.  m.) 
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WEDNESDAY,  DECEMBER    12,   1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 
The    committee   met,    pursuant   to    adjournment,    in   room    326r 
Senate  Office  Building,  at  10  O'clock  a.  m.,  Senator  Francis  G.  New- 
lands,  presiding:  Hon.  William  C.  Adamson,  vice  chairman. 

The  Chairman.  The  committee  will  come  to  order.  Mr.  Jackson, 
are  you  ready  to  proceed  ? 

STATEMENT    OF    MR.    CARL    D.    JACKSON— Resumed. 

Mr.  Jackson.  Gentlemen  of  the  committee,  there  were  one  or 
two  little  things  about  this  Wisconsin  commission  that  I  talked 
about  a  good  deal,  but  that  I  still  think  might  be  of  some  interest 
to  you.  It  is  a  simple  matter — that  is  my  excuse  for  talking  of  it  to 
you  here;  it  is  a  question  of  how  rates  are  actually  changed  in  the 
State  of  Wisconsin.  If  the  railroads  want  to  change  a  rate  in  the 
State  of  Wisconsin,  they  can  file  an  application  with  the  railroad 
commission  just  stating  what  the  change  is,  what  the  present  practice 
of  the  regulation  of  our  rate  is;  what  they  desire,  and  why  they  want 
the  change.  The  commission  can  allow  that  to  go  into  effect  immedi- 
ately by  simple  indorsement  on  it,  without  notification  to  anybody, 
and  it  can  become  a  rate  in  the  State  of  Wisconsin,  and  be  changed, 
lowered,  or  raised.  On  the  other  hand,  the  carriers  can  file  with  the 
railroad  commission  their  proposed  rates,  and  if  they  are  objectionable 
they  can  rest  in  the  files  of  the  railroad  commission  for  three  years  or 
four  years.  They  do  not  become  effective  at  any  time  unless  ap- 
proved.    No  change  becomes  effective  unless  it  is  approved. 

Now,  in  actual  practice  when  the  railroads  or  carriers  do  file  rates 
with  the  Wisconsin  railroad  commission,  we  often  change  those  rates 
without  any  hearing  whatsoever,  and  I  call  your  attention  to  this 
because  I  want  to  say  to  you,  gentlemen  of  the  committee,  that  we 
are  able  to  do  that  very  thing  because  we  are  actually  acquainted, 
and  the  men  in  our  office  are  acquainted  with  actual  business  in 
the  State  of  Wisconsin.  The  business  of  the  State  of  Wisconsin 
is  very  varied;  it  is  either  the  seventh  or  eighth  manufacturing  State 
in  the  Union.  It  has,  I  think,  perhaps  a  greater  diversity  of  in- 
dustries than  any  other  State  in  the  Union,  and  it  has,  I  think, 
perhaps  has  had  and  still  has,  the  most  varied  kinds  of  rates  of  any- 
State  in  the  Union,  although  they  are  gradually  being  systematized, 
and  yet  because  of  our  knowledge  of  that  fact  we  often,  when  an 
application  is  made  to  us  by  a  carrier,  we  are  able  to  determine 
whether  we  can  change  that  rate,  and  whether  it  will  be  injurious 
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or  whether  it  will  be  profitable,  and  many  such  rates  are  changed 
and  go  into  effect  without  notice  to  the  public,  or  hearings,  except 
in  this  way,  except  it  is  an  increase.  Then,  as  a  general  proposition 
we  make  them  follow  the  law  and  publish  that  rate  30  days  before 
it  becomes  effective. 

On  the  other  hand,  when  applications  for  changes  come  in  to  us 
we  know  what  business  would  be  affected.  We  know  the  actual 
names  of  the  firms  and  the  different  people  throughout  the  State 
of  Wisconsin  whose  business  would  be  affected,  or  the  organization 
or  city  that  would  be  affected  by  a  change  of  rates,  and  if  the  matter 
is  important  and  there  is  a  question  about  it  we  notify  those  people 
and  give  them  a  chance  to  be  heard. 

Such  a  matter  is  often  adjusted  without  a  hearing  of  any  kind. 
On  the  other  hand,  if  we  do  not  think  it  advisable  to  allow  the  pro- 
posed increase  in  the  rates  that  the  carriers  are  asking,  and  the  car- 
riers think  it  ought  to  be  made,  we  then  take  the  position,  "Gentle- 
men, this  is  something  which  ought  not  to  be  made  without  giving 
persons  an  opportunity  to  be  heard  before  the  commission,"  and  in 
that  case  we  put  it  down  for  a  hearing  before  finally  acting  on  it, 
and  in  that  way  we  can  do  that  and  sometimes  have  a  hearing  of  a 
week  or  a  day  or  two.  We  have  even  gone  so  far  as  to  have  a  hearing 
within  a  day,  where  a  matter  was  important,  and  giving  everybody  a 
chance  to  be  heard. 

On  the  other  hand,  where  we  know  the  general  effect  of  a  proposed 
increase  or  change  of  rates,  we  will  allow  it  to  be  published  and  the 
approval  will  state  that  this  matter  is  approved,  subject  to  immediate 
suspension  in  case  of  complaint,  and  very  often,  in  fact  in  a  vast 
majority  of  such  matters,  there  is  never  a  com  plaint,  because  we 
are  pretty  sure  from  our  knowledge  of  the  actual  conditions  and  the 
industrial  conditions  in  the  State  what  will  be  the  effect  and  how  the 
shippers  will  take  it. 

I  think  that  is  an  advantage,  and  it  is  an  advantage,  may  it  please 
you,  gentlemen  of  the  committee,  through  the  fact  that  it  can  only 
come  through  having  men  on  the  commission  who  are  acquainted 
with  local  situations,  and  actual  local  business  in  that  State  as  to  how 
it  will  affect  them.  And  we  have  men  in  our  tariff  departments  who 
have  been  actual  tariff  men,  who  have  handled  tariffs,  and  are 
actually  acquainted  with  all  railroad  operations,  so  through  the 
years  we  have  dome  to  know  wdiat  we  are  doing  and  can  act  upon  it. 

Now,  you  propose  to  do  away  with  all  of  that,  but  I  ask  you, 
gentlemen — I  do  not  mean  that  you  propose  it,  but  I  mean  the  pro- 
posal is  made  and  the  question  is  before  this  committee — if  you  are 
going  to  take  away  that,  you  should  certainly  substitute  something 
equally  effective. 

Something  was  said  yesterday  about  an  appeal,  because  I  spoke 
of  the  fact  that  no  appeal  had  ever  been  taken  to  the  court,  except 
possibly  in  one  instance,  of  a  rate  fixed  by  the  commission.  I  would 
not  have  you,  gentlemen,  by  that  get  the  idea  that  the  carriers  have 
been  satisfied  always  with  the  rates  made  by  the  commission,  nor 
would  I  go  so  far  as  to  say  that  the  commission  has  not,  perhaps, 
made  mistakes  in  its  day.  I  think  the  credit,  however,  lies  with 
men  not  now  on  the  commission,  men  like  Halford  Errickson,  whose 
study  of  costs,  etc.,  gave  the  commission  of  Wisconsin,  practi- 
cally among  the  first  commissions  of  the  United  States,  the  actual 
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cost  of  maintenance,  so  far  as  it  can  be  ascertained,  and,  at  carload 
lots  very  closely  ascertained,  so  in  acting  on  those  matters  we  had 
the  actual  cost  before  us.  and  that,  I  think  probably  discouraged 
any  possible  appeal.  Appeal  can  be  taken  with  greal  freedom  in 
Wisconsin,  because  the  cases  that  would  go  to  a  court  won  Id  not  be 
that  only  of  jurisdiction  or  lawfulness  of  the  action  as  a  matter  of 
law,  but  the  question  when  presented  in  the  court  of  appeal  allows 
no  evidence  to  be  introduced,  and  the  reasonableness  of  the  order 
itself,  not  the  confiscatory  nature  of  the  order,  but  the  reasonableness 
also  to  be  gone  into  by  the  court. 

We  now  come  back  to  what  I  was  speaking  of  yesterday  when 
we  adjourned,  and  that  was  the  things  which  are  being  actually 
done  effectively  by  the  State  commission  in  all  its  various  rami- 
fications. Now,  these  things  are  either  being  done  for  the  public 
good,  or  they  are  not  being  done  for  the  public  good. 

As  I  said,  Mr.  Thorn  admits  that  regulation  must  be  here,  and 
was  very  frank  and  fair  in  his  acknowledgment.  Now,  if  these 
things  are  good- for  the  public — they  would  not  be  there  and  stand- 
ing the  test  of  time  if  they  were  not  for  the  benefit  of  the  public, 
and  may  I  say  when  I  say  for  the  benefit  of  the  public  I  mean  also 
for  the  benefit  of  the  carriers,  because  the  carriers  are  a  part  of  the 
public  also,  and  you  can  not  in  the  long  run  injure  the  carriers  with- 
out injuring  the  public.  I  say  that  when  these  things  are  found 
through  time  and  experience  to  be  necessary  and  proper  to  be 
exercised  as  functions,  and  regulations,  that  they  then  must  be 
continued  somewhere,  and  I  say  that  if  you  are  going  to  declare 
that  no  public  authority  shall  hereafter  do  any  of  the  things  of 
substance,  we  will  use  the  word  "nonvital" — never  again  hereafter 
do  those  things,  then  you  must  substitute  in  place  of  it  equally  effi- 
cient and  effective  machinery,  with  equally  effective  staffs,  with 
equally  effective  and  concrete  and  general  knowledge  as  is  in  the 
possession  of  those  bodies  whom  you  propose,  or  whom  it  is  proposed 
to  destroy.     You  have  either  got  to  substitute  or  destroy. 

My  claim  is,  and  I  do  not  want,  just  because  I  am  a  railroad 
commissioner,  to  be  standing  here  before  you  as  a  State  railroad 
commissioner  to  take  this  position  on  any  selfish  ground— I  will 
say  there  is  no  member  of  the  State  Railroad  Commission  of  Wis- 
consin who  sought  the  job  or  ever  expected  to  be  on  this  commission, 
or  ever  knew  or  dreamed  of  it  until  he  was  appointed,  and  the  mem- 
bers of  the  commission,  I  am  sure,  would  not  thank  me  if  I  came  here 
to  take  a  position  along  these  lines  from  any  selfish  motives. 

So,  now,  we  come  down  to  this  question.  I  have  gone  at  length  into 
all  these  various  functions,  and  I  will  not  repeat  what  I  said  yesterday, 
but  I  will  come  down  to  one  other  statement  relating  to  regulation  by 
the  States,  which  I  think  needs  careful  consideration,  and  that  is 
the  question  of  conflict  between  State  and  interstate  rates.  Now, 
gentlemen,  such  conflicts  have  arisen,  and  they  are  not  desirable, 
and  they  ought  not  to  take  place. 

In  so  far  as  actual  conflicts  between  State  and  interstate  rates 
resulting  in  discrimination,  have  taken  place,  it  has  been  deplorable, 
and,  as  I  have  gone  through  the  mass  of  testimony  which  has  been 
offered  on  this  subject,  and  have  studied  what  others  have  said,  I 
have  reached  the  conclusion  that  practically,  when  you  speak  of  dis- 
crimination between  State  and  interstate  rates,  which  has  at  times 
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occurred,  that  you  have  reached  the  only  argument  that  has  been 
made,  or  the  only  possible  objection  that  can  be  raised,  or  has  been 
validly  raised  against  the  existence  of  State  commissions  and  their 
exercising  functions  of  regulation.  I  can  say  this  frankly  to  you, 
because  we  have  never  had  a  conflict  in  the  State  of  Wisconsin 
between  State  and  interstate  rates.  And  I  do  not  think  that  we  are 
going  to  have  any  conflict  with  our  neighbors,  Minnesota  on  the  one 
hand  or  Illinois  on  the  other,  or  Michigan.  I  do  not  think  there 
would  be  the  slightest  difficulty  if  any  question  of  that  kind  came  up 
of  whether  the  rates  are  on  the  same  level,  or  discrimination  is  taking 
place  which  may  injure  that  industry  or  this  development  or  that 
development,  but  that  members  of  those  commissions  are  big  enough 
to  see  that  discrimination  does  not  exist  or  will  not  continue  or  will 
be  discontinued. 

Now,  what  are  the  discriminations  which  might  come  out  of  State 
regulation  as  to  rates  and  interstate  regulation  as  to  rates.  There 
are  only  two  things  that  could  be  objectionable:  First,  that  the 
State  should  put  in  a  rate  which  was  unreasonably  low  or  confisca- 
tory. Now,  if  such  a  rate  is  put  in,  in  most  States  the  courts  them- 
selves will  set  it  aside,  if  it  is  unreasonably  low.  If  it  is  unreasonably 
low  the  machinery  for  correcting  that  mistake  is  in  hand  and  fully 
provided,  I  believe,  in  the  case  of  every  State  commission,  as  it  is 
in  the  case  of  the  Interstate  Commerce  Commission.  So  the  machin- 
ery exists  for  the  stopping  of  that.  But  our  Supreme  Court — I  mean 
the  Supreme  Court  of  the  United  States — has  said,  even  presuming 
that  there  are  two  rates  which  can  both  be  reasonable,  and  I  think 
that  is  the  latest  position  that  they  have  taken  on  that  subject,  there 
can  still  be  discrimination,  and  if  that  discrimination  exists,  then  the 
discrimination,  if  it  interferes  with  interstate  commerce,  must  be 
removed,  and,  acting  upon  the  famous  Shrcveport  doctrine,  the 
Interstate  Commerce  Commission  has  and  is  now  exercising  the 
jurisdiction  to  remove  that.  So  we  have,  first,  on  any  question  of 
unreasonably  low  rates,  the  protection  both  of  the  State  and  Federal 
courts,  and  on  any  question  of  discrimination  the  actual  exercise  of 
corrective  power  to  the  Interstate  Commerce  Commission.  But  I 
go  further  than  that.  Just  to  go  back  one  minute.  The  doctrine 
as  finally  laid  down  in  the  Express  Cases,  as  I  understand  it,  is  that 
if  discrimination  exists  the  Interstate  Commerce  Commission  can 
remove  it.  Now,  then,  you  have  first  got  to  find  that  discrimination 
exists  by  the  Interstate  Commerce  Commission.  If  discrimination 
does  not  exist  they  do  not  act,  and  why  should  they  act  ?  Discrimi- 
nation is  one  thing  and  distance  and  level  of  rates  is  another  thing. 
But  if  the  discrimination  does  exist,  and  the  Interstate  Commerce 
Commission  should  show  what  that  discrimination  is,  it  goes  ahead 
and  removes  it,  and  removes  it  very  effectively.  Of  course  such 
machinery  should  not  be  used  to  say  that  the  whole  rates  of  a  whole 
State  are  discriminatory  in  themselves,  although  they  may  not  have 
any  more  relation  to  each  other  than  the  man  in  the  moon  has  to 
somebody  else,  but  where  there  is  an  actual  discrimination  then 
the  Interstate  Commerce  Commission's  power  is  supreme  as  it  ought 
to  be,  and  where  there  is  any  discrimination  or  interference,  through 
State-made  rates  with  the  actual  interstate  rates  which  are  in  force, 
I  say  to  you  that  so  far  as  I  am  personally  concerned — I  am,  per- 
haps not  speaking  for  others — but  so  far  as  my  own  personal  feel- 
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ings  are  concerned,  I  say  that  the  Federal  law  must  prevail,  just  as 
the  Federal  law  prevails  In  the  courts,  and  the  Federal  courts  over 
the  State  courts. 

While  the  remedies  are  still  there,  through  the  Interstate  Commerce 
Commission  and  the  courts,  if  such  discrimination  does  exist  I  am  of 
the  opinion  that  further  proceedings  should  he  taken  to  eliminate  the 
possibility  of  their  existence,  and  personally  I  favor  the  recommenda- 
tions of  the  Interstate  Commerce  Commission,  made  a  year  ago  and 
again  repeated  within  a  few  days.  As  you  know,  there  is  considerable 
cooperation  now  between  the  members  of  the  State  commissions, 
and  the  Interstate  Commerce  Commission,  by  consultation  and  other- 
wise, for  the  purpose  of  avoiding  any  of  these  situations.  And  I 
think  we  are  doing  it  fairly  successfully.  Take  most  of  the  Western 
States,  where  the  recent  increases  were  made,  and  I  think  all  the 
Interstate  Commerce  Commission  States  where  increases  were  made — 
very  high  increases,  by  the  way— and  increases  were  due  there — 
I  understand  that  the  States  have  met  those  increases  pretty  gener- 
ally, and  that  the  level  of  rates  in  Interstate  Commerce  Commission 
States  is  now  the  same  as  the  interstate  rates  which  were  put  in. 

Take  the  coal  rates  which  have  been  changed  I  know  in  western 
Illinois,  Indiana,  Ohio,  Minnesota,  and  Wisconsin,  to  meet  the  recent 
increases  by  the  Interstate  Commerce  Commission  on  coke,  coal  and 
iron  ore.  And  I  think  there  is  not  going  to  be  any  trouble  along  that 
line.  There  was  some  trouble,  but  it  has  been,  I  think,  intensely 
magnified. 

It  is  not  because  some  such  thing  as  that  has  occurred,  and  being 
corrected  as  it  has  been  corrected  when  it  does  occur  that  the  whole 
fabric  of  regulation  must  be  torn  to  pieces. 

The  Interstate  Commerce  Commission  a  year  ago  made  a  recom- 
mendation which  appealed  to  the  members  of  the  National  Associa- 
tion.    This  year  they  acted. 

Mr.  Esch.  You  mean  the  National  Association  of  State  Railway 
Commissioners  ? 

Mr.  Jackson.  Yes;  and  they  acted  upon  it,  and  they  have  given, 
on  page  58  of  their  last  report,  their  idea  again  on  this  very  subject, 
and  I  want  to  call  your  attention  to  the  wording  of  the  resolution, 
the  wording  of  their  recommendation  made  a  year  ago.  It  is  as 
follows : 

We  believe  that,  without  abdicating  any  of  the  Federal  authority  to  finally  contro 
questions  affecting  interstate  and  foreign  commerce,  we  should  be  authorized  to 
cooperate  with  State  commissions  in  their  efforts  to  reconcile  upon  a  single  record 
conflicts  between  State  and  interstate  rates. 

The  Chairman.  I  think  the  Interstate  Commerce  Commission's 
report 

Mr.  Jackson.  That  is  what  I  am  reading  from. 

The  Chairman.  .  I  thought  that  was  a  resolution  of  your  Railway 
Association. 

Mr.  Jackson.  No,  sir;  but  what  I  was  just  reading  was  a  recom- 
mendation made  a  year  ago,  and  repeated  again  this  year  with  ampli- 
fications, and  a  resolution  in  exactly  those  words,  authorizing  a  com- 
mittee, of  which  I  have  the  honor  to  be  a  member,  to  cooperate  with 
the  interstate  Commerce  Commission  for  presenting  to  Congress  sug- 
gestions along  the  lines  of  legislation  to  meet  this  requirement  has  been 
passed  unanimously  and  without  a  dissenting  vote.     1  think  such  a 
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bill,  along  those  lines,  in  a  suggestive  way,  will  be  submitted  to  you 
gentlemen,  and  the  reason  why  we  ask  that  is  this:  We  would  like  the 
sanction  of  a  Federal  law  to  our  meeting  and  acting  with  them,  and 
undoubtedly  the}*  would  like  the  sanction  of  their  meeting  and  inviting 
us  under  such  rules  as  they  may  adopt  to  sit  with  them  on  a  single 
record.  The  idea  of  that  is  not  that  we  should  join  in  the  same  opin- 
ion, but  the  idea  is  that  each  will  exercise  its  jurisdiction,  the  Federal 
jurisdiction  being  retained  and  being  supreme  still  under  the  Shreve- 
port  doctrine  and  controlling  where  any  question  of  interstate  com- 
merce comes  in,  but  the  idea  being  that  a  fuller  cooperation,  recognized 
by  Federal  law,  allowing  us  to  sit  together,  will  harmonize  views 
through  interchange  of  views,  and  that  there  will  be  an  effort  still 
stronger  than  is  being  made  to-day  to  see  that  any  discriminations  do 
not  crop  out.  They  are  subject  to  correction  to-day,  but  we  should 
like  to  eliminate  even  the  phase  where  correction  is  necessary  by  not 
having  it  even  occur  for  correction. 

Mr.  Sims.  Does  the  Texas  commission  join  in  this  resolution? 

Mr.  Jackson.  I  do  not  know  whether  Texas  was  there  when  they 
passed  that  resolution  or  not.     I  could  not  tell  you. 

Mr.  Sims.  I  thought  maybe  they  had  approved  or  disapproved  it. 

Mr.  Jackson.  I  have  not  heard  whether  they  disapproved,  but 
Senator  Bristow  could  tell  you. 

Mr.  Bristow.  I  think  they  have  somewhat  different  ideas  from  the 
views  you  take. 

Mr.  Sims.  You  are  aware  they  have  the  largest  mileage  in  Texas 
of  any  State  in  the  Union  ? 

Mr.  Jackson.  Yes;  they  have  a  very  large  mileage,  and  it  was  from 
that,  of  course,  the  Shreveport  situation  arose.  But  the  Federal 
authorities  in  control  in  Texas  and  the  rates  in  Texas  are  fixed  by  the 
Interstate  Commerce  Commission,  and  they  control. 

Mr.  Sims.  I  only  referred  to  the  question  of  cooperating,  whether 
they  indorsed  that  position  that  you  have  just  referred  to. 

Mr.  Jackson.  I  do  not  know  whether  they  indorse  that  position 
or  not. 

Mr.  Sims.  It  is  not  material,  but  I  wanted  to  know  .just  as  a  matter 
of  information. 

I  think,  as  a  general  thing,  I  will  be  frank  to  say  that  some  of 
the  commissioners  have  in  the  past,  whether  they  do  now  or  not, 
asked  for  Federal  legislation,  and  I  believe  there  has  been  pending 
before  Congress  a  bill  for  a  long  while  to  curtail  the  Federal  authority 
where  it  interferes  with  the  State.     I  do  not  know  about  that. 

Mr.  Esch.  I  think  that  is  the  bill  introduced  by  Senator  Sheppard, 
of  Texas  J 

Mr.  Jackson.  Yres;  I  do  not  know  whether  it  is  still  pending,  or 
what  became  of  it. 

Mr.  Sims.  The  situation  is  entirely  different  in  Texas  than  in  any 
other  State,  as  they  require  all  transportation  companies  to  take  out 
a  charter  in  the  State. 

Mr.  Jackson.  They  do. 

Mr.  Sims.  I  say  that  is  not  the  case  in  any  other  State  in  the  Union, 
as  I  understand  it. 

Mr.  Jackson.  Y'es;  they  do  not  do  that  in  Wisconsin.  I  want 
now,  if  I  may,  to  direct  my  remarks  for  a  moment  to  one  or  two 
suggested   propositions  for  legislation    by  Congress.     Of   course,   I 
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have  already  spoken  of  the  question  of  abolishing  the  State  railroad 
commissions  in  effect,  because  it  is  in  effect.  I  do  not  think  you 
would  pass  a  statute  which  said  something  like  this:  "Thai  hereafter 
the  Federal  jurisdiction  shall  he  complete,  except  in  nonvital  police 
matters/' 

If  you  did,  I  do  not  know  how  long  it  would  take  the  courts  to 
find  out  what  'nonvital  police  power"  meant.  But  we  think  we 
understand  il  in  the  Stales;  it  means  if  there  is  anything  doing  that 
will  not  be  of  any  importance,  it  is  left  to  the  railroad  commission 
of  the  State.  So,  Mr.  Thorn  has  provided  or  suggested;  and  1  read 
this  from  Mr.  Thorn's  very  able  argument  and  presentation  here, 
and  his  first  proposition  is  that  the  Interstate  Commerce  Commis- 
sion shall  have  under  it  certain  regional  commissions.  1  have  not 
had  the  opportunity  to  read  all  of  the  testimony,  and  1  am  taking 
the  original  proposition,  and  1  do  not  know  the  number  of  regional 
commissions  which  it  is  intended  by  Mr.  Thorn  should  be  put  in  effect, 
and  where;  but  I  want  to  call  your  attention  to  page  104  of  Part  II 
of  the  testimony,  because  it  is  quite  a  fundamental  proposition,  and 
in  introducing  this  scheme  for  regional  commissions  Mr.  Thorn's 
opening  statement,  as  I  understand  it,  is  as  follows: 

The  Interstate  Commerce  Commission  has,  under  existing  law,  too  much  to  do, 
and  is.  consequently,  forced  to  confide  to  subordinates  important  functions  which 
the  regulating  body  ought  to  be  in  a  position  to  perform  itself. 

So  I  will  start  out  with  the  fundamental  proposition  that  the 
Interstate  Commerce  Commission  is  already  too  busy. 

The  second  proposition  is  that  the  functions  now  exercised  by  the 
State  commissions  shall  hereafter  be  exercised  by  the  Interstate 
Commerce  Commission.  That,  right  in  the  face  of  the  original  pro- 
position that' the  Interstate  Commerce  Commission  is  already  too 
busy.  Then  we  start  with  this  proposition,  that  there  be  regional 
commissions.  Of  course,  I  know  this  was  merely  suggested,  and  the 
number  of  members  may  not  be  fixed,  or  the  number  of  regional 
commissions.  Then  what  do  we  find  these  regional  commissions 
are  to  do  (  These  regional  commissions  are  to  sit  as  masters  in 
chancery,  although  it  may  be  taken  from  part  of  the  record  that 
perhaps  they  could  finally  issue  an  order  in  and  of  themselves,  which 
order  shall  never  become  effective  in  case  any  party  of  record  excepts 
thereto,  until  the  whole  matter  has  been  tried  out  before  the  Inter- 
state Commerce  Commission  at  Washington. 

So,  you  have  got  to  substitute,  according  to  this  scheme,  equally 
effective  bodies,  either  equally  effective  staffs,  having  equally  effective 
knowledge  of  local  conditions,  throughout  the  country,  to  perform 
the  various  functions  of  the  railroad  commissions  throughout  the 
United  States,  or  give  to  a  body  already  too  busy  the  decision  of  all 
those  questions. 

What  does  it  mean,  may  it  please  the  gentlemen  of  the  committee, 
to  say  that  if  they  want  to  change  some  little  rate  in  the  State  of 
Wisconsin,  that  it  can  not  be  changed,  nor  relief  be  given  to  any 
people  in  the  State  of  Wisconsin,  the  States  of  Georgia,  Massachusetts, 
Mississippi,  or  anywhere  else,  until  that  has  been  first  tried  before 
the-*1  masters  in  chancery,  as  a  regional  commission,  been  excepted 
to  by  the  carriers,  been  reported  to  the  Interstate  Commerce  Com- 
mission, and  been  argued  in  Washington  befon1  a.  commission  already 
too  busv  to  exercise  the  functions  which  it   now  has!1     It  does  no 
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strike  me  that  that  is  a  workable  theory;  that  it  would  be  beneficial 
to  the  people:  that  it  would  give  the  relief  demanded.  I  am  of  the 
opinion  that  if  there  were  substituted  for  now  efficient  regulation  a 
regulation  which  is  inefficient  and  does  not  give  the  relief  where 
demanded,  I  am  of  the  opinion  that  other  measures  would  need 
to  be  adopted  by  Congress  far  more  effective  than  ever  dreamed  of  by 
the  carriers  when  this  matter  was  brought  before  the  Congress. 

Mr.  Sims.  Are  you  willing  to  suggest  the  thing  you  have  in  mind  ? 

Mr.  Jackson.  Well,  I  think  it  is  almost  pending  to-day,  Mr.  Sims, 
from  what  I  read  in  the  newspapers. 

Mr.  Thom.  Do  you  object  to  saying  that  under  that  plan  the  State 
regulation 

Mr.  Jackson.  No,  under  the  plan 

Mr.  Thom.  Under  the  plan  which  you  say  is  imminent,  would 
that  interfere  with  the  State  regulation? 

Mi*.  Jackson.  All  I  know  is  what  I  see  in  the  papers,  Mr.  Thom,  but 
if  you  will  kindly  ask  me  that  question  in  a  few  minutes,  I  will  be 
glad  to  answer  it  to  the  best  of  my  ability.  I  do  not  know.  Things 
are  moving  pretty  fast. 

I  think  this.  Suppose  I  were  a  representative  of  the  carriers,  and 
I  try  to  put  myself  in  that  position  a  great  deal,  I  should  not  want 
and  I  do  not  think  the  carriers  would  want  a  less  effective  system  of 
regulation,  or  anything  which  would  bring  about  dissatisfaction  with 
private  management,  and  that  brings  me  to  the  final  proposition. 
I  think  you  would  be  disappointed  in  the  final  effects  of  such  a  sys- 
tem to  regional  commissions,  as  was  suggested  originally  by  you.  I 
do  not  think  you  would  get  out  of  it  what  you  expected;  instead  of 
being  an  effective  system  of  regulation,  as  I  think  you  have  outlined 
it,  I  am  afraid  it  would  be  practically  doing  away  with  regulation; 
that  it  would  break  down  of  its  own  force  or  weight;  that  it  would 
eventuate  practically  in  denial  of  regulation,  and  I  think  a  denial  of 
regulation  would  lead  to  clamor,  which  would  perhaps  not  be  good 
for  the  public  in  the  end,  to  the  carriers,  or  anybody  else.  That  is 
my  idea. 

One  other  suggestion,  that  is  of  national  incorporation.  I  am  not 
going  to  repeat  here  what  Mr.  Thelan  argued  at  length,  nor  the  legal 
aspects  of  it  at  all,  nor  am  I  going  to  say  there  are  not  some  aspects 
of  national  incorporation  which  have  some  appealing  features  to 
them,  but  I  am  going  to  ask  attention  for  just  one  moment  to  the 
practical  situation  in  regard  to  it.  If  you  start  out  to-day  and  feder- 
ally incorporate  all  the  railroads  of  the  United  States  I  understand 
you  would  have  to  have  a  compulsory  Federal  incorporation  act; 
that  is  the  scheme. 

That  raises  objections  from  the  start  in  this  way:  How  is  it  going 
to  avoid  conflict;  how  are  you  going  to  authorize  old  stocks  to  be 
replaced  with  new  stocks?  Your  old  bonds,  perhaps,  will  remain 
bonds  as  they  are.  How  are  securities  to  be  issued  ?  Are  there  going 
to  be  securities  of  new  valuation  or  are  the  securities  to  be  issued  in 
place  of  present  securities,  and  what  about  the  stockholders  who  ob- 
ject to  it,  and  all  the  thousand  other  questions  ?  They  all  present  diffi- 
culties. Of  course,  there  is  the  other  difficulty,  the  other  suggestion, 
which  I  am  not  going  to  argue.  It  is  this,  that  national  incor- 
poration could  be  easily  used  as  a  step  in.either  one  or  two  directions — 
either  a  step  to  annihilate  State  control  even  over  taxes  and  every- 
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thing  else,  and,  on  the  other  hand,  il  might  be  a  stepping  stone  to  the 
next  step  of  Government  ownership,  h  might  go  either  way;  it  is 
there;  all  the  eggs  are  in  that  one  basket. 

On  the  other  band,  I  am  a  strong  advocate,  as  si  ion-.:  as  can  be 
found  anywhere,  of  the  absolute  necessity  \\)V  <|!(.  control  of  the 
issuance  of  future  securities  by  the  carriers,  both  for  the  benefit  of 
the  public  and  the  benefit  of  the  carrier.  Many  of  them  are  incor- 
porated in  the  different  States.  We  have  two  or  three  very  important 
systems — I  do  not  really  know  the  exact  number — three  or  four  of 
the  most  important  in  the  country,  incorporated  in  the  State  of 
Wisconsin,  and  I  am  frankly  of  the  opinion  that  through  a  licensing 
system,  or  some  other  Federal  act — I  think  that  Mr.  Thorn  himself 
admits  there  is  no  difficulty  constitutionally  about  providing  it — 
that  no  further  securities  should  be  issued  by  the  railroads  except 
under  the  supervision  of  the  Federal  body,  and  1,  of  course,  should 
suggest  the  Interstate  Commerce  Commission — -that  for  the  pro- 
tection of  both;  but  I  think  that  the  scheme  of  Federal  supervision 
and  practically  allowing  the  State  to  act  merely  in  a  more  or  less 
perfunctory  manner  in  the  issuance  of  securities  after  they  are 
authorized  by  the  Interstate  Commerce  Commission  would  bring 
about  the  relief  which  is  demanded  without  raising  so  many  vital 
questions  in  case  of  national  incorporation.  That  would  be  my 
suggestion.  I  may  be  wrong  in  that,  and  may  be  wrong  on  a  good 
many  other  things,  but  national  incorporation,  we  will  all  admit. 
is  not  necessary  at  all  for  that  purpose.  It  is  not  necessary  in 
order  if  the  Federal  Government  should  actually  want  to  go  ahead 
and  exercise  all  the  functions  now  exercised  by  the  State  commis- 
sions, it  could  do  so  without  any  Federal  incorporation,  in  my 
opinion.  It  might  be  more  difficult  to  bring  about  the  complete 
doing  away  with  even  taxation,  but  it  could  still  do  it,  so  I  can  not 
see  the  necessity  or  reason  for  asking  national  incorporation,  except 
on  the  question  of  the  issuance  of  stocks  and  bonds  and  securities. 
That  would  be  the  only  purpose  of  it  that  I  have  seen  stated  fully 
that  would  be  a  reason  why  it  would  be  necessary,  and  that  can  be 
accomplished  by  a  machinery  so  much  easier  and  simpler  and  just  as 
effective,  it  strikes  me,  as  national  incorporation.  I  am  not  hide- 
bound on  that  subject,  but  those  are  some  of  the  things  which  strike 
me  as  probably  being  so. 

I  will  not  detain  you  except  for  a  few  moments  longer.  There  are 
other  questions  which  are  interesting.  They  are  questions  of  the 
supplementary  acts  to  the  present  regulatory  acts,  which  arc  purely 
within  the  functions  of  the  Congress,  and  1  think  that  some  such 
amendments  are  necessary.  I  do  not  know,  but  it  strikes  me  that 
the  Interstate  Commerce  Commission  has  several  times  asked  power 
to  regulate  minimum  rates.  We  have  that  power  in  Wisconsin,  and 
I  think  it  should  be  given,  and  I  am  in  favor  ol  other  and  broader 
powers  in  regard  to  it,  but  I  do  not  know  that  you  cure  to  hear  me 
at  all  on  that  subject,  and  probably  only  on  those  subjects  which 
might  affect  the  States  in  some  way. 

hi  dosing  let  me  just  call  your  attention  to  one  thing:  It  is  not 
the  carriers  alone,  or  the  steam  railroads,  that  operate  interstate  or 
regulate  interstate;  there  are  the  interurbans,  the  telegraph,  the 
telephone  companies,  and  the  express  companies,  and  a  great   many 
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utilities  actually  operate  across  State  lines.  Is  this  plan  of  central- 
ized Federal  control  to  also  involve  those,  and  then  is  it  to  go  on 
taking  all  public  utilities  eventually  ?  Because  a  large  part  of  them 
will  cross  or  do  cross  State  lines. 

I  think  there  is  danger  in  a  tendency  to  centralize  control  of  every- 
thing. I  want  to  speak  in  a  political  aspect,  but  political  only  in 
the  highest  sense  of  the  term,  as  I  understand  it.  I  think  there  is 
danger  under  the  fundamental  principles  under  which  this  Govern- 
ment is  run  in  centralized  control  to  the  extent  of  the  abolishment 
of  individualism  and  local  control  entirely.  The  effectiveness  of  our 
form  of  government  depends  upon  the  fact  that  local  communities 
are  sell-governing  and  exercise  self-governing  functions  and  are  used 
to  certain  governing  functions.  A  large  number  of  the  Members  of 
both  Houses  of  Congress,  I  have  no  doubt,  exercised  political  control 
and  local  functions  long  before  they  came  to  Congress.  We  are 
educated  to  it,  and  it  is  that  system  of  local  control  and  organiza- 
tion and  performance  of  local  functions  which  educates  the  people 
of  the  United  States  to  be  self-governing. 

What  particularly  called  my  attention  to  this,  I  was  reading  one 
of  John  Fisk's  books,  which  we  all  read  time  and  again,  but  when 
I  read  it  the  first  time  it  did  not  strike  me  at  all  as  it  did  later,  where 
he  spoke  of  the  beginnings  of  New  York,  the  beginnings  of  I  own  and 
local  government  and  the  character  that  it  gave  the  English-speak- 
ing people,  and  other  people,  and  especially  the  American  people 
in  their  having  to  exercise  local  functions  and  political  control, 
and  their  growth  in  it  from  childhood  gaining  an  understanding 
of  our  political  institutions.  Then  he  goes  on  to  call  attention  to  the 
history  of  the  Roman  Empire,  and  in  it  he  speaks  of  the  fact  that 
the  Roman  Empire  fell,  not  because  the  outlying  Provinces  or  the 
different  departments  of  the  Roman  Government  exercised  self-con- 
trol, but  because  through  the  growth  of  centralization  at  Rome  there 
was  actually  finally  abolished  all  political  independence  outside  of 
the  city  of  Rome.  Everything  was  finally  centered  in  Rome  and 
exercised  from  the  city  of  Rome,  and  I  want  to  read  you  his  remarks 
on  that,  if  I  may.  They  are  very  short.  After  speaking  of  that 
fact,  he  says: 

A  pardurable  government  must  be  that  which  achieves  national  society  on  a  grand 
scale,  without  weakening  the  sense  of  personal  and  local  independence,  for  in  the 
body  politic  this  power  of  freedom  is  the  red  blood  corpuscles  of  the  blood  which 
carry  the  life  with  it;  it  makes  the  difference  between  a  society  of  self-respecting  men 
and  women  and  a  society  of  puppets.  Your  nation  may  have  art,  poetry,  and  science, 
all  the  refinements  of  civilized  life,  all  the  comforts  and  safeguards  that  human  inge- 
nuity can  devise,  but  if  it  loses  this  spirit  of  freedom  or  local  independence  it  is  dimmed, 
and  deserves  to  be  dimmed. 

I  thank  you,  gentlemen,  for  your  attention  to  what  I  have  said, 
I  probably  could  have  made  it  briefer  and  have  wandered  a  good 
deal,  but  I  have  tried  to  cover  it  as  I  saw  it,  and  I  trust  I  have  been 
able  to  hold  down  any  selfish  aspects  which  I  might  have  just  be- 
cause I  happen  to  be  a  State  commissioner.  Mr.  Thom,  you  asked 
me  a  question,  I  have  forgotten  just  what  it  was. 

Mr.  Thom.  I  do  not  care  to  interrupt.  I  thought  in  connection 
with  your  argument  that  you  stated  there  was  now  imminent  either 
Government  protection  and  control,  or  Government  ownership, 
and  I  gather  that  you  thought  it  would  result  in  Government  con- 
trol of  State  bodies. 
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Mr.  Jackson.  Well,  I  do  not  know.  I  think  probably,  even  if 
Federal  control  comes,  that  the  Federal  Government  would  wish  to 
use  the  instrumentalities  which  are  in  existence  for  effective  manage- 
ment or  control. 

Mr.  Thom.  If  the  Federal  Government  uses  them,  then  they  will 
be  Federal  instrumentalities. 

Mr.  Jackson.  I  do  not  know.  I  do  not  know  what  the  Govern- 
ment would  do  if  it  took  over  through  an  administrator.  I  imagine 
if  it  took  over  through  an  administrator  it  would  still  leave  the  Inter- 
state Commerce  Commission.  If  the  Interstate  Commerce  Commis- 
sion's functions  were  still  left 

The  Chairman.  I  must  call  attention  to  the  rule  that  no  questions 
are  permitted  except  by  members  of  the  committee. 

Are  you  through,  Mr.  Jackson  ? 

Mr.  Jackson.  Yes,  sir. 

The  Chairman.  I  will  state  to  the  committee  that  in  view  of  the 
fact  that  the  business  of  Congress  is  so  pressing  and  the  number  of 
witnesses  here,  and  the  fact  that  I  think  our  record  has  been  enlarged 
very  much  to  its  disadvantage  by  cross-examination,  that  I  intend 
to  abstain  from  it  myself. 

Mi\  Sims.  Are  you  going  to  discharge  the  witness? 

The  Chairman.  No.  Other  members  of  the  committee  can  have 
the  witness  in  hand.     Senator  Townsend,  have  you  any  questions  ? 

Senator  Townsend.  I  quite  agree  with  the  chairman.  I  have 
seen  very  little  good  come  from-  these  long,  technical  cross-examina- 
tions of  the  witnesses.  We  have  been  into  this  matter,  the  committee 
understands  it  very  well,  as  do  Members  of  Congress.  As  I  under- 
stand, the  object  of  having  these  witnesses  here  is  to  get  their  ideas, 
and  while  I  have  not  heard  all  of  this  splendid  statement  that  this 
witness  has  made,  I  am  convinced  that  he  has  made  himself  very 
clear  as  to  his  attitude,  and  we  are  never  going  to  finish  the  hearings 
if  we  spend  too  much  time  in  cross-examination.  I  do  not  want  to 
have  anybody  precluded  from  asking  a  question  that  is  pertinent 
to  bring  out  something,  but  I  do  deprecate  any  arguments  with  the 
witness  on  the  part  of  the  members  of  the  committee,  therefore  I 
shall  not  ask  any  questions. 

The  Chairman.  Mr.  Sims,  have  you  any  questions  ? 

Mr.  Sims.  I  certainly  have.  I  see  no  use  in  turning  loose  so  good 
a  witness  as  this  one  without  finding  out  all  we  can  from  him.  Do 
you  want  me  to  proceed  ? 

The  Chairman.  Yes,  sir. 

Mr.  Sims.  I  want  to  know  if  I  understood  you  correctly  as  to  the 
courts  in  Wisconsin  exercising  legislative  power  when  a  rate  case 
is  before  them  on  appeal,  and  I  mean  by  a  rate  case  not  a  suit  brought 
to  contest  a  rate — I  want  to  know  if  the  courts  in  Wisconsin  fix  a 
rate  for  the  future  ? 

Mr.  Jackson.  I  think  I  can  answer  your  question.  I  may  have 
been  misunderstood.  They  have  never  done  such  a  thing,  but 
whether  they  would  not  have  the  power,  I  am  inclined  to  think  they 
probably  would  have,  because  of  the  peculiar  statute.  As  I  said, 
we  have  had  very  few  rate  cases;  no  railroad 'rate  cases  go  before  the 
courts  in  Wisconsin.  We  have  had  some  public  utility  rate  cases, 
but  they  were  affirmed,  so  what  would  happen  if  they  had  thought 
otherwise  I  could  not  tell.     But  the  power  rests  in  the  commission, 
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I  think,  the  appeal,  "in  all  trials  under  this  section  the  burdenfof 
proof  shall  be  upon  the  plaintiff  to  show  by  clear  and  satisfactory 
evidence  that  the  order  of  the  commission  complained  of  is  unlawful 
and  unreasonable."  You  see,  it  does  not  say  "  confiscatory,"  as  a  case 
may  be  in  all  actions  brought  under  this  proceeding,  but  it  gives 
them  full  power  to  enter  such  order  as  they  may  see  fit  in  the  premises. 
What  they  would  do  in  case  an  appeal  were  taken  from — for  instance, 
suppose  somebody  should  make  an  application  for  the  lowering  of  a 
rate  and  the  commission  would  not  lower  the  rate,  I  think  the  court 
could,  if  it  found  under  the  fates  it  should  be  lowered,  but  that  is 
not  likely  to  arise. 

Mr.  Sims.  But  what  I  want  to  get  at  is,  do  your  courts  ever  exercise 
what  we  call  legislative  power  ? 

Mr.  Jackson.  No,  sir. 

Mr.  Sims.  Is  not  the  fixing  of  a  rate  for  the  future  a  legislative 
function  ? 

Mr.  Jackson.  I  should  think  it  would  come  pretty  close  to  it.  I 
do  not  think  it  is  a  legislative  function — a  legislative  function  could 
not  be  delegated — it  is  an  administrative  function — a  legislative 
function  could  not  be  delegated  at  all. 

Mr.  Sims.  Because  a  legislative  function  can  not  be  delegated 

Mr.  Jackson.  An  administrative  function  could  be  delegated. 

Mr.  Sims.  Given  power  to  make  rules  and  regulations  in  order  to 
carry  out  the  legislation  ? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  You  referred  to  the  fact  that  your  commission  has 
jurisdiction  over  water-power  sites  ? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  Do  you  refer  alone  to  water  powers  that  are  on  non- 
navigable  streams  in  which  the  State  only  has  jurisdiction  ? 

Mr.  Jackson.  No;  I  refer  to  both  navigable  and  nonnavigable 
streams,  but,  of  course,  those  which  have  been  taken  over,  are  under 
the  control  of  the  War  Department  here.  We  have  not  exercised 
any  control  over  them,  because  we  consider  the  War  Department 
is  supreme. 

Mr.  Sims.  In  other  words,  then,  it  is  purely  a  local,  or  State  matter  ? 

Mr.  Jackson.  The  larger  part.  There  are  some  very  valuable 
water  powers  on  the  Fox  River  between  Neenah  and  Green  Bay. 
Those  water  powers  are  under  the  War  Department,  under  the  Green 
Bay  Canal,  and  the  United  States  Government,  when  it  took  over 
the  locks  and  dams,  agreed  to  maintain  them  at  its  own  expense,  and 
the  Green  Bay  and  Mid-Canal  Co.,  and  outside  of  those  the  main 
water  powers  in  the  State  of  Wisconsin,  developed  and  to  be  devel- 
oped, are  under  the  jurisdiction  of  the  commission. 

Mr.  Sims.  In  that  particular  case  you  refer  to  an  act  of  Congress 
which  prescribed  what  might  and  what  might  not  be  done  ? 

Mr.  Jackson.  Yes,  sir;  there  is  actual  navigation  on  that  stream 
by  fairly  large  boats. 

Mr.  Sims.  And  I  understand  you  to  say  that  under  the  Wisconsin 
law  that  the  State  of  Wisconsin  has  a  right  to  take  over  public 
utilities  ? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  Do  you  mean  by  that  the  State  of  Wisconsin 

Mr.  Jackson.  Not  the  State,  the  municipalities. 
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Mr.  Sims.  You  do  not  refer  to  States? 

Mr.  Jackson.  But  the  State  of  Wisconsin  has  reserved  the  right 
to  take  over  the  water  powers. 

Mr.  Sims.  But  not  the  railroads? 

Mr.  Jackson.  Oh,  no. 

Mr.  Sims.  That  is  what  I  wanted  to  ask  you.  Is  there  any  law  in 
Wisconsin  that  allows  your  State  or  municipalities  to  take  over  and 
operate  any  portion  of  an  interstate  railroad  or  water  course  or  canal, 
or  anything  of  that  sort? 

Mr.  Jackson.  No;  Not  to  operate  canals  or  water  courses;  but  the 
provision  is  made  that  when  the  State  wishes,  it  can,  within  30  years, 
take  over  these  water  powers  by  paying  a  certain  sum  already  fixed. 

Mr.  Sims.  Then  on  that  question  that  is  the  one  thing  which  caused 
me  to  ask  you  about  water  powers  at  all;  the  State  of  Wisconsin, 
before  it  will  grant  permission  to  establish  a  water  power,  provides 
that  it  shall  have  the  right  to  take  over  the  water  power  at  the  end 
of  the  time  fixed  in  the  permission  at  a  price  stated  in  the  original 
permit  ? 

Mr.  Jackson.  No  ;  it  is,  very  briefly,  this :  The  law  requires  that  in 
making  the  application  the  applicant  shall  agree  to  the  following 
provisions,  which  they  do:  They  enter  into  a  contract  with  the  State; 
at  any  time  after  30  years  after  the  granting  of  that  permit  for  water 
power  the  State  of  Wisconsin,  or  any  of  its  agencies,  may  take  over 
that  property,  paying  therefor  the  valuation  for  the  dam  site  and 
flowage  rights  and  water  power  as  fixed  by  the  commission  before  the 
permit  is  granted,  plus  the  value  of  the  physical  structures  used  and 
useful  in  connection  therewith  at  the  time  that  the  property  is  taken 
over.  You  would  have  to  have  two  valuations,  the  first  one  the  water 
power  flowage  rights  now,  then  the  physical  structures  and  all  other 
property  in  connection  with  it,  used  and  useful,  at  the  time  of  the 
taking  over.  Those  two  things  control  the  price  when  the  State  takes 
them  over  at  the  end  of  30  years.  That  was  the  compromise.  The 
original  law,  gotten  through  by  Senator  Huston,  provided — well,  the 
first  law  gotten  through  was  held  confiscatory ;  the  second  law  provided 
if  parties  wanted  to  take  out  a  permit  they  should  agree  that  the  State 
might  take  it  over  without  paying  anything  for  the  water  power  at  the 
end  of  30  years,  and  after  a  fight  the  compromise  was  made  and  the 
law  now  provides  the  taking  over  under  this  valuation. 

Mr.  Sims.  Have  there  been  any  water  powers  established  under 
that  law  ? 

Mr.  Jackson.  Yes,  it  is  going  along  quite  fast;  we  are  developing 
and  the  whole  State  is  developing. 

Mr.  Sims.  It  has  not  seemed  to  retard  any  development  along  that 
line? 

Mr.  Jackson.  There  was  not  any  development  for  six  or  eight 
years  until  this  law  came  into  effect.  Now  there  is  development,  and 
securities  for  such  developments  have  been  O.  K'd  by  such  conserva- 
tive houses  as  Harris  Trust  Co.,  of  Chicago. 

Mr.  Sims.  Mr.  Jackson,  do  you  or  not  consider  the  power  of  a  State 
to  tax  an  interstate  railroad  or  public  utilit}T  a  vital  power  in  the  sense 
in  which  it  is  referred  to  by  the  railway  executives,  that  it  is  one  which 
may  become  vital  to 

Mr.  Jackson.  I  should  personally  consider  it  vital  at  this  time, 
perhaps,  to  have  the  law  which  they  suggest,  and  I  think  they  ex- 
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pressly  stated  it  would  not  do  away  with  that  power,  but  the  power  is 
there. 

Mr.  Sims.  Is  it  not  vital;  may  it  not  be  made  vital  to  the  operation 
of  the  interstate  railway? 

Mr.  Jackson.  You  mean  the  carriers  might  consider  it  one  of  the 
vital  things  which  should  be  taken  away  from  the  State?  I  do  not 
know  that  I  quite  catch  your  question. 

Mr.  Sims.  I  will  put  it  so  we  will  not  make  any  mistake  about  it. 
If  a  railroad  goes  through  10  States  and  each  State — not  each,  but 
some  of  the  States — levy  all  the  tax  upon  that  property  that  they  can 
levy  on  it  under  their  laws  and  other  States  do  not  through  which 
the  same  system  or  same  line  goes,  now,  does  not  the  State  that  levies 
the  tax  which  we  call  excessive — I  do  not  mean  largely  excessive,  but 
excessive  as  compared  with  other  States — does  that  not  impair  the 
ability  of  that  railroad  company  to  serve  all  its  patrons  throughout 
the  length  of  its  line  to  the  extent  of  the  differing  taxation  in  the  one 
State  and  the  other?  If  it  has  to  take  the  earnings  of  the  entire 
company  in  order  to  pay  excessively  high  taxes,  or  a  high  tax  in  one 
and  perhaps  not  one-half  the  same  tax  in  another,  does  it  not  work  out 
a  discrimination  the  same  as  if  they  do  not  levy  an  equally  high  tax? 

Mr.  Jackson.  I  had  not  given  the  matter  consideration  in  that  way. 
Of  course  legally  it  has  been  held  by  the  courts  not  to  be  discrimina- 
tion, I  suppose. 

Mr.  Sims.  I  mean,  in  effect;  I  mean  in  the  ability  of  the  railroad 
to  serve  all  its  patrons  alike? 

Mr.  Jackson.  The  effect  on  the  utility,  if  the  taxes  are  such  as  to 
interfere  with  the  earning  power  of  the  railroad  so  as  to  prevent  it 
from  doing  its  legitimate  business  and  make  a  fair  return  and  profit 
on  its  property,  is  injurious. 

Mr.  Sims.  Well,  if  none  of  these  10  States  taxed  this  utility  at  all, 
could  it  not  serve  the  public  for  less  rates 

Mr.  Jackson.  No 

Mr.  Sims.  Than  it  could  if  they  all  taxed  it;  that  is,  if  the  amount 
of  taxes  is  sufficient  to  affect  substantially  the  earnings  of  the  road — 
the  system  that  runs  through  several  States? 

Mr.  Jackson.  Yes,  but  the  question  is  whether  those  who  were 
using  transportation  would,  supposing  the  rates  would  go  down  on 
that  account.  We  will  take  that  as  being  the  effect,  that  the  rates  now 
are  reasonable,  the  rates  would  go  down;  it  would  mean  that  the 
consumers  of  transportation,  or  the  freight  shippers  or  passengers, 
would  practically  get  a  benefit  to  the  extent  that  the  taxpayers  lost  it, 
who  might  not  be  the  ones  always  using  the  transportation.  In 
other  words,  it  is  just  taking  a  burden  from  one  class  and  putting 
it  on  another. 

Mr.  Sims.  Taxation  falls  on  all  classes,  does  it  not,  within  the 
State? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  Within  the  taxing  jurisdiction? 

Mr.  Jackson.  Yes,  sir.  A  large  number  of  people,  for  instance, 
we  will  take  suppose  several  million  dollars  paid  into  the  State 
treasury  for  the  running  of  the  State  is  no  longer  paid;  if  it  is 
no  longer  paid,  that  money  has  got  to  be  raised  by  taxation  from 
the  people  in  general.  It  might  be  raised  largely  from  a  class  of 
people  who  were  not  actually  using  the  facilities  of  transportation, 
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and  thereby  change  the  burden,  T  say,  from  one  to  the  other,  whether 
just  or  not. 

Mr.  Sims.  Shifting  the  burden  from  one  class  of  taxpayers  to  all 
taxpayers  when  only  those  who  use  the  facility  gel  the  benefit;  is 
that  what  you  mean? 

Mr.  Jackson.  That  might  wrork  out  that  way.  Just  how  it  would 
work  out  I  am  at  a  loss  to  say. 

Mr.  Sims.  I  have  no  reference  to  that.  I  have  reference  to  the 
ability  of  the  railroad  to  serve  its  patrons  at  the  lowest  possible 
cost.  Does  that  not  depend  upon  the  cost  of  operation,  and  are  not 
taxes  to  be  paid  a  part  of  operating  costs  ? 

Mr.  Jackson.  Yes;  and  the  carriers  could  operate  it  still  cheaper, 
theoretically,  if  the  State  and  Congress  would  make  a  legislative 
gift  to  them  each  year. 

Mr.  Sims.  Oh,  certainly;  the  Congress  could  buy  and  own  railroads 
and  operate  them  free  to  those  who  use  them  by  taxing  the  whole 
people. 

Mr.  Jackson.  Theoretically,  the  more  money  they  could  get  in 
one  way  the  lesser  operating  expenses  there  would  be;  theoretically, 
at  least,  the  cheaper  they  could  render  the  service. 

Mr.  Sims.  The  State  of  Texas,  from  the  last  report  I  saw  on  the 
subject,  the  taxation  per  mile  for  all  purposes  in  the  State  of  Texas 
is  about  $300  per  mile,  or  $299  to  be  exact,  or  near  that;  in  the 
State  of  New  Jersey,  $3,000  per  mile  of  line.  I  am  speaking  of  these 
extremes.  Some  States  tax  even  lower  than  that,  but  I  do  not 
think  any  higher.     Does  not  such  a  lack  of  unanimity — 

Mr.  Jackson.  About  $1,000,  I  should  think,  in  Wisconsin. 

Mr.  Sims.  Now,  how  can  a  railroad  system,  operating  in  a  number 
of  States,  with  such  a  diversity  of  taxation  requirements  or  burdens 
upon  that  railroad,  these  burdens  all  to  be  discharged  by  the  earnings 
of  the  whole  road,  as  a  possible  thing  suppose  the  taxes  were  put  at 
$3,000  a  mile  of  the  largest  railroad  mileage  of  any  State  in  the 
United  States,  does  it  not  seem  reasonably  certain  that  would  affect 
the  interstate  carriers  that  are  serving  adjoining  States  to  some 
extent,  to  the  extent  that  the  burden  is  increased  in  the  one  and  the 
rate  must  be  increased  in  all,  and  that  they  would  not  otherwise 
have  to  increase  the  rate  in  Louisiana  and  Oklahoma  or  other  States 
thev  are  serving  providing  this  terrible  tax  burden  was  off  of  them  in 
Texas  ? 

Mr.  Jackson.  There  is  the  possibility  that  such  a  thing  can  be 
done  and  that  it  would  work  out.  I  suppose  there  is  no  rule  about 
which  you  can  not  say  if  somebody  carried  it  to  an  extreme  injury 
would  result.  I  do  not  know  whether  Texas  has  carried  it  to  an 
extreme. 

Mi-.  Sims.  I  do  not  know.  I  do  not  know  whether  New  Jersey 
has  overtaxed  the  roads,  but  I  know  it  is  a  fact. 

Mi-.  Jackson.  It  is  like  everything  else  in  our  Government.  You 
can  exercise  a  just  thing  wrongly  and  always  do  injury. 

Mr.  Sims.  But  you  would  have  a  sharp  dividing  line  if  we  are 
going  to  take  out  national  incorporation  for  all  railroads  on  the 
theory  that  they  are  performing  a  national  service  and  that  the 
Nation  is  larger  than  any  of  its  parts  and  the  interest  of  the  whole  is 
greater  than  that  of  any  of  its  parts.  In  other  words,  we  can,  under 
the  laws   enacted   by   Congress,    give   to    the   national   corporation 
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national  powers  and  protection.  If  it  is  essential,  if  it  is  vital  to 
interstate  transportation  to  have  national  incorporation  of  all  the 
railroads,  because  the  national  service  of  the  roads  comprises  about 
85  per  cent  of  the  service  rendered  by  the  roads,  it  would  tend  to 
promote  the  national  service  or  to  render  the  national  service  more 
efficient  if  it  should  be  governed  exclusively  by  the  National  Govern- 
ment and  not  be  subject  to  State  taxation. 

Mr.  Jackson.  The  only  answer  to  that  is  that  if  you  want  to  build 
a  house,  you  sometimes  do  not  build  it  all  in  one  year. 

Mr.  Sims.  In  other  words,  take  what  you  can  get  now  and  the 
balance  later.     Is  that  what  you  have  in  mind  ? 

Mr.  Jackson.  Possibly. 

Mr.  Sims.  I  think  we  ought  to  view  this  matter  in  all  its  prob- 
abilities and  possibilities,  and  do  what  is  just  and  right  and  reason- 
able. 

Mr.  Jackson.  I  see  your  point.  Of  course,  I  can  not  say  that, 
unless  something  very  far-reaching  is  going  to  take  place  through 
national  incorporation  which  has  not  been  developed.  I  can  not 
see  the  necessity  for  it. 

Mr.  Sims.  Under  the  laws  in  the  State  of  Wisconsin,  do  you 
have  the  right  to  abolish  grade  crossings  ? 

Mr.  Jackson.  Yes. 

Mr.  Sims.  I  mean  you  have  the  right  to  force  the  corporations 
either  to  cross  the  highways  over  or  under  them,  that  is,  either 
to  put  their  tracks  above  or  below  the  highway,  in  order  not  to 
endanger  the  lives  of  the  people. 

Mr.  Jackson.  That  is  true,  where  we  find  the  conditions  are 
sufficiently  dangerous  to  warrant  such  action. 

Mr.  Sims.  I  believe  your  statement  was  that  you  only  require 
that  in  a  case  where  the  locality  or  the  State,  the  municipality  or 
the  State  pays  one-half  of  the  cost. 

Mr.  Jackson.  We  did  not  say  one-half.  It  is  only  done,  prac- 
tically, in  cases  where  the  communities  themselves  have  petitioned 
for  it  and  are  willing  to  stand  for  it.  The  proportion  varies  at 
different  times  and  under  different  circumstances. 

Mr.  Sims.  I  do  not  care  about  the  proportion.  If  the  State  of 
Wisconsin  has  the  power  to  require  the  railroads  to  abolish  grade 
crossings,  has  it  not  the  power  to  do  it,  regardless  of  the  amount 
of  the  local  contribution?  If  they  are  required  to  do  it  all,  can 
they  not  compel  them  to  do  it  at  .their  own  expense? 

Mr.  Jackson.  Absolutely.  That  has  been  passed  upon  by  the 
Supreme  Court  of  the  United  States. 

Mr.  Sims.  Would  not  the  exercise  of  such  a  power  as  that  be 
vital,  so  far  as  the  resources  of  the  railroad  are  concerned,  to  the 
extent  of  the  amount  of  money  used  in  the  performance  of  that 
service  ? 

Mr.  Jackson.  I  have  always  feared  it  might  be  considered  vital. 

Mr.  Sims.  Would  not  that  call  for  a  vast  expenditure  of  funds, 
which  would  have  to  come  from  somewhere  ? 

Mr.  Jackson.  Yes. 

Mr.  Sims.  Would  not  that  cause  an  increase  in  the  permanent 
capitalization  of  the  railroads  ? 

Mr.  Jackson.  It  is  bound  to  cause  an  increase  in  the  permanent 
capitalization  of  the  railroad.     We  figured  that  even  with  the  unit 
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prices  as  they  existed  in  the  State  of  "Wisconsin  three  years  ago, 
if  the  grade  crossings  were  to  be  abolished,  it  would  cost  not  less 
than  $251 >.()00,000. 

Mr.  Sims.   For  the  one  State  of  Wisconsin  I 

Mr.  Jackson.   Yes,  sir. 

Mr.  Sims.  Suppose  every  State  in  the  Union  exercised  thai  power. 
That  would  run  the  cost  up  to  a  tremendous  amount,  would  it  not? 

Mr.  Jackson.  It  would  run  the  cost  up  into  billions  and  billions  of 
dollars. 

Mr.  Sims.  There  is  no  question  in  your  mind,  as  1  understand 
from  your  statement  of  your  position,  that  every  State  in  the  Union 
lias  the  same  power  as  the  State  of  "Wisconsin  with  reference  to  this 
particular  matter  we  are  now  talking  about. 

Mr.  Jackson.  That  is  correct. 

Mr.  Sims.  I  want  to  know  whether,  if  the  power  that  one  State 
has  to  run  up  the  capitalization  of  the  railroads  within  its  territory 
$250,000,000  in  the  way  of  additional  capitalization,  should  be 
exercised  by  all  the  States,  and  exercised  in  such  a  way  as  the  extent 
of  their  powers  permits,  would  it  not  practically  block  all  other  trans- 
portation facilities  of  the  railroad  companies,  if  they  had  to  bear 
this  whole  burden  themselves? 

Mr.  Jackson.  I  do  not  know  how  they  would  do  it.  The  power  is 
not  only  exercised  by  the  State,  it  is  also  exercised  by  the  cities. 
The  municipalities  exercise  their  power  by  the  passage  of  ordinances. 
The  municipality  gets  the  power  through  the  State. 

Mr.  Sims.  Have  you  considered  the  possibility  of  such  a  power 
being  vital  to  the  railroads  ? 

Mr.  Jackson.  Within  the  meaning  of  the  term  "vital"  as  used 
in  the  proposition,  I  should  say  they  would  probably  consider  it  vital. 

Mr.  Sims.  In  the  proposition  which  the  railroad  executives  have 
submitted,  does  it  not  leave  within  the  States  the  power  to  abolish 
grade  crossings  at  the  expense  of  the  railroad  companies? 

Mr.  Jackson.  I  could  not  say  as  to  that.  I  have  tried  to  make 
out  how  far  they  would  go.  I  am  of  the  opinion  that  if  carried  to  its 
logical  conclusion,  it  would  often  be  the  duty  of  the  Federal  Govern- 
ment to  even  take  control  of  that.  Of  course,  the  word  '' vital"  can 
mean  almost  anything,  but  I  sholud  judge  they  could  go  so  far  as  to 
include  that. 

Mr.  Sims.  I  want  to  ask  you  if  the  money  expended  by  the  railroad 
companies  in  abolishing  grade  crossings  brings  with  it  such  additional 
earnings  as  would  enable  them  to  pay  interest  on  borrowed  money  or 
dividends  on  capital  stock  ? 

Mr.  Jackson.  Very  remotely. 

Mr.  Sims.  Only  indirectly,  by  reason  of  the  railroads  not  having 
to  pay  damages  "for  the  lives  of  human  beings,  or  for  injuries,  or  for 
damage  to  property. 

Mr.  Jackson.  Yes;  but  that  is  very  remote. 

Mr.  Sims.  If  the  States  have  the  power,  and  legitimately  exer- 
cise it 

Mr.  Jackson.  Of  course,  there  is  this,  too.  It  facilitates  speedy 
transportation  very  often. 

Mr.  Sims.  But  they  have  the  benefit — - — 

Mr.  Jackson.  The'  carriers  themselves,  without,  any  compulsion 
from  the  State  or  municipal  authorities  in  our  State,  in  many  cases 
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separated  the  grades  for  their  own  convenience  in  transportation 
pretty  generally  throughout  the  country,  and  in  other  States  where 
they  can  do  it,  and  I  suppose  it  would  be  an  increase  in  capital 
account.     It  would  save  lives  in  the  end,  of  course. 

Mr.  Sims.  Have  not  the  States  now  the  power  to  require  of  the 
railroads  such  expenditures,  lawful  and  proper  expenditures,  for  the 
abolishing  of  grade  crossings  as  would  require  such  an  additional 
capitalization  as  to  make  quite  an  additional  increase  in  their  burdens 
and  cause  a  demand  for  increased  rates  in  addition  to  what  they  have 
already  demanded  ? 

Mr.  Jackson.  Oh,  certainly,  the  exercise  of  that  power  is  for  the 
benefit  of  the  public,  and  can  only  be  made  of  practical  benefit 
through  the  use  of  the  money  of  the  road. 

Mr.  Sims.  Whenever  a  railroad  spends  money  and  issues  additional 
capitalization  or  bonds  it  must  have  a  proportionate  increase  in  the 
amount  of  its  earnings  in  order  to  do  that.  The  more  money  a  rail- 
road company  places  in  nonrevenue  producing  investments  the  greater 
will  be  the  revenue  that  must  necessarily  be  collected  from  the  traffic 
that  does  produce  revenue. 

Mr.  Jackson.  Yes. 

Mr.  Sims.  With  the  possibilities  in  the  way  of  increase  in  capitali- 
zation for  grade  crossings  and  other  things  in  the  way  of  improve- 
ments, legitimate  and  proper,  and  with  the  power  of  the  States  to 
require  those  things,  if  there  is  not  some  additional  way  of  getting 
additional  revenues  by  the  railroads,  how  is  it  going  to  be  possible 
to  increase  the  facilities  and  equipments  of  the  roads  to  meet  the 
demands  which  now  exist  without  so  increasing  the  freight  rates  as 
to  destroy  the  business  of  the  country  I 

Mr.  Jackson.  I  do  not  know  whether  it  is  proposed  to  increase 
these  facilities  or  cast  these  burdens  unreasonably  from  time  to  time 
on  the  carriers  faster  than  the  improvements  can  be  made  through 
increased  capitalization  which  would  be  remunerative.  I  do  not 
suppose  it  is.  Of  course,  if  all  the  things  which  are  ideal  in  the  way 
of  improvements  should  be  cast  upon  the  carriers  at  once  their  posi- 
tion would  undoubtedly  be  pretty  serious.  I  do  not  know  how  they 
would  meet  that  without  additional  capitalization  or  getting  the 
money  somewhere,  and  if  the  traffic  will  not  bear  it  I  do  not  know 
how  they  would  get  it. 

Mr.  Sims.  The  present*  revenues  of  the  railroads,  according  to 
their  own  statement,  consists  of  85  per  cent  from  interstate  traffic. 
Now,  these  local  expenditures  must  be  a  burden  upon  those  inter- 
state revenues,  as  the  interstate  revenues  would  pay  85  per  cent 
of  the  cost  of  the  local  improvements  imposed  by  the  State  or  com- 
munity ;  does  not  that  necessarily  follow  % 

Mr.  Jackson.  Xo;  it  does  not  necessarily  follow. 

Mr.  Sims.  I  am  supposing  that  the  railroads  themselves  have  tc 
bear  all  of  this  cost,  and  that  there  is  no  contribution  on  the  part  of 
the  State  or  municipality. 

Mr.  Jackson.  If  I  were  going  home,  I  would  think  there  was  some 
degree  of  safety  and  convenience  in  riding  between  this  city  and 
my  home  because  of  the  facilities  that  have  been  provided,  which 
are  safe  and  proper,  and  it  would  probably  do  that  so  far  as  speeding 
up  the  train  service  is  concerned.  It  might  benefit  interstate  more 
than  State  traffic. 
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Mr.  Sims.  Then  you  would  suggest  an  increase  in  interstate 
traffic  rates  for  the  purpose  of  bringing  in  money  equivalent  to  the 
expenditure  ? 

Mr.  Jackson.  You  are  assuming  that  a  new  and  extra  burden  is 
about  to  be  cast  on  the  carriers. 

Mr.  Sims.  I  am  assuming  that  the  carriers  do  what  is  best  to  be 
done,  and  what  the  States  nave  the  power  to  force  them  to  do,  that 
given  a  benefit  to  interstate  traffic  and  a  benefit  to  interstate  trans- 
portation of  products,  and  that  the  rates  on  these  products  and  on 
this  travel  should  be  so  increased  as  to  pay  for  these  expenses,  neces- 
sarily incurred  for  their  benefit. 

Mr.  Jackson.  Because  of  new  investment  which  was  put  in,  and 
you  would  have  to  pay  interest  on  the  investment.  Of  course,  you 
do  not  expect  to  pay  for  capital  money  or  new  improvements  out 
of  the  rates. 

Mr.  Sims.  Nothing  but  the  interest  and  dividends  out  of  the 
additional  expense  that  has  been  forced  on  the  railroads  by  the 
State  exercising  their  legitimate  powers  in  a  legitimate  way,  and  in 
the  public  interest. 

Mr.  Jackson.  I  do  not  know  whether  rates  would  have  to  go  up. 
If  operating  expenses  had  not  gone  up  and  traffic  had  been  where 
it  is  now,  there  would  have  been  a  great  surplus  if  the  ordinary  rule 
of  increased  returns  from  increased  traffic  had  been  in  operation. 
Of  course  they  have  had  larger  earnings  recently. 

Mr.  Sims.  Do  you  not  believe,  as  a  practical  man,  with  large 
experience  in  these  matters,  that  it  is  to  be  expected  that  the  States 
in  the  future  are  going  to  require  the  railroads,  in  the  matter  of  such 
improvements  as  you  refer  to,  more  and  more  of  that  sort  of  service, 
and  will  it  not  be  their  duty  to  do  it  ? 

Mr.  Jackson.  I  expect  they  will,  and  I  expect  that  in  our  State 
the  carriers  will  cooperate  with  them. 

Mr.  Sims.  There  is  going  to  be  increase,  necessarily,  in  the  capi- 
talization of  the  railroads  by  reason  of  the  exercise  of  the  powers 
of  the  States,  which  they  have  the  right  to  exercise,  and  which  are 
being  exercised  in  the  public  interest. 

Mr.  Jackson.  There  will  be  an  increase  in  capitalization  not  only 
because  of  that,  but  on  account  of  increased  facilities,  unless  the  rail- 
roads stand  still,  and  that  is  impossible. 

Mr.  Sims.  We  have  reached  the  point  where  the  more  freight  the 
railroads  carry  the  higher  rates  they  ask,  based  upon  increased 
service. 

Mr.  Jackson.  That  might  not  always  be  so.  That  happens  to  be 
so  at  the  present  time  because  of  the  extraordinary  increase  in  oper- 
ating expenses  due  to  the  war.  If  you  had  the  present  increase  in  the 
amount  of  freight,  with  only  a  nominal  increase  in  operating  expenses, 
the  returns  to  the  railroads  would  have  been  wonderful,  but  that  did 
not  take  place.  The  operating  expenses  due  to  the  war  have  gone 
up  so  that  although  they  have  had  tremendously  increased  revenues 
they  have  also  had  tremendously  increased  operating  expenses. 

Mr.  Sims.  Do  you  not  think  it  would  be  the  best  policy  to  be  pur- 
sued that  the  railroads  should  charge  for  each  and  every  service 
which  they  perform,  and  that  they  should  perform  absolutely  no  free 
service? 
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Mr.  Jackson.  I  do  not  see  why  that  should  not  be.  As  a  matter 
of  fact,  there  may  be  some  exception,  but  I  have  not  any  such  excep- 
tion in  mind.  The  only  free  service  which  they  are  rendering  now — 
there  are  some  few  passes  which  have  been  issued,  and  they  have 
some  reduced  rates  in  effect  here  and  there.  The  land  speculators  in 
Wisconsin  are  now  helping  to  develop  northern  Wisconsin,  and  there 
are  some  few  reduced  rates  in  effect  there. 

Mr.  Sims.  So  far  as  the  earnings  are  concerned,  and  as  a  source  of 
revenue,  do  not  the  terminals  give  absolutely  free  service?  There 
is  no  terminal  which  adds  to  the  revenues  of  the  railroads  and  the 
general  revenues  of  the  railroads  are  taxed  to  maintain  and  keep  up 
the  terminals,  which  are  of  such  great  advantage  to  the  people  who 
use  them.     But  the  railroads  get  no  revenues  out  of  the  terminals. 

Mr.  Jackson.  Do  you  mean  freight  or  passenger  '. 

Mr.  Sims.  Both. 

Mr.  Jackson.  In  the  case  of  freight,  certainly  a  terminal  charge 
is  included  in  the  cost  of  the  freight,  in  the  freight  rate. 

Mr.  Sims.  All  the  terminal  charges  on  freight  in  New  York  are 
charged  up  as  part  of  the  expenses  of  the  railroad,  on  freight  that 
never  went  into  or  never  left  New  York. 

Mr.  Jackson.  That  is  another  question.  The  point  is,  can  you 
say  that,  because  of  a  slightly  different  terminal  charge  at  one  place 
than  at  another.  There  is  a  point  where  you  can  not  get  that  down 
fine  enough  to  make  it  a  part  of  the  cost,  unless  you  bring  about  each 
separate  rate,  based  entirely  on  the  particular  charge  for  that  partic- 
ular movement.  That  is  impossible.  The  terminal  charges,  as  a 
general  thing,  are  in  the  freight  rate,  and  the  terminal  charges  in 
Wisconsin  are  different  at  different  places. 

Mr.  Sims.  Are  not  the  demands  for  capital  by  the  railroads  greater 
for  terminal  charges,  increased  terminal  facilities  and  .things  of  that 
nature,  than  their  demands  for  capital  for  rail  line  structures,  at  the 
present  time;  that  is,  their  increased  demand  for  money  for  such 
things? 

Mr.  Jackson.  I  understand  they  run  very  high. 

Mr.  Sims.  And  the  additional  revenues  received  by  the  railroad 
companies  because  of  these  additional  expenditures  are  practically  nil; 
is  that  not  a  fact  ?     I  am  speaking  in  general  terms. 

Mr.  Jacksox.  I  could  not  say  practically  nil. 

Mr.  Sims.  On  account  of  the  expenses  incurred  because  of  those 
improvements. 

Mr.  Jackson.  Of  course,  it  is  possible  that  the  revenue  derived 
from  an  expensive  terminal  does  not  bear  anywhere  near  the  same 
relation  to  the  cost  as  is  the  case  outside,  along  the  line  of  move- 
ment cost. 

Mr.  Sims.  Every  cent  of  money  received  for  terminal  charges 
adds  to  the  revenues  of  the  railroad,  and  therefore  lightens  the  bur- 
den upon  the  line  traffic  to  that  extent  ? 

Mr.  Jackson.  That  is  true. 

Mr.  Sims.  Is  not  transportation  movement;  does  it  not  mean 
movement  from  one  point  to  another  point  ? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  And  the  terminal  is  nothing  more  than  a  temporary 
receptacle  of  the  human  beings  who  travel  on  the  trains  and  of  the 
freight  traffic? 
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Mr.  Jackson.  That  is  true;  but  you  can  not  have  a  movement 
unless  you  have  two  terminals. 

Mr.  Sims.  Yes;  I  think  you  can.  I  have  seen  them  take  traffic 
on  out  in  open  fields  on  a  temporary  siding. 

Mr.  Jackson.  That  would  be  expensive. 

Mr.  Sims.  It  might  be  to  the  railroads.  If  the  terminal  facilities 
are  going  to  be  ever  increased,  with  no  charge  to  be  made  to  those 
who  have  the  benefit  of  those  terminals,  and  of  the  service  of  the 
terminals,  will  not  the  demand  for  increased  rates  upon  the  move- 
ment of  freight  be  interminable  ?     Where  is  it  going  to  end  ? 

Mr.  Jackson.  It  would  be  likely  to  increase.  I  can  not  tell  what 
interminable  means  ? 

Mr.  Sims.  That  is  the  tendency,  is  it  not? 

Mr.  Jackson.  I  know  what  you  are  referring  to,  but  the  question 
is  whether  those  who  are  getting  more  benefit  from  the  terminals 
are  paying  what  they  should  pay  for  the  use  of  the  terminals,  and 
whether  the  cost  is  being  charged  on  other  people  who  are  not  getting 
the  benefit  of  the  terminals  or  the  terminal  service.  I  can  not  tell 
as  to  that. 

Suppose  I  ship  grain  from  Kansas  to  New  York,  or  suppose  I  send 
the  grain  from  Iowa  or  from  North  Dakota  to  New  York;  of  course, 
as  a  shipper  in  North  Dakota,  I  am  getting  a  little  benefit  out  of  the 
terminal  in  New  York.  I  could  not  ship  to  New  York  if  there  was 
not  a  terminal  there. 

Mr.  Sims.  You  could  not  ship  it  from  where  the  freight  started 
unless  there  was  a  terminal  there. 

Mr.  Jackson.  No. 

Mr.  Sims.  Here  is  a  man  who  has  to  pay  a  certain  freight  rate 
upon  cattle  or  upon  beef  which  he  ships  in  order  to  make  up  for  the 
deficit  that  may  be  brought  about  by  the  construction  and  operation 
of  an  expensive  terminal;  why  should  not  those  who  get  the  special 
service  at  that  terminal  pay  something  for  that  service,  and  help  to 
meet  that  burden  ? 

Mr.  Jackson.  I  think  Commissioner  Harlan,  of  the  Interstate 
Commerce  Commission,  can  give  you  the  best  answer  to  that  ques- 
tion.    I  think  he  has  similar  views  on  that  question. 

Mr.  Sims.  I  think  he  has  always  been  against  free  service.' 

For  the  purpose  of  illustration,  it  cost  the  New  York  Central  Rail- 
road Co.  and  the  Pennsylvania  Railroad  Co.  about  $300,000,000  to 
build  their  two  passenger  terminals  in  the  city  of  New  York. 

Mr.  Jackson.  Yes. 

Mr.  Sims.  They  do  not  charge  their  passengers  for  going  in  or 
going  out  of  these  terminals.  But  the  entire  revenues  of  those  two 
railroad  systems  are  charged  with  the  expense  of  building  and  main- 
taining those  terminals,  and  it  is  necessary  to  keep  up  all  the  fa- 
cilities of  the  system.  There  is  a  permanent  capitalization  for  which 
the  entire  revenues  of  the  railroad  companies  must  provide.  Do 
you  think  it  is  economic  justice  to  the  men  who  do  not  use  such 
terminals,  or  who  do  not  use  the  freight  terminals,  that  they  should 
have  this  burden  placed  upon  them  for  keeping  up  these  terminal 
stations,  that  are  ornamental  almost  beyond  the  dream  of  the  artist  ? 

Mr.  Jackson.  If  an  injustice  is  being  done  to  anybody  because  of 
charges  being  made,  it  ought  to  be  rectified.  I  do  not  know  whether 
or  not  it  is.     You  are  putting  up  an  awfully  big  problem  to  me. 
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Mr.  Sims.  You  are  a  big  man,  and  that  is  the  reason  I  am  putting 
this  big  problem  up  to  you. 

Mr.  Jackson.  Personally,  I  think  you  hare  to  have  terminals  in 
New  York.     There  are  two  of  them  in  New  York. 

Mr.  Sims.  I  am  not  speaking  against  the  terminals.  I  am  in 
favor  of  terminals. 

Mr.  Jackson.  They  have  got  to  be  there.  Whether  they  are 
casting  an  unnecessary  burden  on  somebody  else  is  a  question. 
But  they  have  got  to  be  there. 

Mr.  Sims.  I  am  speaking  of  a  specific  charge  for  each  person  who 
has  the  benefit  of  a  terminal,  a  charge  for  the  service  he  enjoys  and 
receives. 

Mr.  Jackson.  I  would  not  be  prepared,  without  a  detailed  and 
more  complete  study  of  the  situation,  to  say  that.  There  are  a 
great  many  people  using  the  interurban  systems  in  New  York  and 
going  into^  that  terminal.  I  do  not  know  what  the  interest  is  on 
that  terminal.  It  is  an  interstate  and  interurban  terminal.  Whether 
the  interurban  traffic  is  paying  its  fair  share,  in  proportion  to  the 
number  of  those  who  use  it: — and  that  class  of  passengers  use  it 
most — I  would  not  be  able  to  state. 

Of  course,  if  you  figured  up  the  passenger  rates  as  that  has  been 
done — there  have  been  arguments  made  along  that  line — you  could 
get  at  the  passenger  rate  the  same  as  you  get  at  the  freight  rate,  and 
charge  to  the  man  who  rides  his  fair  share  for  the  use  of  that  termi- 
nal, and  not  more  than  his  fair  share,  whether  it  would  not  make  a 
difference  in  the  passenger  rate. 

Mr.  Sims.  Let  me  show  you  how  it  operates  with  reference  to 
through  railroads  who  do  not  have  the  benefit  of  the  terminal. 
The  railroads  which  have  the  terminals  deflect  the  passengers  who 
would  go  on  other  roads  to  their  own  roads  because  they  have  these 
terminals.  Therefore  the  weak  roads  are  made  weaker.  The 
railroads  which  have  the  terminals  do  all  they  can  to  get  the  pas- 
sengers from  the  roads  which  do  not  have  the  terminals.  That,  of 
course,  is  natural. 

For  instance,  now  I  do  not  go  to  New  York  on  the  Baltimore  & 
Ohio  Railroad  any  more  because  when  I  do  I  have  to  cross  the 
North  River  on  the  ferry.  When  I  go  to  New  York  now  I  take  the 
Pennsylvania  Railroad  because  it  takes  me  across  the  river  and 
lands  me  uptown  in  New  York.  I  do  not  have  to  pay  any  more  in 
the  way  of  fare  although  I  am  receiving  that  additional  service  which 
I  can  not  receive  on  the  other  road,  and  I  am  not  paying  anything 
for  that  additional  service. 

Mr.  Jackson.  That  is  true  of  every  competitive  service.  A  rail- 
road which  has  those  facilities  is  further  ahead  than  the  railroad 
which  does  not  have  those  facilities. 

Mr.  Sims.  I  understood  you  to  say  that  the  State  of  Wisconsin 
treats  every  public  utility  as  a  natural  monopoly,  and  acts 
accordingly. 

Mr.  Jackson.  We  do,  absolutely,  in  reference  to  the  utilities. 
That  is  not  possible  with  the  railroads  as  yet,  and  the  reason  is  this, 
in  my  opinion:  Congress  has  said  that  the  railroads  should  be  com- 
petitive in  their  activities,  and  through  competition  the  public  would 
get  the  benefit,  and  they  have  insisted  on  that  competition.  You 
will  find  that  in  the  fifth  section  of  the  interstate-commerce  act,  and 
it  is  also  in  the  Sherman  Antitrust  Act. 
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That  has  gone  on  for  years  and  years  and  years,  and  they  have 
been  directed  by  Congress  to  do  those  very  things  which  they  have 
done.  Some  railroads  have  been  successful  and  others  have  not 
been. 

Personally,  looking  hack  over  the  years,  would  it  not  have  been 
better  for  everybody  to  have  had  one  great  big  terminal  for  all  the 
railroads,  instead  of  having  one  terminal  for  each  road,  and  to  have 
allowed  the  competitive  business  to  he  wiped  out  in  that  way? 

Mr.  Sims.  I  am  aware  of  the  fact  that  the  railroads,  because  of 
being  competing  lines,  have  had  to  do  just  what  every  other  com- 
petitor has  done,  and  that  they  have  tried  to  make  the  service  attrac- 
tive even  if  they  had  to  destroy  their  weaker  competitors  to  do  it. 

Mr.  Jackson.  They  were  able  to  do  it,  practically. 

Mr.  Sims.  Even  while  the  railroads  are  operated  as  competitive 
systems,  could  not  Congress  require  the  railroad  companies  to  make 
a  charge  for  the  service  rendered  by  the  railroads  at  these  terminals  ? 
I  mean  make  a  reasonable  charge  for  the  service  to  be  rendered 
because  of  this  special  expenditure  for  the  building  and  maintenance 
of  these  terminals  ? 

Mr.  Jackson.  I  think  it  could  pass  such  a  law.  You  mean  that 
those  who  get  the  benefit  of  the  extra  expenditures  in  the  building 
and  maintenance  of  terminals  should  pay  for  it? 

Mr.  Sims.  That  is  exactly  what  I  mean. 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  And  get  it,  regardless  of  whether  they  are  competitors 
although  I  admit  that  competition  has  brought  these  things  about? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  I  judge  from  what  you  said  that  you  think  that  the 
public  can  not  be  best  served,  as  a  whole,  b}T  the  railroads,  through 
the  competitive  system. 

Mr.  Jackson.  I  do  not  think  the  competitive  system  is  a  success. 
Does  that  answer  your  question  ? 

Mr.  Sims.  It  does,  in  a  general  way. 

Mr.  Jackson.  I  think  that  cooperation  and  coordination  should 
be  encouraged  and  should  be  brought  about. 

Mr.  Sims.  I  will  ask  you  if  the  competitive  system 

Mr.  Jackson.  I  am  answering  your  question  exactly  as  I  would 
have  answered  it  a  year  ago  if  you  had  put  the  same  question  to  me. 
I  do  not  mean  by  answering  that  question  in  this  way  to  be  passing 
on  any  particular  present  situation  or  solution.  I  think  the  con- 
petitive  system  has  not  brought  good  results  and  that  coordination 
should  be  the  principle  in  force. 

Mr.  Sims.  I  want  to  ask  you  if  you  do  not  think  the  competitive 
system  has  brought  about  unnecessary  duplication  of  investment  of 
capital  for  railroad  purposes? 

Mr.  Jackson.  Yes,  sir;  I  do. 

Mr.  Sims.  And  has  brought  about  unnecessary  expense  to  the 
railroads  on  that  account? 

Mr.  Jackson.  Yes,  sir. 

Mr.  Sims.  And  that  it  will  be  in  the  public  interest  to  pass  such 
legislation  as  will  make  such  duplications  and  expenditures  in  the 
future  unnecessary. 

Mr.  Jackson.  I  think  that  something  along  that  line  should  be 
brought  about.     We  have  done  that  in  Wisconsin  to  some  extent. 
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You  can  not  build  a  railroad  in  Wisconsin  without  getting  a  certifi- 
cate of  convenience  and  necessity. 

Mr.  Sims.  Do  you  think  the  Interstate  Commerce  Commission  should 
possess  such  power  as  to  interstate  railroads? 

Mr.  Jackson.  General  power:  yes,  sir. 

Mr.  Sims.  I  will  not  ask  you  any  further  questions  at  this  time. 

Mr.  Esch.  Under  our  State  laws,  Mr.  Jackson,  your  commission 
is  given  power  to  fix  both  maximum  and  minimum  rates. 

Mr.  Jacksox.  Yes,  sir. 

Mr.  Esch.  As  a  matter  of  practice  the  commission  seeks  to  deter- 
mine the  actual  rate,  does  it  not? 

Mr.  Jackson.  The  actual  fair  cost,  on  a  cost  basis,  not  solely  on 
an  interest  basis. 

Mr.  Esch.  That  is  the  principle  that  actuates  your  commission  in 
determining  the  rates  in  our  State? 

Mr.  Jackson.  It  has  a  great  deal  to  do  with  it. 

Mr.  Esch.  That  was  due  largely  to  the  investigations  of  Mr. 
Ericsson  on  cost  ? 

Mr.  Jackson.  I  think  so. 

Mr.  Esch.  Did  he  try  to  segregate  passenger  and  freight  units 
of  cost? 

Mr.  Jacksox.  Yes;  he  did. 

Mr.  Esch.  Are  you  applying  some  of  the  data  he  procured  in  your 
application  of  passenger  rates? 

Mr.  Jacksox.  The  commission  had  jurisdiction  over  the  passenger 
rates  of  the  State,  and  Mr.  Meyer  and  Mr.  Ericsson  and  Mr.  Barnes 
fixed  the  rate  at  2\  cents,  and  then  the  legislature  passed  a  law  which 
fixed  the  rate  at  2  cents,  and  the  commission  has  not  had  any  juris- 
diction over  it  now. 

Mr.  Doremus.  Do  you  believe  in  the  preservation  and  enforce- 
ment of  the  principle  of  competition  between  rail  and  water  carriers  ? 

Mr.  Jackson.  You  are  asking  me  some  big  questions.  I  do  not 
think  that  the  principle  of  competition  should  be  allowed  to  destroy 
transportation  by  water,  and  that  if  there  is  an  actual  economic 
saving  in  transportation  by  water,  the  thing  should  be  so  regulated 
that  transportation  by  water  would  be  developed. 

Mr.  Esch.  Do  you  think  in  carrying  out  that  principle  Congress 
should  give  the  Interstate  Commerce  Commission  power  to  fix  a 
minimum  rate  ? 

Mr.  Jackson.  I  did  not  think  of  it  in  that  connection.  I  think 
they  should,  even  in  connection  with  that. 

Mr.  Esch.  If  they  had  that  power  could  not  they  keep  alive  the 
water  transportation  on  the  inland  rivers? 

Mr.  Jackson.  I  am  inclined  to  think  they  could  have  at  one  time. 
Whether  they  could  now  or  not  I  do  not  know.  I  understand  it 
would  have  preserved  them,  perhaps,  if  that  had  been  in  effect  at  one 
time. 

Mi\  Sevis.  Mr.  Chairman,  I  have  here  a  letter  which  was  addressed  to 
Judge  Adamson  by  Mr.  Newman  Erb,  of  New  York,  inclosing  a  copy 
of  the  English  a  railway  companies  act  of  August,  1867,"  and  which 
Judge  Adamson  requests  to  be  made  a  part  of  the  record. 

The  Chairman.  If  there  is  no  objection,  the  letter  and  the  copy  of 
the  English  act  will  be  made  a  part  of  the  record. 
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(The  documents  referred  to  are  as  follows:) 

Xi.w  man   I  - 1 •  f : .   12  Broadway, 

New   York,  December  11,  1917. 
Hon.  W.  C.  Adamson, 

Member  of  House  of  Representatives,  Washington,  />.  C. 

My  Dear  Judge:  Agreeable  to  promise  made  to  you  yesterday,  I  inclose  you  here- 
with a  copy  of  the  English  "railway  companies  act  of  August,  L867,"  'which  is 
intended  to  avoid  receiverships  of  railroads  and  has  had  that  effect  in  the  experience 
of  England.  It  gives  to  the  security  holders  under  the  guiding  control  of  the  courts 
the  right  to  adjust  their  securities  to  the  company's  ueede  and  to  meel  temporary 
emergencies  by  adopting  any  reasonable  plan  for  that  purpose  when  assented  to  in 
writing  by  three-fourths  in  value  of  the  holders  of  such  mortgages  or  bonds,  and  shall 
be  deemed  to  be  assented  to  by  the  holders  of  debenture  stock  of  the  company  when 
it  is  assented  to  in  writing  by  three-fourths  in  value  of  the  holders  of  such  stock. 

Our  present  method  of  dealing  with  railroad  control  and  reorganizations  amounts  to 
practically  disfranchisement  of  the  holders  of  the  securities  and  of  the  stockholders, 
has  emailed  millions  of  losses  upon  them,  and  is  one  of  the  fundamental  reasons  for 
impaired  railroad  credit. 

No  present  statutory  method  exists  for  affording  temporary  or  permanent  relief  to 
embarrassed  railroad  companies  without  the  unanimous  consent  of  the  security 
holders.  Prompt  receiverships  have  become  necessary  under  this  practice,  and  it  is 
possible  for  a  single  bondholder  or  stockholder  to  force  a  complete  reorganization  of 
a  railroad,  although  its  embarrassments  may  be  but  temporary. 

The  English  act  has  been  in  force  for  50  years  and  has  proved  an  effective  aid  in 
stabilizing  the   value  of  railroad  securities  and  preventing  exploitations  through 
uninterested  agencies  of  railroad  reorganizations. 
Very  truly,  yours, 

Newman  Erb. 


The  Kailway  Companies  Act  of  August,  1867. 

protection  of  rolling  stock  and  plant. 

The  engines,  tenders,  carriages,  trucks,  machinery,  tools,  fittings,  materials,  and 
effects,  constituting  the  rolling  stock  and  plant  used  or  provided  by  a  company  for 
the  purposes  of  the  traffic  on  their  railway,  or  of  their  stations  or  workshops,  shall  not, 
after  their  railway  or  any  part  thereof  is  open  for  public  traffic,  be  liable  to  be  taken 
in  execution  at  law  or  in  equity  at  any  time  after  the  passing  of  this  act. 

ARRANGEMENTS. 

Where  a  company  are  unable  to  meet  their  engagements  with  their  creditors,  the 
directors  may  prepare  a  scheme  of  arrangement  between  the  company  and  their 
creditors  (with  or  without  provisions  for  settling  and  defining  any  rights  of  share- 
holders of  the  company  as  among  themselves,  and  for  raising,  if  necessary,  additional 
share  and  loan  capital,  or  either  of  them),  and  may  file  the  same  in  the  court  of  chancery 
in  England  or  in  Ireland,  according  to  the  situation  of  the  principal  office  of  the 
company,  with  a  declaration  in  writing  under  the  common  seal  of  the  company  to 
the  effect  that  the  company  are  unable  to  meet  their  engagements  with  their  creditors, 
and  with  an  affidavit  of  the  truth  of  such  declaration  made  by  the  chairman  of  the 
board  of  directors  and  by  the  other  directors,  or  the  major  part  in  number  of  them,  to 
the  best  of  their  respective  judgment  and  belief. 

After  the  filing  of  the  scheme,  the  court  may,  on  the  application  of  the  company  on 
summons  or  motion  in  a  summary  way,  restrain  any  action  against  the  company  on 
such  terms  as  the  court  thinks  fit. 

Notice  of  the  filing  of  the  scheme  shall  be  published  in  the  Gazette. 

After  such  publication  of  notice  no  execution,  attachment,  or  other  process  against 
the  property  of  the  company  shall  be  available  without  leave  of  court,  to  be  obtained 
on  summons  or  motion  in  a  summary  way. 

The  scheme  shall  be  deemed  to  be  assented  to  by  the  holders  of  mortgages  or  bonds 
issued  under  the  authority  of  the  company's  special  acts  when  it  is  assented  to  in 
writing  by  three-fourths  in  value  of  the  holders  of  such  mortgages  or  bonds,  and  shall 
be  deemed  to  be  assented  to  by  the  holders  of  debenture  stock  of  the  company  when 
it  is  assented  to  in  writing  by  three-fourths  in  value  of  the  holders  of  such  stock. 

Where  any  rent  charge  or  other  payment  is  charged  on  receipts  of  oris  payable 
l>y  the  company  in  consideration  of  the  purchase  of  the  undertaking  of  another  com- 
pany, the  scheme  shall  be  deemed  to  be  assented  to  by  the  holders  of  such  rent  charge  or 
other  payment  when  it  is  assented  to  in  writing  by  three  fourths  in  value  of  such  holders 
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The  scheme  shall  be  deemed  to  be  assented  to  by  the  guaranteed  or  preference 
shareholders  of  the  company  when  it  is  assented  to  in  writing  as  follows:  If  there  is 
only  one  class  of  guaranteed  or  preference  shareholders,  then  by  three-fourths  in  value 
of  that  class,  and  if  there  are  more  classes  of  guaranteed  or  preference  shareholders 
than  one,  then  by  three-fourths  in  value  of  each  such  class. 

The  scheme  shall  be  deemed  to  be  assented  to  by  the  ordinary  shareholders  of  the 
company  when  it  is  assented  to  at  an  extraordinary  general  meeting  of  the  company 
specially  called  for  that  purpose. 

Where  the  company  are  lessees  of  a  railway  the  scheme  shall  be  deemed  to  be 
assented  to  by  the  leasing  company  when  it  is  assented  to  as  follows: 

In  writing  by  three-fourths  in  value  of  the  holders  of  mortgages,  bonds,  and  deben- 
ture stock  of  the  leasing  company. 

If  there  is  only  one  class  of  guaranteed  or  preference  shareholders  of  the  leasing 
company,  then  in  writing  by  three-fourths  in  value  of  that  class,  and  if  there  are  more 
classes  of  guaranteed  or  preference  shareholders  in  the  leasing  company  than  one,  then 
in  writing  by  three-fourths  in  value  of  each  such  class. 

By  the  ordinary  shareholders  of  the  leasing  company  at  an  extraordinary  general 
meeting  of  that  company  especially  called  for  that  purpose. 

Provided  that  the  assent  to  the  scheme  of  any  class  of  holders  of  mortgages,  bonds, 
or  debenture  stock,  or  of  any  class  of  holders  of  a  rent  charge  or  other  payment  as  afore- 
said, or  of  any  class  of  guaranteed  or  preference  shareholders,  or  of  a  leasing  company, 
shall  not  be  requisite  in  case  the  scheme  does  not  prejudicially  affect  any  right  or 
interest  of  such  class  or  company. 

If  at  any  time  within  three  months  after  the  filing  of  the  scheme,  or  within  such 
extended  time  as  the  court,  from  time  to  time,  thinks  fit  to  allow,  the  directors  of  the 
company  consider  the  scheme  to  be  assented  to  as  by  this  act  required,  they  may 
apply  to  the  court  by  petition  in  a  summary  way  for  confirmation  of  the  scheme. 

Notice  of  any  such  application,  when  intended,  shall  be  published  in  the  Gazette. 

After  hearing  the  directors,  and  any  creditors,  shareholders,  or  other  parties  whom 
the  court  thinks  entitled  to  be  heard  on  the  application  ,the  court,  if  satisfied  that  the 
scheme  has  been  within  three  months  after  the  filing  of  it,  or  such  extended  time  (if 
any)  as  the  court  has  allowed,  assented  to  as  required  by  this  act.  and  that  no  sufficient 
objection  to  the  scheme  has  been  established,  may  confirm  the  scheme. 

The  scheme  when  confirmed  shall  be  enrolled  in  the  court,  and  thenceforth  the  same 
shall  be  binding  and  effectual  in  favor  of  the  company,  and  all  parties  assenting  thereto 
or  bound  thereby  have  the  like  effect  as  it  they  had  been  enacted  by  Parliament. 

Notice  of  the  confirmation  and  enrollment  of  the  scheme  shall  be  published  in  the 
Gazette. 

The  company  shall  at  all  times  keep  at  their  principal  office  printed  copies  of  the 
scheme,  when  confirmed  and  enrolled  and  shall  sell  such  copies  to  all  persons  desiring 
to  buy  the  same  at  a  reasonable  price,  not  exceeding  6  pence  for  each  copy. 

If  the  company  fail  to  comply  with  this  provision,  they  shall  be  liable  to  a  penalty 
not  exceeding  £20,  and  to  a  further  penalty  not  exceeding  £5,  for  every  day  during 
which  such  failure  continues  after  the  first  penalty  is  incurred,  which  penalties  shall 
be  recovered  and  applied  as  penalties  under  "The  Railways  Clauses  Consolidation 
Act,  1845"  (z),  are  recoverable  and  applicable. 

"Where  a  company  whose  principal  office  is  situate  in  England  have  a  railway  or 
part  of  a  railway  in  Scotland  the  following  provisions  shall  have  effect: 

(1)  Any  scheme  under  this  act  shall  be  filed  in  the  court  of  chancery  in  England. 

(2)  Where  after  the  filing  of  the  scheme  any  person  who  is  not  amenable  to  the 
jurisdiction  of  the  court  of  chancery  in  England  brings  any  action  against  the  company 
in  Scotland,  the  court  of  session  may  on  the  application  of  the  company  by  petition 
in  a  summary  way  sist,  stay,  or  interdict  the  same  on  such  terms  as  the  court  thinks  fit. 

(3)  Notice  of  the  filing  of  the  scheme  shall  be  published  in  the  Edinburgh  Gazette, 
and  after  such  publication  no  diligence  against  the  property  in  Scotland  shall  be 
available  for  any  person  who  is  not  amenable  to  the  jurisdiction  of  the  court  of  chan- 
cery in  England  without  the  leave  of  the  court  of  session  to  be  obtained  on  petition 
in  a  summary  way : 

In  this  section  the  term  "court  of  session"  means  either  division  of  the  court  of 
session,  or  in  time  of  vacation  the  lord  ordinary  officiating  on  the  bills. 

The  lord  chancellor  of  Great  Britain,  with  the  advice  and  assistance  of  the  lords 
justices  of  the  court  of  appeals  in  chancery,  the  master  of  the  rolls  and  the  vice  chan- 
cellors or  any  two  of  those  judges,  and  the  lord  chancellor  of  Ireland,  with  the  advice 
and  assistance  of  the  lord  justice  of  appeal  in  chancery  and  the  master  of  the  rolls  or 
one  of  them,  may  from  time  to  time  make  general  orders  for  the  regulation  of  the  practice 
of  the  courts  of  chancery  in  England  (a)  and  Ireland,  respectively,  under  this  act. 

(Thereupon  the  committee  adjourned  until  Friday,  December  14r 
1917,  at  10  o'clock  a.  m.) 
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FRIDAY,  DECEMBER    14,   1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjourn- 
ment, Senator  Francis  G.  Newlands,  presiding. 

SUPPLEMENTARY   STATEMENT    OF    SMITH   W.    BROOKHART, 
OF    WASHINGTON,    IOWA. 

The  Chairman.  Mr.  Brookhart,  you  may  proceed. 

Mr.  Brookhart.  Mr.  Chairman  and  gentlemen  of  the  committee, 
as  a  matter  of  saving  tune  I  am  going  to  adhere  pretty  closely  to  my 
manuscript,  so  that  I  will  surely  finish  promptly. 

In  my  former  statement  for  Government  ownership  I  presented 
the  economic  reasons  for  its  adoption  in  peace  times.  For  instance, 
I  showed  you  that  the  Government  can  borrow  the  capital  at  a 
lower  rate  of  interest  than  it  can  be  borrowed  by  private  ownership 
and  much  lower  than  the  net  earnings  of  stocks.  The  saving  to 
the  Government  on  this  item  would  be  over  $500,000,000  per  year. 
Upon  the  advance  or  unearned  increment  in  real  estate  there  would 
be  another  saving  of  over  $300,000,000  annually.  I  also  quoted  the 
opinions  of  high  authority,  both  English  and  American,  to  the  effect 
that  there  would  be  another  saving  of  over  $400,000,000  per  year 
by  the  elimination  of  the  waste  of  competition.  These  three  items 
make  a  grand  total  of  over  $1,200,000,000  as  the  annual  economic 
saving  in  time  of  peace.  In  time  of  war  these  amounts  will  be 
vastly  increased.  While  it  is  true  that  the  rate  of  interest  has 
advanced  to  the  Government  because  of  the  war,  still  it  is  not 
doubted  that  the  Government  can  borrow  money  for  railroad  pur- 
poses now  at  a  much  lower  rate  of  interest  than  private  ownership 
would  pay.  As  for  real  estate  values,  they  are  mounting  with  other 
war  prices,  and  the  unearned  increment  would  be  far  above  my 
figures.  As  for  the  waste  of  competition,  it  is  perhaps  doubled  by 
the  enormous  war  traffic.  Therefore,  the  war  has  greatly  empha- 
sized the  economic  arguments  for  Government  ownership  of  the 
railroads.  In  addition  to  this,  the  war  has  brought  the  crisis  which 
private  ownership  can  never  meet.  When  I  appeared  before  you  a 
year  ago,  you  were  giving  scant  consideration  to  Government  owner- 
ship. To-day  temporary  Government  ownership  and  operation  of 
all  the  railroads  is  receiving  the  greatest  consideration  not  only  of 
this  committee,  but  of  the  whole  Congress,  and  also  of  the  Executive 
Government.  I  now  believe  you  will  take  over  and  operate  all  of 
the  railroads  before  the  grass  grows  again,  if  not  before  the  new 
year  dawns.  If  you  do  that,  and  if  you  hold  on  to  them  after  the 
war  is  over,  until  you  see  what  ought  to  be  done  with  them,  as  your 
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vice  chairman,  stated  at  the  beginning  of  this  session,  I  do  not  believe 
they  will  ever  again  be  surrendered  into  private  hands.  Such  a 
result  is  to  be  welcomed  and  not  feared. 

It  has  been  persistently  asserted  by  the  carriers  that  their  credit 
has  broken  down  because  of  low  rates  and  State  regulation.  In 
answer  to  the  first  I  desire  to  say  that  the  American  rates,  both 
passenger  and  freight,  are  the  highest  in  the  world.  The  passenger 
rates  are  more  than  double  what  they  usually  are  in  the  countries 
where  Government  ownership  prevails.  I  have  shown  you  that  our 
terminal  charge  in  the  United  States  is  more  than  the  whole  German 
freight  rate,  and  I  desire  to  introduce  the  following  statement  in 
proof  thereof. 

I  will  say  in  reference  to  that  that  no  one  has  appeared  before  this 
committee  to  seriously  controvert  that  conclusion,  figured  right 
down  to  the  basis,  and  I  have  here  tables  showing  exactly  how  I 
figured  it.  It  will  stand  any  test  they  desire  to  put  upon  it.  I 
will  not  read  this  table,  but  desire  to  have  it  printed  in  the  record. 

(The  table  referred  to  is  here  printed  in  full,  as  follows:) 

Terminal  expense  in  American  rates  higher  than  whole  German  rate. 

[Ripley,  Railroads,  Rates  and  Regulation,  page  364,  for  the  McCraham  System.] 

Sixth  class,  New  York  to  Chicago,  920  miles:  c«nls- 

I  haulage  per  100  pounds 19 

Terminal  per  100  pounds,  long  or  short  haul 6 

Total  rate 25 

Haulage  per  ton 380 

Terminal  per  ton 120 

Haulage,  1  ton  1  mile,  380+920 413 

Terminal,  1  ton  1  mile+the  average  (120+250)  haul  in  1910 480 

Total  ton-mile  rate,  sixth  class,  New  York  to  Chicago,  0.413+0.480 

based  on  average  haul .  893 

Average  ton-mile  rate,  United  States,  1910 .  753 

Excess  sixth  class  over  United  States .  140 

In  order  to  find  the  exact  terminal  charge  in  the  United  States,  it 
is  necessary  to  reduce  the  0.480  cent  sixth-class  terminal  by  a  pro- 
portion of  the  above  excess  of  0.140  cents,  but  not  all  of  it.  How- 
ever, in  order  to  be  safe  beyond  question,  I  have  reduced  it  by  the 
whole  amount  and  that  leaves  the  average  terminal  charge  in  the 
United  States  0.340  cent  per  ton-mile.  Multiplying  this  by  250,  the 
average  haul,  gives  85  cents  as  the  terminal  expense  per  ton  in  the 
United  States.  In  Germany  the  whole  rate,  both  terminal  and 
haulage,  was  1.248  cents  in  1910.  Multiplying  this  by  68,  the  average 
haul  gives  84.9  cents,  the  whole  German  rate  per  ton. 

If  we  had  only  reduced  the  United  States  terminal  by  one-half  of 
the  sixth-class  excess,  it  would  have  been  0.410  cent  per  ton,  and  mul- 
tiplied by  250  gives  100.25  cents  terminal  per  ton,  which  is  probably 
nearer  right  than  the  85  cents  I  have  used.  In  the  rates  above  sixth 
class  both  the  terminal  and  haulage  are  higher.  In  the  rates  below 
sixth  class  both  the  terminal  and  haulage  are  lower.  Therefore  in 
reducing  sixth  class  to  the  average  of  the  United  States,  both  terminal 
and  haulage  should  be  reduced.  As  terminal  is  over  half  of  the  sixth 
class  based  on  the  average  haul,  it  is  probably  entitled  to  over  half 
of  the  reduction,  but  I  have  only  given  it  half  in  the  last  figures 
above  used. 
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If  this  conclusion  be  true,  and  if  in  spite  of  these  high  rates  the 
credit  of  our  railroads  has  broken  down  and  if  it  takes  still  higher 
rates  to  restore  their  control,  then  private  ownership  is  a  failure  of 
the  worst  kind.  However,  1  can  not  accept  the  claim  thai  their 
credit  has  been  affected  by  anything  but  the  war  crisis,  which  also 
a  fleets  all  credit. 

In  my  former  testimony  I  introduced  Charl  Z,  showing  a  comparison 
of  interest  yields  of  railroad  bonds  and  a  combination  of  Government 
and  municipal  bonds,  called  the  pure-money  rate,  over  a  period  of  L5 
years  ending  with  1914.  The  chart  did  no1  show  United  States 
Government  bonds  alone  and  I  have  amended  it  and  added  a  line 
for  that  purpose.  I  now  desire  to  introduce  the  amended  chart  and 
the  lower  line  thereon  represents  the  average  actual  yield  in  interest 
rate  of  U  S.  4's  during  that  period. 

I  also  desire  to  introduce  the  figures  upon  which  this  chart  is  based. 

(The  chart  referred  to  by  the  witness,  and  the  figures  on  which 
same  is  based,  are  here  printed  in  lull  on  page  211)0.) 


X'.  S.  4's  average  actual  yield 

Pure-money  rate — Average  yields  4 
Governments  and  20  largest  cities 
in  United  States 

Average  actual  yields  northwestern 
railroads  (45  bonds) 

Average  actual  yields  southwestern 
railroads  (41  bonds) 

Average  actual  yields  northwestern 
and  southwestern  railroads  com- 
bined (86  bonds) 

Excess  of  combined  railroad  rate  over 
Government  rate 

Excess  of  northwestern  railroads  rate 
over  Government  rate 


19(10 


3.02 
3.90 


4.30 


1.72 


L901 


1.97 

3.01 
3.90 
4.40 

4.10 
2.13 
1.93 


1902 


1.9S 

3.05 
3.90 

1.40 

4.10 
2.12 
1.92 


i'.nr, 


L.99 

3.08 
4.10 
4.60 

4.30 
2.31 
2.09 


I'.mh 


2.09 

3.17 
4.10 
4.00 

4.30 
2.21 
2.01 


1905 


2.00 

3.11 
3.90 
4.30 

4.10 
2.10 
1.90 


190(1  1907  1908 


2.04 

3.22 
4.00 
4.40 


2.18 

3.42 

4.40 
4.70 


4.20  4.50 


2.16 
1.96 


2.32 
2.22 


2.44 

3.47 
4.30 

4.70 

4.50 
2. 

1. 


1909 


1910  1911  1912 


2. 73  2. 68  2. 67 

3.413.54  3.55  3.59 
4.1014.204.204.30 


4.40  4.60  4.60 

4.  20  4. 40  4. 40 
1.681.67,1.72 

1.5s  1.471.52 


4.70 

4.50 
1.83 
1.63 


1913 


2.74 

3.82 
4.60 
5.00 

4.80 

2.06 
1.86 


1914 


2.73 

3.77 
4.50 

5. 10 

4.80 
2.07 
1.77 


The  Chairman.  What  do  you  mean  by  pure-money  rate  \ 

Mr.  Brookhart.  The  pure-money  rate  was  designated  as  a  com- 
bination for  average  of  these  four  Governments,  the  United  States, 
France,  England,  and  Germany,  and  the  20  larger  cities  in  the 
United  States.  It  is  an  arbitrary  thing  to  use,  but  that  seemed  to 
be  a  convenient  name  to  use  for  it.  Taking  the  average  of  those 
four  Governments,  and  the  20  larger  cities,  and  taking  their  actual 
bond  sales,  actual  yields  of  interest,  and  averaging  them  up  with 
very  great  labor  and  investigation,  we  found  this  to  be  true. 

An  examination  of  this  table  shows  that  the  rate  of  interest  ad- 
vanced to  the  combined  western  railroads  only  .50  per  cent  in  the 
15  years.  The  pure-money  rate,  being  an  average  of  the  four  Gov- 
ernments and  20  largest  cities  in  the  United  States,  advanced  .75 
per  cent.  The  United  States  Government  rate  advanced  .55  per 
cent.  Therefore  the  interest  rate  to  these  railroads  was  steadier 
and  advanced  less  than  either  the  pure  money  or  Government  rates. 
The  table  also  shows  that  the  combined  rate  of  the  western  railroads 
exceeded  the  Government  rate  from  1.67  per  cent  to  'l.'.Vl  per  cent 
and  an  average  of  2.04  per  cent  for  the  period.  It  also  shows  that 
the  rate  to  the  northwestern  railroads  alone  exceeded  the  Govern- 
ment rate  by  an  average  of  1.75  per  cent  for  the  period,  and  it  is  be- 
lieved this  is  about  the  average  excess  for  the  whole  United  States. 

In  other  words,  during  this  period  I  believe  the  Government  of 
the  United  States  could  have  borrowed  this  money  at  about  1.75 
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per  cent  less  than  the  railroads  did,  and  I  believe  that  now,  for  rail- 
road purposes  that  that  margin  continues  and  is  perhaps  somewhat 
enlarged  even  under  these  war  conditions.  Of  course  that  would 
have  to  be  found  out  by  actual  trial. 

I  also  introduced  chart  Y  showing  the  variation  of  railroad  stocks 
in  comparison  with  industrials  over  a  period  of  25  years  ending  with 
1914.  I  did  not  name  the  industrial  stocks  used  in  this  comparison 
and  I  now  desire  to  put  the  names  in  the  record.  There  were  the 
American  Cotton  Oil  Co.,  the  American  Sugar  Refining  Co.,  the 
American  Telegraph  &  Cable,  the  Consolidated  Gas  Co.,  of  New 
York,  the  La  Clede  Gas  Co.  of  St.  Louis,  the  Pacific  Mail  &  Steam- 
ship Co.,  and  the  Western  Union  Telegraph  Co. 

These  are  all  highest  class  industrial  companies,  and  combined 
with  them  in  the  other  line  were  the  mining  companies,  and  here 
are  their  names: 

The  American  Coal  Co.,  the  Consolidated  Coal  Co.,  the  Homestate 
Mining  Co.,  the  Ontario  Mining  Co.,  and  the  Quicksilver  Mining  Co. 
And  this  chart  shows  railroad  stocks  doing  very  much  better  than 
these  best  industrials.  I  again  introduce  the  chart  in  connection 
with  this  statement. 

Also  the  very  best  and  most  reliable  mining  stocks  in  the  United 
States. 

(The  chart  referred  to  by  the  witness  is  here  printed  in  full  on 
page  2192.) 

In  the  Fifteen  Per  Cent  Case  the  carriers  were  asked  to  file  state- 
ments of  all  their  bond  issues  during  the  past  10  years  and  of  the 
actual  yield  in  interest  rate  upon  each  issue  as  they  were  actually 
sold.  The  table  shows  their  answers  in  so  far  as  they  did  answer  as 
to  all  issues  of  $400,000  or  more  and  as  to  the  years  1907,  1914,  1915, 
1916,  and  1917.     Twenty-eight  of  them  answered. 

The  arithmetical  average  of  the  interest  rates  is  as  follows: 

Arithmetical  average. 

1907 5.  3  per  cent. 

1914 5.0  per  cent. 

1 915 4.  8  per  cent. 

I9|li 4.  6  per  rent. 

1917 4.  7  per  cent. 

This  is  the  arithmetical  average.  I  just  took  the  number  of  issues 
and  the  per  cent  in  each  issue,  and  divided  it  by  the  number.  That 
is  not  a  true  average,  because  you  ought  to  take  the  amounts  allowed, 
but  that  is  a  big  job  and  I  have  only  figured  that  later  on  some  of  the 
years. 

I  have  also  figured  the  actual  average  for  1907  and  1916.  I  took 
these  years  because  1907  is  the  first  year  in  which  the  answers  are 
given  and  1916  is  the  last  complete  year.    The  following  is  the  result: 

Actual  average. 

1907 5. 17  per  cent. 

1 9  in 4.  86  per  cent. 

This  is  almost  as  favorable  as  the  arithmetical  average  and  the 
interest  rate  actually  declined  0.31  of  1  per  cent  in  9  years  to  these 
28  roads,  ending  with  1916. 
117900— 19— vol  3 53 
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From  these  tables  it  is  significant  that  the  interest  rate  is  less  in 
1916  and  1917  than  in  1914,  and  a  very  significant  fact  is  that  the 
Pennsylvania  on  April  10,  1917,  sold  $20,000,000  worth  of  short-time 
3i-  per  cent  notes  at  par  and  on  the  previous  day  sold  $60,000,000 
long-term  4i  general  mortgage  bonds  at  4.8  per  cent.  These  facts 
make  a  myth  and  a  delusion  out  of  the  claim  of  a  breakdown  in  rail- 
way credit. 

(The  table  referred  to  is  herewith  printed  in  full,  as  follows:) 

NEW   ISSUES   OVER  $400,000  1907,  1914,  1915,  1916,  1917. 
Issue  sold  as  given  under  column  of  year — Figures  for  par  and  yield. 

L915. 

Atchison,  Topeka&  Santa Fe. Rocky  Mt.  Div.  1st  mtge.  4's $3,000,  <><><>(«  l.<> 

Convertible  4's 977,  000(5  I.  0 

1916. 

Trans.  Con.  St.  L 5,  545.  000@4.  8 

1907. 

Atlantic  Coast  Line 1st  Cons.  mtge.  4's 790,  000f«  4.  2 

Equip.  A  4's 4,  500,  000(5  4.  9 

3  year  g.  notes  5's , 5,  000,  000(5  6.  7 

1914. 

1st  cons.  mtge.  4's 2,  000,  000@4.  4 

11)117. 

Central  of  Georgia Equip,  oblig.  ser.  K  5's 760,  000(«  5.  0> 

Cons.  mtge.  5's 500.  000(5  5.  0 

1914. 

Gen.  andref.  mtge.  5's 4,  077,  000(«  5.  O 

1916. 

Equip,  oblig.  ser.  L.  4i's 1,  000,  000@4.  8 

Demand  loan  5% 450,  000(5  5.  0 

1907. 

Chesapeake  &  Ohio Big  Sandy  Ry.  Co.  4's 771,  000(5  4.  9> 

Gen.  mtge.  4£'s 1,  000,  000@4.  5 

1914. 

-  Coal  Riv.  Ry.  4's.  .• 649,  000(«  5.  3- 

C.  O  Ry.  5  yr.  5's  sec.  notes 28, 000, 000@6. 2 

C.  O.  Ry.  eq.  tr.  "N,"4|'s 1,  700, 000&4.  9 

1915. 

C.  O.  5J%  Cen.  Loc.  &  Car  Works 725,  000@5.  5 

1916. 

Eq.  tr.  ser.  "0,"4£'s 3, 160,  000@4.  5 

5%  C.  O.  conv.  30  yr.  g.  bonds 40, 100,  000@5.  7 

1917. 

Eq.  tr.  "P,"  4J's 2,  500,  000(«  1.  5 

\\%  eq.  "R" 3, 780, 000@4.  6 

Chicago,     Burlington     &    Gen.  mtge.  1958  4's 6,  000,  000(«  1.  4 

Quincy.  1915. 

Gen.  mtge.  1958  4's 1,  000, 000@,4.  4 

1914. 

Chicago,    Indianapolis    &      Gen.  mtge.  5's 1,  500, 000@5.  2 

Louisville. 

Chicago,  St.  Paul,  Minn.  &      Deb.  gold  1930  5's 1,  700,  000@4.  9 

Omaha. 

1915. 

Deb.  old  1930  5's 2,  000.  000(5  5. 1 

Cons.  mtge.  bonds  6's 400.  000(5  \.  7 

1914. 

Chicago  &  North  Western .  .  .  Gen.  mtge.  g.  5's 18,  054,  000@5.  2 

1916. 

Gen.  mtge.  g.  5's 5,000,000(^4.4 

Gen.  mtge.  g.  5's 2,  972, 000'"  L  5 
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1907. 
Delaware  &  Hudson 1st  lien  eq.  1922  4J's $10,000,000(^5.4 

1914. 
1st  ref.  mtge.  1943  4's 4,  500,  000@,4.  3 

1916. 
5%  20  vr.  conv.  g.  bonds,  '35 14,  451,  000@5.  2 

1907. 

Hocking  Valley Eq.  oblig.  4's 458, 000(^5.  6 

Eq.  oblig.  4's 960.  000@5.  6 

Eq.  oblig.  4's 740,  000(315.  6 

Eq.  oblig.  4's 500,  000@6.  5 

1914. 

Eq.  oblig.  4£'s 800.  000@4.  7 

1st  and  fef.  1943  4's 4,  500,  000@4.  3 

1915. 
Eq.  oblig.  5's 4,  000,  000@5.  5 

1914. 

Illinois  Central Ref.  mtge.  1955  4's 2,  000. 000@4.  6 

St.  L.  &  N.  O.  .It.  A.  5's 7,400,000(^5.0 

St.  L.  &  N.  O.  Jt.  A.  5's 2,  600,  000@5.  0 

1915. 
Ga.  So.  &  Fla.  Rv.  eq.  ser.  E,  4J's. . . .         450, 000@4.  6 

1916. 
Eq.  tr.  of  I.C.  -D,"4£'s 1,  900,  000(a>,4.  5 

1917. 
Ref.  mtge.  1955  4's 3,  000,  000@4.  0 

1907. 
Kanawha  &  Mich.  Ry 2d  mtge.  5's 2,  078,  000@5.  9 

1914. 

1914  ser.  44  eq.  tr 1,  200,  000@4.  5 

Eq.  tr.  ser.  D.  4£'s 600.  000@5.  0 

1907. 
Lehigh  &  N.  E.  R.  R Gen.  mtge.  5's 1,500,000(3)4.6 

1914. 
Ser.  E.  eq.  tr.  4J's. . . . ." 3,  507, 000@5.  3 

1916. 
Somerset  Ry.  Co— 4  yr.  5%  notes  '11 . .         800,  000(3),4.  6 

1915. 

Maine  ( Antral Portland,  Rumford  &  Falls  Ry.  1935 4's.        300,  000(3*4.  8 

1st  &  ref.  mtge.  ser.  B,  4fs 6, 000,  000@4.  6 

1907. 

Minn.,  St.  P.  &  S.  S.  M 1st  cons.  4's  '38 1,  750, 000@4.  2 

1st  cons.  4's  '38 1,  750, 000@4.  2 

Ser.  A,  5's 1,  935,  000@4.  2 

1914. 
1st  cons.  4's 3,  824,  000@4.  5 

1915. 
1st  cons.  4's 2,  637,  000@4.  8 

1916. 
Eq.  notes  "G,"  4£'s 1,  500,  000@4.  8 

1907. 

Wisconsin  Central Sup.  &  Dul.  Div.  &  Term  4's 1,733,000(3)5.0 

Sup.  &  Dul.  Div.  &  Term  4's 1,  677, 000@5.  0 

1915. 
3  yr.  gold  notes 1,  000,  000@4.  5 

1914. 
Minn.  &  St.  Louis Ref.  and  ext,  5's 686,  000@6.  3 

1915. 
Eq.  D.  6% 400,000@6.5 

1917. 
Eq.  E,  5% 1,  700, 000@6. 0 

1914. 

Missouri  Pacific 1st  and  ref.  6's 29,  423, 000@6. 0 

Mobile  &  Ohio Eq.  ser.  H.  5's 1,  009,  000@5.  2 

1916. 
Eq.  ser.  J,  4£'s 950,  000@4.  8 
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1915. 

Nashville,  Chattanooga  &  St.  1st  cons.  mtge.  5's  1928 $1 ,  500,  000@,4.  4 

Louie. 

1916. 

1st  cons.  mtge.  5's  1928 700,  000@,4.  5 

1907. 

New    York,  Chicago  &    St.  1903  deb.  4's 1,000,000^.5.4 

Louis.  1903  deb.  4's 1 ,  000,  000©5.  4 

1903  deb.  4's 1,  000,  000@5.  4 

L916. 

Eq.  tr.  cert.  4Vs 1,100,000(<,  L9 

1907. 
N.  Y.  N.  II.  &  H Deb.  4's,  1922 27,  985,000@5.  0 

2  yr.  deb.,  '09 1,  500,  000(3,5.  3 

3  yr.  deb.,  '10 3,  500, 000®5.  2 

4  vr.  deb.,  '11 2, 150,000@4.  7 

5yr.  deb.,  '12 6,400,000(3,5.0 

Prov.  Sec.  Co.  gold  deb.  4's  1957 19,  899,  000@4.  0 

1914. 
(  oil.  g.  notes  1915 20, 000, 000@7.  5 

1916. 
N.  Y.  O.  &  W Eq.  tr.  D,  4£'s 490,000@4.  8 

1907. 
Norfolk  &  Western Com.  10-25  4's 14,  576, 000(34.  2 

1914. 
Eq.  tr.  4 \  certif .  ser.  1914 10, 000, 000@4.  7 

1907. 
Northern  Pacific Prior  lien  4  %  bonds 1,  500, 000@4.  0 

1914. 

Prior  lien  4  %  bonds 2,  597, 000@4.  3 

Ref .  and  imp.  mtge.  42,'s 20, 000,  000(34.  7 

1907. 

Penn.  System Penn.  R.  R.  coll.  g.  3  vear  5's 60,  000, 000(35.  6 

Penn.  R.  R.  ep.  tr.  certif.  4's 8,929,257(34.  1 

P.  C.  C.  &  St.  L.  short  term  1908  notes 

6's 500, 000@6.  0 

P.  C.  C.  &  St.  L.  short  term  1908  notes 

6's 1,  500,  000(36.  0 

P.  C.  C.  &  St.  L.  short  term  1908  notes 

6's 500,  000(36.  0 

P.  C.  C.  &  St.  L.  cons.  mtge.  ser.  G,  4's.     6, 000, 000(34.  3 

1914. 

Phil.  &  Bait.— 1st  mtge.  4's  1943 1,000,000(«  1.  L> 

Connecting  Ry.  Co.— 1st  mtge.  4's 541,  000(34.  0 

P.  C.  C.  &  St.  L.— ser.  J.  4§'s 3, 494, 000©4.  5 

Penn.  R.  R.  short  term  notes  6's  1915.  5, 000, 000@6.  0 
Penn.  R.  R.  short  term  notes  6's  1915.  5,  000,  000@6.  0 
Penn.  R.  R.  short  term  notes  5$  1915 . .  1,  200, 000(«  5.  8 
Penn.  R.  R.  short  term  notes  5f  1915 . .  400, 000@5.  8 
Pitte.,  Youngstown  &  Ashta.,  1st  gen. 
mtge.  4's 510, 000(V<  4.  0 

1907. 
Penn.  Co.  eq.  tr.  certif.  4's 2, 140,  823(a  4.  I 

1914. 

Penn.  Co.— notes  4's— 1914 6,  000,  000(«  4.  0 

Penn.  Co.— notes  4's— 1914 5,  000,  000(<«  \.  0 

Penn.  Co.— notes  4's— 1914 700,  000(<«  I.  0 

Penn.  Co.— notes  6's— 1916 6, 000,  00(')(.<  6.  0 

L.  T.  R.  R.  R.  eq.  tr.  certif.  4$'s 1,  050,  000(«  4.  •> 

L915. 

( Ions.  mtge.  4Vs 49,  000, 000(S  1.  •"> 

4£%  gen.  mtge.  1965 64,286,000(5  1.7 

Penn.  Co.— short  term  notes  3| 6,  000,  000(«  3.  8 

L916. 
Bessemer  &  Lake  Erie — Girard  Equip. 

tr.  5's 3,  600, 000(«  5.  0 

Demand  short  term  notes  3'e 3, 000,  000(5  3.  0 

Demand  short  term  notes  3'a    4,  000,  000(5  3.-0 

Demand  short  term  notes  3 J 20,  000,  000(5  3.  8 
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1917. 

Penn.  Svstem  (continued). .  .Gen.  mtge.  4£  temp,  certif $60,  000, 000©4.  8 

Short  term  demand  notes  34's 20,  000,  000(«  3.  5 

Phila.,  Bait.  &  Wash.— short  term  3£'s.     1,  000, 000(-«  3.  5 

1916. 

Connecting  Ry.  1st  mtge.  4's 3,  974,  000(a  4.  0 

Pitts.,  Youngstown  &  Ashta.  1st  gen. 
mtge.  4's 465,  000(S A.  0 

1907. 

Seaboard Gen.  mtge.  and  coll.  tr.  5's 6,  345, 000@5.  6 

Eq.  tr.  bonds  "I,"  5's 1,  300, 000@6.  9 

Eq.  tr.  ser.  J,  5's 900, 000@6.  7 

2-year  coll.  tr.  6's 700, 000@8. 1 

1914. 
Eq.  tr.  Q,  5's 1, 440, 000@4.  8 

1907. 

Southern 1st  cons.  mtge.  5's,  '94 1,  950, 000@5.  4 

Cin.,  N.  O.  &  T.  P.— Eq.  5's 441,  600@5.  0 

"Constr.  notes,"  6's 500,  000(^6.  0 

So.  Ry.  develop.  &  gen.  mtge  4's 5, 000,  000@,4.  7 

So.  Ry.  3-year  5%  notes 15, 000, 000@,6.  9 

1914. 

So.  Ry.  3-year  coll.  5's 10,  000, 000@5.  9 

So.  Ry.  Eq.  Tr.  "S,"  5's 4,  300, 000@5.  5 

1st  cons.  mtge.  5's,  '94 1,  000,  000@4.  8 

1st  cons.  mtge.  5's,  '94 2, 414, 000@4.  8 

1st  cons.  mtge.  5's,  '94 4,  722, 000@5.  3 

1915. 
1st  cons.  mtge.  5's,  '94 1, 925,  000@  5.  1 

1916. 

1-vear  notes,  5*  "A" 5, 000,  000(»  5.  5 

1st  cons.  mtge.  5's 1, 100, 000©5. 1 

Eq.  T.  4J'b 4,  700,  000(<«  4.  7 

Eq.  4J's 5, 100,  000@4.  7 

Prom,  note  5^'s 6,  000,  000@,5.  5 

1917. 

2-year  secured  notes,  5's 25,  000, 000(»  5.  6 

1st  cons.  mtge.  ser.  A,  5's 1,  350,  000(«  5.  3 

1916. 

Eq.  tr.  ser.  E,  4£'  s 1, 100, 000@4. 9 

Cincinnati,  N.  O.  &  T.  P.— Eq.  tr.  D, 
4i's 1,  800,  000(5,4.  9 

Total  issues  of  1907 $230,  918,  680 

Total  annual  interest  on  same $11,  94L,  403 

Average  per  cent 5. 17 

Total  issues  of  1916 $139,  957,  000 

Annual  interest  charge  on  same $6,  809,  932 

Average  per  cent 4.  86 

These  28  roads  give  their  own  answers,  as  shown  in  this  table. 
Therefore  the  interest  rate  has  not  advanced  to  the  roads.  Their 
credit  has  been  good.  It  has  been  as  strong  as  you  could  expect  the 
credit  to  be  of  private  ownership,  and  if  their  credit  had  really  failed, 
it  would  strengthen  my  argument  in  favor  of  Government  owner- 
ship. I  would  not  digress  if  I  did  not  feel  so  strongly  that  the  facts 
are  perfectly  plain  that  railroad  credit  is  good,  as  good  as  any  private 
credit  can  be,  and  that  the  present  rate  basis,  as  it  exists  in  the 
United  States 
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Mr.  Esch.  By  way  of  explanation,  does  your  period  of  averaging 
embrace  the  period  of  first  and  second  Liberty  bond  sales,  or  only 
prior  to  that? 

Mr.  Brookhart.  It  would  include  the  averages  of  all  the  bond 
issues  up  to  the  date  these  railroads — the  statements  in  the  Fifteen 
Per  Cent  Case — that  was  in  April  or  May. 

Mr.  Esch.  That  would  be  before  the  first  Liberty  bond  issue  then? 

Mr.  Brookhart.  That  would  be  before  the  first  Liberty  bond 
issue;  yes,  sir. 

Now  there  were  some  filed  later  than  that,  in  a  later  trial  of  the 
case,  in  the  fall,  but  I  have  not  those  figures  yet.  I  only  bring  it  up 
to  this  case  that  was  decided  in  June.  Perhaps  some  one  else  will 
present  that  up  to  date. 

On  page  601  of  part  10  the  record  shows  that  I  quoted  Senator 
Works  to  the  effect  that  our  freight  rates  are  lowest  in  the  world  and 
passenger  fares  as  low  with  certain  exceptions.  This  is  a  mistake. 
It  was  Senator  Weeks  and  not  Senator  Works  who  made  this  errone- 
ous claim. 

Mr.  Esch.  You  quoted  Senator  Works  ? 

Mr.  Brookhart.  The  record  shows  it.  I  think  I  did  not,  but  it 
is  a  mistake  it  I  did,  to  the  effect  that  our  freight  rates  were  the  low- 
est in  the  world,  but  it  was  Senator  Weeks  who  made  the  statement 
in  the  Senate,  so  I  desire  that  corrected. 

I  gave  you  the  per  cent  of  net  earnings  on  stock  of  over  70  per  cent 
of  the  railroads  in  1913  showing  they  all  earned  over  7  per  cent.  I 
also  mentioned  certain  specific  roads  which  brought  the  total  per- 
centage of  roads  up  to  82  per  cent.  Mr.  Hamilton  asked  if  I  had  the 
average  earnings  of  all  these  roads.  I  did  not  and  I  do  not  have  it 
now,  but  I  desire  to  call  attention  to  the  fact  that  all  of  the  stock  of 
all  the  railroads  in  the  United  States  earned  7.55  per  cent  net  in  1913. 
I  have  stated  it  in  the  record  as  8.31  per  cent,  but  I  think  there  was 
an  error  in  my  former  computation.  The  total  stocks  for  1913  was 
$5,810,231,391.  (Schedule  of  Rates,  Interstate  Commerce  Com- 
mission, 1913,  page  30.)  The  total  net  earnings  after  deducting  all 
interest,  charges,  taxes,  running  expenses  and  maintenance,  was 
$439,073,340  which  is  7.55  per  cent  on  all  stock.  Same  volume, 
page  48.  If,  therefore,  all  the  stock  of  all  the  railroads,  water  and 
all,  had  a  net  earning  of  7.55  per  cent  in  1913,  it  is  a  safe  proposition 
to  say  that  the  82  per  cent  of  better  roads  which  I  have  described 
earned  9  per  cent  on  all  their  stock  exclusive  of  water.  They  did 
not  earn  so  much  in  1914  and  1915,  but  in  1916  and  1917  they  have 
earned  a  great  deal  more. 

There  is  no  doubt  that  these  roads  earned  a  like  average  of  over  9 
per  cent  during  the  past  five  years. 

The  Chairman.  Of  that  9  per  cent  a  considerable  portion  of  which 
does  not  apply  to  interest  or  dividends,  but  goes  into  the  surplus 
and  is  appliedto  the  purchase  of  equipment  and  additions,  and  I  am 
told  that  since  the  Chicago  &  Alton  case,  there  has  been  no  effort 
to  issue  that  surplus  invested  in  additions  and  extensions  to  issue 
stock  in  its  place. 

Mr.  Brookhart.  Perhaps  that  is  true  in  some  instances.  The  9 
per  cent,  as  I  have  figured  it,  Senator,  is  after  paying  all  operating 
expenses,  all  interest,  all  taxes,  and  all  maintenance.  Of  course, 
the  commission  prescribes  what  goes  in  as  the  proper  maintenance 
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of  their  roads,  and  it  allows  them  liberally  no  doubt.  The  carriers 
conceded  in  the  Western  cases  they  were  maintaining  their  roads, 
and  this  is  the  net  earning  afterwards.  Of  course,  they  do  not  use  all 
their  net  earnings  as  dividends;  they  go,  as  you  say — they  take  the 
surplus  out  of  it  and  use  that  to  make  improvements  on  their  prop- 
erty. But  if  I,  as  a  farmer,  built  a  barn  on  my  farm,  why  I  furnish 
the  capital  for  that  and  I  own  it  afterwards;  so  if  a  railroad  makes  an 
improvement  or  an  addition  or  betterment  out  of  earnings  that  way, 
that  really  must,  in  some  way,  be  charged  to  capital  account,  other- 
wise it  is  calling  upon  the  public  to  build  the  roads  for  them,  and  then 
in  turn  the  private  owners  own  the  money  that  the  public  has  donated, 
after  getting  their  reasonable  return  from  other  sources. 

Senator  Cummins.  I  think,  Maj.  Brookhart,  some  confusion  may 
have  arisen  with  regard  to  the  phrase  "net  earnings."  What  I  mean 
is  the  statement  you  just  made  is  that  the  sum  available  for  the  pay- 
ment of  dividends  would  pay  9  per  cent  upon  all  the  stock  of  the  rail- 
roads ? 

Mr.  Brookhart.  If  it  were  all  used  for  that  purpose,  yes;  that  is 
what  I  mean.  Now,  if  they  use  it  for  some  other  purpose,  it  goes  to 
the  benefit  of  the  stockholder,  just  as  substantially  as  if  it  were  paid 
out  to  him  in  dividends.  Just  like  the  illustration  I  used,  where  I 
suggested  that  if  I  use  my  money  to  build  a  barn — an  improvement 
on  my  farm — it  is  mine  just  as  much  afterwards,  just  as  much  as  if 
I  had  put  the  money  into  the  bank  or  loaned  it  out  on  a  mortgage. 

Mr.  Sims.  And  the  farm  is  worth  that  much  more  ? 

Mr.  Brookhart.  And  the  farm  is  worth  that  much  more.  How- 
ever, in  my  statement  of  these  net  earnings  the  wording  I  have  used 
will  indicate  quite  clearly  what  I  mean  by  "net  earnings."  There  is 
a  technical  phrase  used  by  the  companies,  "net  earnings,"  and  "oper- 
ating expenses,"  and  all  those  things,  that  I  have  disregarded  and  put 
in  common  ordinary  language  describing  the  items  paid  out  before 
we  get  up  to  net  earnings. 

On  page  828  of  Part  II  statistics  of  stock  earnings  for  several  years 
are  given  by  Mr.  Kruttschnitt.  The  percentage  of  net  earnings  on 
the  gross  amount  of  stock  outstanding  for  1913  is  given  as  5.94  per 
cent.  This  is  both  an  unfair  and  a  wholly  useless  conclusion.  An 
analysis  of  the  facts  shows  such  a  conclusion  to  be  of  no  value  what- 
ever. 

That  is  unfair,  and  that  is  a  useless  thing  to  consider,  the  earnings 
on  gross  amount.  Analysis  of  the  facts  will  show  that  it  is  of  no  value 
whatever  in  getting  down  to  the  facts. 

The  gross  amount  of  capital  stock  for  that  year  was  $8,622,400,821 , 
schedule  of  rate,  page  28.  But  the  net  amount  of  stock  after  eliminat- 
ing the  duplications  was  only  $5,840,709,612,  schedule  of  rate,  page 
50.  As  the  net  earnings  of  all  the  roads  were  $439,073,340,  this  would 
be  7.55  per  cent  on  all  the  net  capitalization,  and  it  is  of  no  conse- 
quence what  rate  it  might  be  on  a  duplicated  capitalization.  The 
net  capitalization  includes  all  of  the  original  water.  A  duplicated 
capitalization  is  too  thin  to  be  called  water,  perhaps  even  too  thin 
to  be  called  wind.  It  has  no  right  to  earn  anything.  If  it  is  totaled 
in  with  real  stock  the  average  earning  is  necessarily  reduced,  but  it 
has  no  right  to  be  considered  at  all. 

As  a  concrete  example  let  us  take  the  Rock  Island.  In  1913  its 
capital  stock  was  $75,000,000,  largely  water.     Not  satisfied  with  this 
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achievement,  its  manipulators  organized  the  Iowa  holding  company 
with  a  capital  stock  of  $125,000,000.  Not  one  cent  was  ever  paid  in 
on  this  stock,  and  its  only  excuse  for  existence  was  to  be  the  holding 
angel  of  the  first  Rock  Island  company.  As  a  stroke  of  financial 
genius  this  would  look  like  enough  to  satisfy  ordinary  mortals.  But 
the  Rock  [aland  crowd  seems  to  have  belonged  to  the  immortals. 
At  any  rate  it  organized  another  holding  company  in  New  Jersey 
with  $150,000,000  of  fictitious  capital  for  the  purpose  of  holding 
the  Iowa  company  while  the  Iowa  company  held  the  original  com- 
pany. It  was  just  like  the  dog,  that  chased  the  cat,  that  caught 
the  rat,  that  ate  the  malt  that  lay  in  the  house  that  Jack  built.  By 
these  duplications  in  original  investment  of  perhaps  less  than  $45,- 
000,000  was  welled  into  $350,000,000.  In  1913  the  net  earnings  of 
the  Rock  Island  were  $3,937,779,  or  over  8f  per  cent  on  the  actual 
money  invested  in  stock.  It  was  over  5}  per  cent  on  the  whole  orig- 
inal capital,  but  it  was  only  1§  per  cent  on  the  gross  or  duplicated 
capitalization.  Those  are  the  figures  Mr.  Kruttschnitt  used,  that- 
gross  or  duplicated  capitalization,  in  telling  you  what  the  stock  earn- 
ings in  1913  were.  For  these  reasons  the  statistics  given  for  1913 
and  all  the  other  years  simply  befog  the  real  facts.  The  same  con- 
clusion applies  to  the  alleged  earnings  of  new  capital. 

Part  10,  page  565,  for  Interstate  Commerce  Commission  opinion 
on  Rock  Island. 

The  Supreme  Court  has  held  that  railroads  are  entitled  to  earn 
a  reasonable  return  upon  the  honest  and  necessary  investment  or 
property  value.  What  constitutes  such  return  has  never  been 
decided  definitely  by  any  tribunal.  About  two-thirds  of  our  rail- 
road capital  is  funded  debt.  Upon  this  portion  of  railroad  capital 
I  desire  to  assert  that  the  maximum  return  should  be  the  interest 
charge.  In  all  cases  of  manipulation  it  should  be  less.  This  has 
not  been  decided  by  the  courts,  but  the  reasons  are  obvious.  In  the 
first  place,  the  whole  people  or  the  Government  can  borrow  the 
money  at  a  lower  rate  than  any  private  owner.  It  would  therefore 
be  a  travesty  to  permit  a  private  owner  not  only  to  borrow  the  money 
at  a  higher  rate  of  interest  but  also  to  pay  him  a  profit  or  commis- 
sion besides.  Therefore,  as  a  practical  matter,  the  reasonable  return 
on  the  funded  debt  is  usually  the  interest  on  the  bonds.  This 
leaves  only  the  question  of  what  is  a  reasonable  return  upon  stock. 
Upon  this  proposition  the  claim  is  persistently  made  that  theie 
is  no  reasonable  return  upon  the  new  capital  put  in  railways.  It  is 
asserted  in  this  record,  page  892,  by  Mr.  Kruttschnitt,  that  the  new 
capital  put  into  railways  from  1900  to  1915  is  $9,600,000,000,  or 
$640,000,000  annually.  The  only  way  such  figures  can  be  pro- 
duced is  to  reckon  the  duplicated  capitalization.  This  perversion  of 
the  facts  is  found  all  through  the  railroad  claims.  In  1900  the  net 
capitalization  of  the  railroads  was  $8,802,156,067.  In  1914  (I  do  not 
have  1915  before  me)  it  was  $15,719,696,925.  These  figures  elimi- 
nate the  duplications  but  not  the  water.  The  increase,  therefore, 
was  only  $494,000,000  per  year  and  the  total  was  2£  billion  dol- 
lars less  than  the  claims  of  the  railroads,  or  a  reduction  of  24  per  cent. 
These  facts  show  their  claims  to  be  such  a  gross  exaggeration  that 
further  comment  is  unnecessary. 

It  has  also  be  claimed  in  this  record  that  stock  is  entitled  to  a 
6  per  cent  dividend.     With  this  I  would  agree  if  it  was  limited  to 
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that  amount.  There  should  be  a  surplus  enough  to  guarantee  such 
dividend,  but  no  more.  The  roads  have  almost  enough  surplus  now 
and  should  be  required  to  use  it  for  that  purpose  alone.  It  is  also 
wrong  that  a  strong  road  should  earn  20  per  cent  in  order  to  per- 
mit a  weak  one  to  earn  6  per  cent. 

I  would  say  on  that  I  do  not  mean  that  they  should  be  required 
to  actually  use  this  excess  in  dividends ;  if  they  prefer,  as  a  matter  of 
policy,  to  use  it  in  improving  their  roads,  I  have  no  objection  what- 
ever; it  is  all  right;  but  when  they  do  use  it  that  way,  it  should  be 
treated  and  charged  against  them  in  the  same  way  as  if  they  divided 
it  out  among  themselves  as  dividends. 

Mr.  Kruttschnitt  introduced  a  series  of  charts  beginning  with 
No.  10  on  page  898  and  ending  with  No.  10  i-1  on  page  914.  The 
purpose  of  these  charts  is  to  show  a  declining  railway  credit  because 
of  declining  earnings.  The  whole  conclusion  of  these  charts  is  based 
upon  the  same  fallacious  theory  that  an  increased  operating  ratio  of 
expenses  shows  a  decline  of  net  earnings  whereas  the  facts  are  usually 
the  opposite. 

I  will  digress  a  moment  to  talk  about  the  operating  ratio.  One  of  the 
most  common  things  you  see  in  the  public  print  is  that  the  operating 
ratio  of  expenses  has  increased.  That  is  quoted  always  as  an  indica- 
tion that  something  is  wrong  with  the  railroad's  revenues.  They 
say:  "Last  year  our  operating  ratio  was  65  per  cent  and  this  year 
it  is  70  per  cent,  we  ought  to  have  70  per  cent  of  our  earnings  to  pay 
expenses,  therefore  we  are  in  bad  shape."  Now  let  us  see  about  that. 
Let  us  take  a  simple  proposition.  Suppose  you  were  in  business  and 
your  gross  revenue  was  SI, 000  and  your  expenses  were  $500;  your  net 
revenue  would  be  $500,  and  your  operating  ratio  would  be  50  per 
cent.  It  would  be  a  half  and  half  proposition.  Now  let  us  suppose 
that  the  next  year  your  gross  revenue  was  $1,500  and  your  operating 
expenses  were  $900,  then  your  operating  ratio  is  60  per  cent,  it  has 
gone  up  10  per  cent,  but  you  still  have  $600  of  profit  left;  your  profits 
have  increased  20  per  cent,  while  the  operating  ratio  increased  10 
per  cent,  so  that  operating  ratio  is  another  one  of  these  camouflage 
rules  that  are  so  often  used  in  the  public  prints  to  create  a  sentiment 
in  favor  of  broken-down  railway  earnings,  but  it  has  not  great  merit. 
These  charts,  some  of  them,  are  on  a  similar  theory. 

Chart  No.  10  is  a  comparison  of  national-bank  dividends  with 
railroad  dividends.  This  comparison  is  interesting  but  neither  very 
valuable  nor  very  constructive  as  a  guide  for  railroad  returns.  In  the 
first  place  a  national  bank  is  not  a  public  utility  with  the  power  of 
eminent  domain  and  of  taxation  like  a  railroad.  Therefore  the  law 
does  not  limit  it  to  a  reasonable  return  upon  its  capital  investment. 
The  bank  does  not  perform  a  public  service  in  lending  money  and  the 
law  protects  the  public  with  a  usury  limit.  But  a  bank's  earnings  de- 
pend mostly  upon  its  ability  to  secure  deposits.  There  is  probably 
not  a  man  in  the  United  States  who  can  not  have  his  choice  of  banks 
in  which  to  deposit  his  money,  but  his  transportation  is  essentially  a 
monopoly.  If,  however,  these  distinctions  be  waived,  and  it  be  con- 
ceded that  banks  and  railroads  stand  upon  the  same  basis,  then  the 
banking  laws  are  wrong  and  the  argument  is  for  a  reduction  of  bank 
earnings  and  not  for  an  increase  of  railroad  earnings.  In  that  event 
bank  earnings  should  be  lowered  to  the  railroad  level  and  the  usury 
limit  reduced  accordingly. 
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The  other  exhibits  are  a  comparison  of  nominal  rates  with  com- 
modity prices.  This  is  a  logical  misfit  from  every  angle.  Perhaps 
it  ought  to  be  called  a  logical  monstrosity.  The  two  important 
things  in  determining  a  reasonable  return  are  the  actual  investment 
and  the  net  earnings.  These  depend  upon  many  elements,  all  of 
which  are  left  out  in  the  above  logic  except  the  nominal  rates.  Com- 
modity prices  may  advance,  but  the  volume  of  business  may  increase 
to  such  an  extent  that  all  of  these  advanced  prices  will  be  offset  and 
the  net  earnings  also  increased.  There  may  be  improvements  and 
economies  that  work  in  the  same  direction.  In  fact,  such  has  been 
the  result  with  our  railroads.  Chart  10  h  4  proves  this  by  the  enor- 
mous rise  in  freight  revenue  and  in  tons  of  freight  per  train,  both  of 
which  items  rise  far  above  operating  expenses.  But  the  conclusion 
reached  in  Chart  10  1-1  is  wholly  misleading  and  is  exactly  contra- 
dicted by  10  h  4.  The  net  income  of  the  railroads  in  1900  was 
$261, 378,787.  The  net  capital  stock  for  the  same  year,  eliminating 
duplications,  but  not  eliminating  water,  was  $4,375,360,621.  There- 
fore the  net  earnings  for  that  year  on  all  capital  stock,  water  and  all, 
was  5.97  per  cent.  I  have  already  shown  that  the  net  earnings  for 
1913  were  likewise  7.55  per  cent  on  all  capital  stock,  water  and  all, 
or  an  increase  of  1.58  per  cent;  1913  is  not  better  than  an  average  of 
the  past  five  years.  What  then  is  the  matter  with  the  division  of 
the  dollar  in  Chart  10  i-1  ? 

That  chart,  10  i-1,  takes  a  dollar  and  shows  that  in  one  year,  1900, 
17.2  cents  of  it  went  for  dividends  on  net  earnings,  but  in  1913  only 
11.2  per  cent  of  each  dollar  went  for  like  purpose.  Now  here  is 
the  fallacy  of  it. 

There  is  nothing  wrong  as  applied  to  one  dollar,  but  there  are  so 
many  more  dollars  during  the  past  five  years  and  all  of  those  are 
left  out.  If  the  average  net  income  from  each  dollar  during  the  past 
five  years  has  been  11.2  cents,  then  the  railroads  have  taken  that 
amount  from  so  many  more  dollars  that  their  total  net  income  has 
been  increased  by  1.58  per  cent  on  all  stock  over  what  17.2  cents 
out  of  each  dollar  yielded  in  1900.  The  net  income  increased 
$177,694,573  from  1900  to  1913,  but  the  net  capital  stock  only  in- 
creased $1,636,144,302.  If  all  of  this  increased  income  had  been 
given  to  the  increased  capital  stock  it  would  have  yielded  10.86  per 
cent.  In  other  words,  all  the  new  capital  stock  in  1913  would  have 
earned  10.86  per  cent  and  the  old  capital  stock  5.97  per  .cent.  The 
fallacy  of  the  dollar  division  is  the  same  as  the  fallacy  of  the  operat- 
ing ratio. 

It  has  been  suggested  that  Government  ownership  would  entirely 
wipe  out  State  regulation.  With  this  I  do  not  agree.  I  think  the 
States  would  not  only  continue  to  exercise  their  present  functions 
but  they  would  be  considerably  enlarged.  There  is  no  reason  why 
two  States  should  not  have  joint  jurisdiction  over  interstate  matters 
that  affect  only  the  two  States  involved.  Of  course  if  they  can  not 
agree  then  the  record  must  go  to  the  national  commission  for  decision, 
but  in  the  vast  majority  of  cases  they  would  agree  and  relieve  the 
national  commission  of  the  more  local  matters,  whether  intrastate  or 
interstate.  The  State  governments  are  to  continue.  We  are  accus- 
tomed to  do  business  with  them.  It  is  the  American  way.  It  is 
better  to  use  them  either  under  regulation  or  ownership  than  to  try 
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to  abolish  them  and  precipitate  a  light  with  the  States.  A  proper 
use  of  them  under  the  suggestions  of  the  Interstate  Commerce  Com- 
mission will  dispense  with  the  whole  regional  commission  idea. 

That  such  an  arrangement  would  be  constitutional  is  now  pretty 
well  settled.  It  is  closely  analogous  to  the  principle  of  the  bone-dry 
laws  which  have  surrendered  certain  control  of  interstate  commerce 
to  the  States,  and  the  Supreme  Court  has  sustained  the  power  of 
Congress  to  do  this. 

In  answer  to  their  economic  proofs  for  Government  ownership,  the 
railroads  have  brought  before  this  committee  as  a  witness  Mr.  W.  M. 
Ackworth,  of  London.  Mr.  Ackworth  is  the  most  famous  English 
authority  on  railway  economics  who  writes  with  the  bias  of  private 
ownership.  However,  his  statements  were  much  more  radical  before 
this  committee  than  any  of  his  former  writings.  Perhaps  there  was 
a  special  necessity  in  this  choice,  because  Mr.  AekwTorth  had  just 
finished  his  labors  as  a  member  of  the  Royal  Commission  to  determine 
the  future  management  and  ownership  of  the  Canadian  railways. 
Mr.  Esch,  of  this  committee,  asked  that  a  copy  of  Mr.  Ackworth's 
report  as  a  member  of  that  commission  be  printed  in  the  record  of 
this  hearing.  This  was  done  and  we  find  that  Mr.  Ackworth  as  a 
member  of  that  commission  joined  with  Sir  Henry  Drayton  in  a  ma- 
jority report  recommending  that  the  Dominion  of  Canada  take  over 
and  own  and  operate  all  of  its  railroads  except  the  Canadian  Pacific. 
This  would  make  Canada  the  largest  railroad  owner  in  the  world, 
except  Germany.  Coming  so  freshly  from  official  action  of  such 
gravity  and  magnitude  it  probably  required  very  radical  statements 
in  opposition  to  Government  ownership  as  a  railroad  witness,  to  fully 
offset  such  recent  and  elaborate  official  pronouncement  in  its  favor. 

In  reference  to  Canada  I  submit  the  following  statement.  "B." 

Senator  Cummins.  Do  you  say  that  Mr.  Ackworth  recommends 
Government  ownership  in  Canada  ? 

Mr.  Brookhart.  He  certainly  did;  yes. 

Mr.  Esch.  Yes;  that  was  the  object  of  having  it  printed  as  part  of 
our  hearings. 

Senator  Cummins.  I  have  not  read  the  report.  I  was  rather 
amazed,  in  view  of  his  testimony  here. 

Mr.  Esch.  I  was  delegated  by  the  committee  to  sift  out  that  report. 
It  is  a  very  voluminous  report.  I  did  not  put  all  of  it  in  the  record,  but 
I  put  in  the  principal  report,  which  was  signed  by  Mr.  Ackworth  and 
another.  The  representative  of  the  railroad  did  not  sign.  That  was 
Mr.  Smith. 

Mr.  Brookhart.  Mr.  Smith,  president  of  the  New  York  Central, 
Sir  Henry  Drayton,  and  Mr.  Ackworth  signed  it,  and  Mr.  Drayton 
filed  a  dissenting  opinion  in  that  report. 

Senator  Cummins.  Have  you  any  extracts  from  that  report  ? 

Mr.  Brookhart.  It  is  in  the  record  almost  in  full,  as  Mr.  Esch 
says,  following  Mr.  Ackworth's  testimony. 

Senator  Cummins.  Have  you  provided  yourself  with  any  extracts 
here  ? 

Mr.  Brookhart.  Yes;  I  have  some  extracts  from  it.  However, 
I  have  referred  to  it  in  my  statement  as  being  already  in  the  record, 
so  I  have  not  a  great  number  of  extracts  from  it.  Briefly,  it  rec- 
ommends the  organization  of  a  corporation  of  $6,000  capital,  just 
a  nominal  capital,  all  to  be  owned  by  the  Canadian  Government, 
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and  that  that  corporation  take  over  all  the  railroads,  except  the 
Canadian  Pacific,  and  operate  them,  and  that  the  other  Government- 
owned  roads  now  in  Canada  be  joined  into  one  Government  system. 

Senator  Cummins.  What  roads  does  the  Government  own  now  in 
Canada  ? 

Mr.  BROOKHART.   The  Intercolonial. 

Mr.  Esch.  And  the  Prince  Edward  Island.  It  ought  to  be  said  in 
that  connection.  Maj.  Brookhart,  that  one  reason  that  persuaded 
the  two  commissioners  to  recommend  as  they  did.  thai  the  Canadian 
Government  had  made  very  Large  advances  to  those  two  lines,  the 
Grand  Trunk  Pacific  and  tin1  other  one,  and  had  also  guaranteed 
interest  on  their  bonded  indebtedness,  and  they  had  become  so 
involved  that  that  was  their  only  way  out  of  it.  That  is  the  philos- 
ophy of  the  report. 

Mr.  Brookhart.  Yes,  sir;  however,  the  Government  also  made 
very  large  advances  to  the  Canadian  Pacific,  which  had  been  prosper- 
ous, and  the  others  had  not. 

The  Chairman.  What  was  the  mileage  of  the  roads  which  this 
commission  recommended  be  taken  over  ? 

Mr.  Brookhart.  Some  22,000  miles,  as  I  recollect  it. 

The  Chairman.  What  was  the  mileage  outside  of  that,  owned 
privately  ? 

Mr.  Esch.  The  Intercolonial  has  twelve  or  fifteen  hundred  miles, 
the  Prince  Edward  about  three  hundred  miles,  and  the  Canadian 
Pacific  has  ten  hundred  or  eleven  hundred  miles. 

Senator  Cummins.  And  the  Intercolonial  and  the  Prince  Edward 
are  already  owned  and  operated  by  the  Government  ? 

Mr.  Esch.  Yes. 

Senator  Cummins.  Which  leaves  only  the  Canadian  Pacific;  and 
what  was  the  mileage  of  the  Canadian  Pacific  ? 

Mr.  Brookhart.  That  is  set  out  very  lucidly  and  very  much  in 
detail  in  this  report.  My  recollection  is  it  is  about  8,000  or  9,000 
miles.  It  would  be  more  than  two-thirds  of  all  the  railroads  in  Canada 
in  Government  ownership  under  Mr.  Ackworth's  plan. 

Mr.  Sims.  In  other  words,  the  roads  they  did  take  over,  even  though 
they  had  been  aided  by  the  Government,  had  been  such  failures  that 
it  became  necessary  to  do  this  ? 

Mr.  Brookhart.  That  is  true;  yes. 

Mr.  Esch.  They  found  large  mismanagement  and  extravagance 
by  the  private  ownership. 

Mr.  Brookhart.  I  desire  to  call  attention  to  the  fact  that  the 
rates  on  the  Intercolonial  Railway,  which  has  always  been  owned  and 
operated  by  the  Government,  are  very  much  lower  than  the  rates 
on  the  private  railways  either  in  Canada  or  the  United  States.  In 
1911  the  passenger  rate  was  1 .66  cents  per  mile,  and  the  per  ton  freight 
0.582.  On  all  Canadian  roads,  1912,  1.94  and  0.757.  These  rates 
on  all  the  Canadian  roads  would  also  be  somewhat  reduced  because 
the  low  rates  of  the  Government  roads  are  averaged  in  with  them. 

I  also  desire  to  submit  the  proceedings  of  the  Canadian  Council  of 
Agriculture  upon  the  report  of  the  Royal  Commission,  composed  of 
Sir  Henry  Drayton,  W.  M.  Ackworth,  and  A.  H.  Smith,  as  follows: 

The  Canadian  Council  of  Agriculture  is  convinced  that  for  the  good  of  the  Com- 
monwealth and  in  the  interests  of  economic  freedom  and  justice,  all  railways,  tele- 
graph and  express  companies  in  the  country  should  be  taken  over  by  the  Government 
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and  operated  by  it  in  behalf  of  the  people.  It  is  not  necessary  to  emphasize  the  fact 
that  the  railway  situation,  in  particular,  is  full  of  menace  to  the  permanent  prosperity 
of  Canada.  That  the  Government  itself  is  fully  seized  of  the  importance  of  this  ques- 
tion is  evident  from  the  fact  that  it  appointed  a  special  commission  to  investigate  the 
whole  railway  problem,  and  that  the  report  brought  down  by  the  commissioners  sug- 
gests radical  changes  in  the  ownership  and  operation  of  the  private  railroads  of  the 
Dominion. 

The  council  demands  the  nationalization  of  the  entire  railway  system  of  Canada 
for  many  reasons,  which  will  be  made  clear  as  the  discussion  proceeds,  but  more  par- 
ticularly because  of  the  example  set  in  this  regard  by  many  of  the  most  progressive 
nations  in  the  world.  In  1913 — the  year  that  furnishes  the  most  recent  data  on  this 
problem — there  were  in  the  whole  world  some  690,133  miles  of  railway.  Of  this 
33  per  cent,  or  225,712  miles,  were  owned  by  various  Governments.  Outside  of  North 
America,  there  were  in  the  same  year  385,000  miles  of  railway,  and  of  this,  211,147 
miles,  or  55  per  cent,  were  owned  by  Governments,  and  174,000  miles,  or  45  per  cent, 
owned  by  private  corporations. 

According  to  recent  information  secured  from  articles  published  by  Mr.  E.  B.  Biggar, 
51  out  of  65  countries  in  the  world  own  or  operate  their  railroads.  Of  important  nations 
in  the  world  Canada  and  the  United  States  alone  have  committed  themselves,  up  to 
the  present,  to  private  ownership  of  railways.  Belgium,  it  is  interesting  to  note, 
has  been  the  only  country  that,  from  the  beginning,  has  owned  and  operated  its  entire 
railway  system.  On  the  other  hand,  Government  ownership  obtains  in  the  most 
diverse  countries  and  among  the  most  diverse  peoples.  Japan  and  Russia,  Switzer- 
land and  Austria,  Germany  and  Australia  own  and  operate  their  own  railways.  In 
fact,  all  the  great  British  Dominions — aside  from  Canada— and  India  as  well,  operate 
their  railroads  through  Government  ownership  and  control,  and  out  of  17  Crown  col- 
onies and  protectorates  in  the  British  Empire,  12  have  Government  ownership  of 
railways.  These  countries  and  colonies  are  among  the  most  highly  developed  and 
civilized  in  the  world  and  have  not  adopted  Government  ownership  through  lack  of 
private  enterprise.  On  the  contrary,  they  have  been  intelligent  and  resourceful  enough 
to  realize  that  railways,  like  highways,  should  be  owned,  operated,  and  controlled  in  the 
interests  of  the  whole  people,  and  not  as  a  source  of  private  gain.  They  have  seen 
through  the  sham  contention  that  competition  is  all-essential  for  efficient  railway 
administration  and  have  learned  that  railroads  are,  in  fact,  natural  monopolies.  And 
if  monopolies,  the  unearned  increment  that  increases  income  and  piles  up  wealth  with 
growth  of  population  and  industrial  development,  should  be  appropriated  for  the  use 
of  the  State  and  not  for  the  enrichment  of  a  particular  class  in  the  community. 

THE   BRITISH   SYSTEM. 

The  United  Kingdom  was,  up  to  the  outbreak  of  war,  the  last  great  nation  in  Europe 
in  which  private  ownership  of  railways  obtained.  But  many  years  before,  during  the 
Franco-Prussian  War  of  1870-71,  plans  had  been  formulated  for  the  taking  over  of  the 
entire  railway  system  of  the  United  Kingdom  in  the  event  of  war.  Immediately 
upon  the  outbreak  of  hostilities,  the  Government  stepped  in  and  took  over  the  railways 
of  Wales,  Scotland,  and  England,  and  a  little  later  those  of  Ireland.  According  to 
Mr.  W.  M.  Ackworth,  a  British  expert  on  railway  transportation,  Government  control 
has  met  with  striking  success,  and  it  is  scarcely  conceivable  that  the  nation  will  permit 
private  corporations  to  enter  upon  possession  of  the  railroads  at  the  conclusion  of  the 
war.  The  plan  under  which  the  traffic  of  England  is  being  conducted  has  these 
essentials: 

1.  Operation  of  all  railroads  as  a  single  system  is  vested  in  a  committee  of  rail- 
way officials. 

2.  The  Government  makes  no  payment  for  the  transportation  of  supplies  or  troops. 

3.  Munitions  and  soldiers  have  the  right  of  way  over  all  other  traffic. 

4.  All  other  business  is  charged  for  at  regular  uniform  rates. 

5.  The  Government  guarantees  to  make  a  settlement  at  the  end  of  the  war  by 
which  each  road  will  receive  for  the  period  of  the  war  a  yearly  revenue  equal  to  the 
earnings  of  1913. 

If  we  had  taken  over  our  roads  in  1916,  and  enforced  that  rule,  we 
would  have  had  in  the  Treasury  of  the  Unired  States,  after  paying  all 
the  expenses,  if  we  had  taken  the  fiscal  year  of  1913,  we  would  hare 
had  a  surplus  of  over  $200,000,000  left.  If  we  had  taken  the  calendar 
year,  which  I  believe  the  English  took,  we  would  have  had  $275,- 
000,000. 
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Mr.  Sims.  Do  you  mean  the  Government  of  the  United  States  would 
also  have  had  the  use  of  free  transportation  of  troops  '. 

Mr.  Brookhart.  No;  they  would  have  accounted  our  transporta- 
tion paid  for  as  the  Government  has  paid  for  it.  But  that  would 
have  been  the  difference. 

6.  The  Government  takes  over  all  surplus  revenue  of  the  roads  and  finances  current 
expenses. 

It  is  important  to  note  that  politics  has  played  no  part  whatever  in  the  manage- 
ment of  the  railways  since  the  (iovernment  assumed  control.  The  chief  argument, 
therefore,  against  Government  ownership  of  railways  in  the  United  Kingdom,  so 
insistently  presented  by  coroporate  interests  before  the  war,  has  been  found  to  have 
no  validity  whatever.  Railroad  men  and  not  politicians  run  the  roads,  and  run  them 
with  the  utmost  efficiency.  All  the  carriers  are  operated  under  one  system  managed 
by  an  executive  committee  constituted  of  the  general  managers  of  the  various  rail- 
ways. In  truth,  no  other  nation  in  the  world  has  even  approximated  to  the  efficiency 
and  wonderful  organization  which  the  British  Government  has  shown  in  taking  care 
of  the  traffic  requirements  of  the  United  Kingdom. 

Mr.  Ackworth  describes  the  financial  working  out  of  the  English 
railway  scheme  as  follows: 

All  Government  traffic,  whether  passenger  or  freight,  is  carried  for  nothing  and  no 
accounts  are  kept.  A  warrant  from  the  proper  military  authority  ordering  a  certain 
movement  is  the  only  document  required.  This  obviates  an  immense  amount  of 
bookkeeping  for  the  Government  and  for  the  railroad. 

As  between  themselves,  each  company  keeps  the  whole  of  its  receipts  from  ordinary 
businesses,  whether  the  traffic  be  paid  for  at  the  point  of  origin  or  at  the  point  of  des- 
tination. The  result  of  this  is  that  the  actual  receipts  of  some  companies  are  very 
greatly  increased  as  compared  with  normal,  while  the  receipts  of  other  companies 
may  be  correspondingly  diminished.  Each  company  keeps  a  running  account  with 
the  executive  committee.  If  it  is  accumulating  money  beyond  what  it  needs  for 
working  expenses  and  the  guaranteed  net  revenue,"  the  committee  will  instruct  it  to 
pay  over  whatever  sum  they  require  to  any  other  railroad  whose  receipts  are  falling 
short  of  what  is  necessary  for  these  purposes. 

Mr.  Ackworth — and  be  it  remembered  that  he  is  one  of  the  ablest  of  Britain's  traffic 
experts — estimated  that  under  this  plan  the  Government  at  one  and  the  same  time 
eliminates  all  transportation  costs  to  itself,  while  it  secures  operation  of  the  roads  at 
the  point  of  highest  efficiency.  What  a  contrast  to  the  methods  followed  in  Canada. 
And  yet  we  are  told  that  Government  ownership  or  control  of  transportation  is  always 
costly  to  the  people,  always  wasteful,  and  always  inefficient. 

The-  Chairman.  Whose  statement  is  that  %  Is  that  the  statement 
of  this  report,  in  the  Canadian  report? 

Mr.  Brookhart.  They  claim  to  be  quoting  Mr.  AckwTorth  in  that 
statement,  where  I  paused  to  remark. 

The  Chairman.  Was  Mr.  Ackworth  one  of  the  Canadian  com- 
missioners ? 

Mr.  Brookhart.  He  was  one  and  signed  this  report. 

The  Chairman.  And  you  say  you  are  quoting  Mr.  Ackworth  ? 

Mr.  Brookhart.  It  is  quoting  him  in  writings  or  statements  he 
had  given  them,  not  in  the  report  itself. 

Senator  Cummins.  The  report  he  is  reading,  though,  is  a  report  of 
the  board  of  agriculture. 

Mr.  Brookhart  (continuing  to  read). 

INTERCOLONIAL   NOT   A   FAILURE. 

Turning  directly  to  the  railway  situation  in  Canada,  we  find  that  one  of  the  chief, 
if  not  the  most  telling,  arguments  of  the  opponents  of  Government  ownership  to  be 
the  alleged  failure  of  the  Intercolonial  as  a  public  enterprise.  It  is  steeped  in  cor- 
ruption, inefficiently  managed,  and  debauched  by  politics,  looted  of  its  necessary  reve- 
nue for  the  benefit  of  the  people  of  the  Maritime  Provinces — if  its  ill-wishers  and  detrac- 
tors are  to  be  believed .     And  yet  Mr.  J.  L.  Payne,  of  the  department  of  railways  and  ca- 
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nals,  and  one  time  an  employee  of  this  road,  tells  us  in  a  recent  article  in  the  Railway 
Age,  Chicago,  that  he  knows  by  experience  that  the  road  is  les3  subject  to  political  in- 
terference than  is  frequently  charged;  that  the  usual  charges  that  it  is  used  for  corrupt 
purposes,  at  election  times,  are  practically  without  foundation;  and  that,  all  state- 
ments to  the  contrary  notwithstanding,  it  is  efficiently  managed  and  operated.  True, 
very  low  rates  both  for  freight  and  passenger  service  have  been  charged  the  people  of 
the  eastern  Provinces;  but  that  policy  is  part  of  the  inherent  understanding  arrived 
at  between  the  several  Provinces  at  the  time  of  Confederation.  This  policy  was  inau- 
gurated partly  as  an  offset  against  that  obtaining  in  upper  Canada,  where  no  attempt 
has  been  made  to  charge  the  people  anything  approximating  to  even  the  interest  on  the 
huge  sum  of  $100,000,000— the  cost  of  the  canals  there.  In  fact,  the  Government  oper- 
ates the  canals  to-day  practically  free  of  charge,  and  yet  their  cost  is  borne  by  the 
whole  of  Canada.  For  that,  and  other  reasons  as  well,  the  people  of  the  Maritime 
Provinces  consider  that  they  are  entitled  to  low  traffic  rates. 

Mr.  Payne  deals  with  this  problem  in  an  illuminating  manner  in  reply  to  an  attack 
made  by  Mr.  S.  O.  Dunn,  editor  of  the  Railway  Age  Gazette,  on  the  finances  of  the 
Intercolonial.  Mr.  Dunn  demonstrated  that  the  Intercolonial  has  never  earned 
interest  upon  its  capital  cost  and  sometimes  not  even  operating  expenses,  and  con- 
trasted the  Intercolonial  earnings  with  those  of  the  Canadian  Pacific.  Mr.  Payne 
replies  to  the  effect  that  if  the  Canadian  Pacific  had  charged  the  same  low  rates  as  the 
Intercolonial,  it  would  long  since  have  passed  into  the  hands  of  a  receiver.  He  makes 
an  exhaustive  analysis,  further,  of  the  passenger  and  freight  receipts  of  the  two  roads 
tor  the  year  1913,  the  last  normal  year  before  the  outbreak  of  war,  and  finds  that  the 
passenger-mile  rate  of  the  Canadian  Pacific  was  22.6  per  cent  and  the  ton-mile  37.5 
per  cent  higher  than  the  corresponding  rates  of  the  Intercolonial.  If  these  rates  had 
been  transposed  and  the  Intercolonial  had  had  the  advantage,  the  Canadian  Pacific- 
would  have  earned  $24,051,710  less,  and  the  Intercolonial  $3,010,784  more  during  1913. 
That  low  rates  have  been  the  cause  of  the  Intercolonial's  difficulties  is  made  abun- 
dantly clear  by  the  fact  that,  with  slight  increase  in  rates  only,  the  railway  earned  a 
surplus  of  $2,000,000  in  the  fiscal  year  1915-16  and  about  $1,500,000  for  1916-17.  And 
finally  it  may  be  said  that  the  revenue  test  is  a  poor  one  to  decide  the  question  of 
the  validity  and  justice  of  Government  ownership,  in  view  of  the  fact  that  a  consider- 
able percentage  of  the  privately  owned  roads  of  the  United  States  are  in  the  hands 
of  the  receiver. 

CORRUPTION    AND    PRIVATE    OWNERSHIP. 

As  for  corruption  and  political  interference,  the  public  life  of  Canada  has  been 
debauched  by  privately  owned  railroads.  Surely  the  memory  of  the  people  is  not 
so  short  that  they  can  not  recall  the  interference  of  Canadian  railroads  in  the  recipro- 
city campaign  of  1911.  It  was  mainly  through  their  influence  that  the  measure  was 
defeated.  Their  lobbying  at  Ottawa,  both  past  and  present,  smells  to  heaven.  Their 
periodic  raids  on  the  public  treasury  constitute  a  standing  menace  to  the  well  being 
of  the  nation.  In  land  grants,  in  cash  subsidies,  and  in  guarantees  they  have  received 
more  than  half  the  entire  cost  of  all  the  railroads  in  this  country,  and  yet  their  insati- 
able appetite  is  not  appeased.  It  ill  behooves  them,  therefore,  to  speak  lightly  of 
graft,  corruption,  inefficiency,  and  political  interference. 

In  view  of  the  fact  that  the  Canadian  Northern  and  the  Grand  Trunk  Pacific  are 
in  financial  difficulties,  and  in  view  of  the  further  fact  that  they  will  require  substantial 
aid  from  the  Dominion  treasury  to  prevent  their  going  into  liquidation,  the  problem 
of  nationalizing  not  only  these  roads,  but  the  entire  railway  system  of  Canada,  becomes 
of  immediate  and  pressing  importance.  Mr.  E.  B.  Bigger,  whose  illuminating  articles 
on  the  Canadian  railway  situation  have  been  already  referred  to,  has  set  forth  suc- 
cinctly the  relation  of  the  railways  to  the  State  somewhat  as  follows: 

"  1 .  The  railways  of  a  country  are  its  main  highways  and  therefore  should  not  pass 
out  of  the  control  of  the  people. 

"2.  There  is  no  source  of  revenue  for  a  railway  other  than  the  rates  imposed  for 
carrying  persons  and  goods. 

"3.  This  revenue  is  raised,  not  from  any  hidden  fountain  of  wealth  within  the  rail- 
way itself,  but  from  the  proceeds  derived  from  the  economic  activities  of  the  entire 
people. 

"4.  By  the  division  of  labor  in  the  modern  State  everyone  who  earns  and  spends 
money  contributes  to  the  cost  of  railway  service,  and  this  cost  enters  into  practically 
every  article  used  by  the  people. 

"5.  The  maintenance  of  a  nation's  means  of  communication  is  a  function  of  sover- 
eignty, which  should  not  be  permitted  to  be  exercised  by  private  individuals  for 
for  their  own  benefit. 

"6.  Since  all  the  people  contribute  to  the  cost  of  railway  service  railway  rates 
become  essentially  a  national  tax.    And  in  all  highly  developed  countries,  railway 
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rates  make  up  the  largest  element  in  taxation.  It  is  of  fundamental  importance 
that  the  people  should  retain  control  of  the  machinery  through  which  they  are  subject 
to  taxation." 

Recurrent  deficits  in  the  operation  of  the  Canadian  Northern  and  the  Grand  Trunk 
Pacific  have  brought  about  an  intolerable  condition  of  affairs,  inasmuch  as  the  people  at 
large  are  taxed  to  make  these  good,  ft  is  freely  admitted  that  it  is  impossible  to  per- 
mit these  roads  to  go  into  the  hands  of  the  receiver,  because  of  the  staggering  blow  that 
would  be  dealt  thereby  to  Canadian  credit.  On  the  other  hand,  if  the  nation  must 
make  these  deficits  good,  it  should  in  justice  have  control  of  the  roads.  This  has 
been  recognized  in  a  left-handed  manner  by  the  Canadian  Northern  which  has  made 
the  Canadian  Government  a  junior  partner  in  the  enterprise,  by  handing  over  to  it 
10  per  cent  of  the  outstanding  common  stock.  Nevertheless,  Mackenzie  and  Mann 
took  good  care  that  the  control  of  the  road  should  not  slip  through  their  hands.  The 
Government  has  the  satisfaction  of  making  deficits  good,  in  return  for  the  right  to 
play  a  minor  role  in  the  enterprise.  On  the  other  hand,  the  situation  is  almost  as 
equally  unsatisfactory  in  the  case  of  the  Canadian  Pacific,  the  most  powerful  as  well 
as  the  most  successful  railroad  in  the  world.  Canadians  are  supposed  to  jubilate 
when  the  huge  annual  earnings  are  made  known,  and  surplus  earnings  are  carried 
over  to  reserve.  The  fact  is,  that  few  persons  sufficiently  realize  that  excess  earnings 
are  merely  a  supertax  wrung  from  the  necessities  of  the  nation.  There  is  no  more 
reason  why  a  railroad  should  build  up  a  surplus  over  cost  of  capital,  depreciation, 
upkeep,  repairs,  and  betterments  than  that  the  Government  by  excessive  taxes, 
should  accumulate  a  fund  of  capital  to  make  a  conspicuous  display  of  the  country's 
wraith  and  prosperity.  It  should  never  be  lost  sight  of  that  railway  rates  are  in 
reality  taxes— taxes  paid  for  particular  services  rendered,  but  taxes  nevertheless. 

WHAT   THE   PEOPLE    HAVE    PAID. 

It  is  said,  of  course,  by  opponents  of  Government  ownership,  that  the  railways  of  the 
United  States  and  Canada  have  the  lowest  freight  rates  in  the  world,  although  it  is 
admitted  that  passenger  rates  especially  in  this  country,  are  high  as  compared  with 
those  obtaining  in  Europe.  But  while  the  ton-mile  rate  is  low  compared  with  ton- 
mile  rates  on  railroads  in  Europe,  Australia,  and  New  Zealand,  it  must  not  be  for- 
gotten that  the  length  of  haul  on  this  continent  is  very  great,  and  hence  traffic  rates 
high.  It  does  not  need  detailed  discussion  to  demonstrate  that  freight  rates  weigh 
heavily  upon  the  Canadian  West  especially,  and  that  they  are  an  important  factor  in 
the  high  cost  of  production  in  agriculture  and  in  other  pursuits.  When  it  is  realized, 
also,  to  what  extent  the  Canadian  people  have  assisted  privately  owned  railroads,  the 
wonder  is,  not  that  the  ton-mile  comparison  is  relatively  favorable,  but  that  the  people 
of  Canada  are  compelled  to  carry  in  sum  total  a  crushing  burden  of  freight  and  passen- 
ger rates.  The  following  table  shows  the  aid  given  Canadian  railways  by  means  of 
cash  subsidies,  land  grants,  and  guarantees: 


Canadian  Northern 

Canadian  Pacific 

Grand  Trunk  Railway 

Grand  Trunk  Pacific 

Grand  Trunk  Pacific  branch  lines. 

Nat ional  Transcontinental 

Intercolonial 

Prince  Edward  Island 


Total. 


Subsidies. 


$38,874, 148 

lUl.S'.IU.MIl 

13,003,060 
726, 320 


Proceeds  of 
land  sold. 


S34,  479, 809 
123,810,124 


Loans  out- 
standing or 
investment. 


S25,  858, 166 


15,142,623 
70,311,716 


159,881,197 

116,234,204 

9, 496, 567 


157,294,329  158,189,933 


396,924,483 


Guaranties 
outstand- 
ing. 


$199,141,140 


13, 432, 848 
13,469,004 


256, 042, 992 


Total. 


$298.  253, 263 

228, 500, 295 

28, 145, 693 

114,470,884 

13,469,004 

159,881,197 

116,234,204 

9, 496, 567 


968,451,727 


This  enormous  total  amounts  to  more  than  one-half  of  the  book  value  of  all  Canadian 
roads  and  their  equipment,  although  in  the  book  value  are  included  many  millions 
of  dollars  for  stock  from  which  nothing  was  received  by  the  roads.  In  addition  to 
the  sums  mentioned  in  the  table  above,  it  must  not  be  forgotten  that  both  the  Canadian 
.Northern  and  the  Canadian  Pacific  have  still  millions  of  acres  of  land  unsold,  repre- 
senting millions  of  dollars  according  to  their  own  calculation.  If  the  Canadian  people, 
therefore,  are  required  to  furnish  additional  capital  and  to  assume  further  bond  obliga- 
tions, they  would  be  well  advised  to  assume  the  ownership  of  the  railways  themselves. 
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Here  follows  a  review  of  the  report  of  Sir  Henry  Drayton  and  Mr. 
Ackworth,  but  as  the  report  is  in  the  record  in  full  the  review  is 
therefore  omitted. 

Under  this  plan  (Drayton-Ackworth)  all  the  Canadian  railways  comprised  in  the 
scheme  would  be  subject  to  the  supervision  of  the  Dominion  railway  board,  just  as  the 
Canadian  Pacific  is,  and  will  be.  In  addition,  it  is  expected  that  the  roads  will  be 
operated,  under  the  company,  free  from  political  control.  In  fact,  the  commissioners 
make  much  of  this  point,  and  frankly  state  that  while  democratic  government  is  good 
to  meet  the  general  needs  of  the  people,  it  is  untrustworthy  as  far  as  railway  manage- 
ment, ownership,  and  control  are  concerned. 

With  all  this  the  Canadian  Council  of  Agriculture  entirely  and  emphatically  dis- 
agrees. It  believes  in  government  of  the  people,  for  the  people,  and  by  the  people. 
It  proclaims  its  wholehearted  faith  in  democratic  principles.  It  is  convinced  that 
the  people  through  their  government  not  only  should  own  the  railroads,  but  control 
and  operate  them  through  its  own  service.  Germany,  Australia,  New  Zealand,  and 
South  Africa  have  shown  that  it  can  be  done,  and  what  these  states  have  accomplished 
the  council  is  persuaded  the  people  of  Canada  can  do  also. 

Here  is  the  conclusion  of  this  board,  and  this  happened  since  Mr. 
Ackworth  made  his  report : 

The  council  believes  that  the  general  scheme  for  taking  over  the  Grand  Trunk 
system  and  the  Canadian  Northern  is  essentially  just  and  equitable.  But  it  believes 
also  that  the  plan  does  not  go  far  enough.  The  council  is  convinced  that  to  insure 
efficiency  and  success,  financial  and  otherwise,  the  Canadian  Pacific  must  also  be 
owned  by  the  people. 

Mr.  Sims.  In  that  paper  you  have  read  there  has  been  nothing  of 
your  own  ? 

Mr.  Brookhart.  It  has  been  either  Mr.  Ackworth  or  the  Canadian 
Council. 

Mr.  Sims.  These  arguments  are  not  yours  ? 

Mr.  Brookhart.  I  am  quoting  them. 

Mr.  Sims.  I  suppose  you  do  not  materially  disagree  with  them  ? 

Mr.  Brookhart.  I  do  not;  I  quite  fully  agree  with  them.  Most 
of  the  time  I  Jiave  agreed  very  well  with  Mr.  Ackworth,  but  not  with 
his  final  conclusion  before  this  committee. 

ENGLAND. 

England  is  the  mother  of  the  steam  engine  and  built  the  first 
railroads.  Her  policy  has  always  been  private  ownership  with 
government  regulation.  In  the  beginning  the  companies  owned  the 
track  and  the  shippers  owned  the  locomotive  and  the  cars.  This 
system  was  in  use  in  1839,  16  years  after  the  first  steam  road  was 
chartered.  Competition  was  the  central  idea  and,  indeed,  has  always 
been  the  central  idea,  in  the  construction  and  regulation  of  the 
English  railways.  However,  in  1844  Gladstone  recognized  that 
"  competition  between  railway  companies  is  likely  to  do  more  injury 
to  them  than  good  to  the  public."  He  then  secured  the  passage  of  the 
cheap  trains  act  which  fixed  certain  maximum  fares  and  rates,  gave 
certain  powers  to  the  board  of  trade  and  provided  for  the  compulsory 
acquisition  of  the  railways  by  the  state  after  21  years,  in  the  discre- 
tion of  Parliament  upon  payment  of  "25  times  the  annual  divisible 
profit  estimated  on  the  average  of  the  three  next  preceding  years." 
While  Parliament  has  continued  its  policy  of  regulation  it  has  always 
preserved  this  right  of  purchase.  With  this  history  and  with  the 
enormous  British  traffic  both  foreign  and  domestic  we  should  expect 
to  find  the  best  results  of  private  ownership.     Let  us  see  the  facts. 
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First.  Have  the  English  people  enjo3Ted  low  rates?  No.  Their 
average  passenger  fare  is  now  1.75  cents  per  mile  against  $0.88  of 
1  cent  in  Germany  or  nearly  double.  Their  average  freight  rate  is 
2.33  cents  per  ton  mile  against  1.248,  again  almost  double.  However 
the  average  haul  in  England  is  estimated  at  about  30  miles  against 
68  in  Germany.  When  this  and  all  the  other  facts  are  considered 
the  English  freight  rate  probably  does  not  exceed  the  German  by 
more  than  10  to  25  per  cent.  The  Englishman  finds  his  consolation 
by  comparison  with  the  United  States  where  private  ownership  also 
prevails.  Mr.  Ackworth  who  testified  before  this  committee  said  in 
his  book  ' '  The  Railways  and  The  Traders,"  ' '  The  English  rates  are  the 
highest  in  Europe,  but  are  not  so  high  on  local  traffic  as  the  rates  in 
the  United  States." 

The  English  rates  are  the  highest  in  Europe.  Now  I  beg  you  to 
bear  in  mind  his  first  statement. 

Mr.  Sims.  What  was  the  date  of  that  book  in  which  Mr.  Ackworth 
made  these  utterances  ?     Have  you  got  it  there  ? 

Mr.  Brookhart.  I  believe  not. 

Mr.  Sims.  Could  you  ascertain  it  and  supplement  your  hearing? 

Mr.  Brookhart.  I  think  I  can. 

Mr.  Sims.  I  should  like  to  know  whether  it  was  before  or  after 
Italy  took  over  the  roads. 

Mr.  Brookhart.  I  would  not  be  certain  about  that,  because  that 
has  not  been  very  long. 

He  made  the  following  comparison  in  detail: 

The  tariff  for  drapery  and  other  goods  of  the  same  class  out  of  Chicago  for  a  dis- 
tance of  50  miles  works  out  as  equal  to  28s.  6d.  per  ton.  From  Manchester  to  Lancaster 
the  distance  is  51  miles,  and  the  rate  of  20s.  includes  collection  and  delivery. 

They  send  out  and  collect  and  deliver  over  there  like  express 
companies  do  in  this  country,  and  yet  for  the  same  service,  for  the 
same  short  haul,  mind  you,  the  English  rates  are  that  much  lower 
than  ours. 

I  have  said  to  you  that  we  have  the  highest  freight  rates  for  the 
services  performed  in  the  world  and  I  believe  that  is  true,  and  I  am 
ready  to  meet  anybody  on  the  facts,  and  the  railroads  have  not 
brought  any  scientific  contradiction  of  that  to  these  records,  and 
I  do  not  think  there  is  such  a  contradiction  in  existence.  Now  I  am 
quoting  Mr.  Ackworth  in  corroboration  of  that.  After  stating  these 
English  rates,  which  are  the  highest  in  Europe,  he  then  finds  they 
are  this  much  lower  than  in  the  United  States: 

If  we  compare  similar  distances  out  of  London  and  out  of  New  York,  we  shall  find 
some  remarkable  contrasts.  Take  Bedford,  for  instance,  on  the  Harlem  branch  of 
the  New  York  Central,  40  miles  out,  and  Leighton,  which  is  distance  39|  miles  from 
the  Euston  station  (London).  Carrots  are  lis.  in  the  former  case,  as  against  5s.  in 
the  latter. 

Mr.  Sims.  That  is  per  hundredweight,  is  it  not? 

Mr.  Esch.  No,  I  think  it  must  be  per  ton. 

Mr.  Sims.  I  meant  to  say  per  ton. 

Mr.  Brookhart.  "Hay  and  straw  in  America  18s.  5d.;  in  England 
6s.  8d.,  10s.  10d.,  and  12s.  6d.,  according  to  quantity  and  method  of 
packing.  For  butter  the  Americans  pay,  according  to  method  of 
packing,  from  16s.  7d.  to  36s.  lOd.  The  highest  English  rate  is  26s. 
8d.,  while  the  lowest  is  10s.  less,  and  in  every  instance  the  English 
company  takes  the  risk  and  does  the  carting  at  both  ends  in  addition. 

Mr.  Esch.  Who  pays  the  icing  charge  ? 
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Mr.  Brookhart.  Let  me  see  if  there  is  anything  on  that.  How- 
ever, Mr.  Ackworth  is  giving  this  now  as  a  comparison  of  the  rates 
in  the  two  countries,  and  I  think  he  has  included  all  of  the  elements 
that  go  to  make  the  rate  in  this  conn  try  and  in  that  country.  It 
would  not  be  fair  if  he  had  not  done  so. 

Mr.  Esch.  Certainlj  not,  because  icing  is  a  very  material  part. 

Mr.  Sims.  In  a  40-mile  haul? 

Mr.  Esch.  Yes;  because  in  this  country  your  car  may  be  on  a 
siding  a  day  or  more.     It  is  not  safe. 

Mr.  Sims.  In  that  country  they  have  got  to  deliver  it,  too. 

Mr.  Brookhart.  But  on  hay  and  straw  there  would  be  no  such 
charge.  That  would  apply  only  to  butter.  Here  is  a  long  list  of 
others: 

We  have  heard  a  good  deal  in  England  about  the  extortionate  rates  which  are 
killing  the  fruit  trade.  The  American  rates  appear  to  be  higher  in  almost  every 
case.  Here  is  one  comparison:  Kirkwood  to  Jersey  City,  141  miles:  peaches  in 
less  than  carloads,  owners'  risk,  55s.  2d.:  company's  risk,  82b.  lOd.  In  England, 
raspberries  and  strawberries,  from  Wisbech  to  Manchester,  142  miles,  owners'  risk, 
40s.;  company's  risk,  47s.  (id.  Stanbridgeford  to  Manchester,  147  miles,  plums  and 
goos  jberri  s,  at  company'.-'  risk,  29s.  2d.  The  American  rates  are  quoted  as  l>y 
special  fast  train,  the  English  by  goods  train;  but  of  cours  i  the  English  service  delivers 
first  thing  next  morning,  and  the  American  fast  train  can  not  do  more.  An  ordinary 
American  goods  train  would  be  liable  to  take  a  couple  of  days.  The  American  rates 
exclude  both  loading  and  unloading.  The  English  include  not  only  these  services 
but  collection  and  delivery  as  well. 

Mr.  Sims.  Is  that  furnished  by  Mr.  Ackworth? 

Mr.  Brookhart.  This  is  Mr.  Ackworth's  own  work. 

Mr.  Ackworth  also  found  our  local  coal  rates  15  to  20  per  cent 
higher  than  the  English  local  rates,  and  our  milk  rates  40  to  50  per 
cent  higher.  With  a  2^-cent  passenger  rate  in  the  United  States  it 
is  evident  that  private  ownership  is  not  giving  the  public  low  rates 
in  the  two  greatest  countries  in  the  world. 

Second.  Does  it  give  better  service  ?  Here  is  the  description  of  an 
eyewitness: 

The  track  is  good  and  the  provisions  for  safety,  bo  far  as  concerns  grade  crossings, 
the  block  system,  etc.,  are  excellent.  But  the  secretary  of  the  Board  of  Trade  told 
me  there  was  no  automatic  coupler  in  England,  which  railway  managers  explain 
by  saying  that  their  cars  were  built  for  side  strain  and  could  not  stand  the  center 
shock.  So  it  was  a  question  of  rebuilding  their  rolling  stock.  The  toy  freight  cars 
half  or  quarter  loaded,  the  motley  freight  trains  made  up  of  all  sorts  of  cars,  many 
of  them  marked  with  the  names  of  private  owners,  remnants  of  the  early  system  of 
having  shippers  own  their  own  cars;  the  stations  plastered  all  over  with  a  mob  of 
flaring  red,  green,  yellow,  blue,  and  whit<>  advertisements;  the  bituminous  smoke 
let  to  run  wild,  and  the  piercing  shrieks  of  the  shrill  engines  whose  musical  and 
artistic  education  has  been  wholly  neglected,  and  who  are  very  unhappy  in  the 
service,  judging  by  the  tone  of  their  remarks,  a  condition  in  which  I  heartily  sym- 
pathiz  •  with  them:  the  compartment  cars  with  half  the  seats  back  to  the  engine, 
most  of  the  passengers  far  removed  from  the  windows,  no  opportunity  for  ventilation 
exci  pt  by  direct  draft  from  the  window  with  a  splendid  chance  of  catching  cold; 
no  means  of  warming  the  cars  except  by  long  tubes  of  hot  water  on  the  floor,  called 
foot  warmers,  and  many  times  not  even  this;  no  chance  to  get  up  and  walk  about, 
not  even  a  drink  of  water  to  be  had  in  a  five  or  six  hour  ride;  and  guards  that  carefully 
refrain  from  announcing  the  stations,  so  that  passengers  must  often  rely  on  intuition 
to  know  where  they  are,  or  else  call  out  of  the  car,  or  get  out  to  inquire  (the  only  way 
to  open  the  door  in  order  to  do  either  of  these  things  being  to  let  down  the  window 
and  reach  way  down  and  out  to  the  handle,  a  procedure  which  in  cold  weather  is 
anything  but  comfortable  for  the  passenger  in  question,  or  for  his  fellow  prisoner  in 
the  same  cell,  called  by  courtesy  a  compartment) — such  is  the  picture  of  railway 
i  ravel  in  the  ordinary  English  trains.  At  the  close  of  my  journeyings,  after  weeks 
of  experience  on  English  railroads,  I  wrote  in  my  notebook:  "After  suffering  the 
railway  accommodations  of  England  I  hardly  think  the  continental  roads  even  in 
Italy  can  have  any  terrors  for  me." — (Prof.  Frank  Parsons.) 
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Third.  Has  regulation  prevented  the  evils  of  monopoly  and  secured 
fair  treatment  for  the  public? 

The  English  have  3,300  legislative  enactments  regulating  the 
railroads  and  they  cost  $400,000,000. 

Mr.  Escn.  That  is  an  enormous  cost — $400,000,000. 

Mr.  Brookhart.  It  cost  something  to  get  legislation. 

Mr.  Esch.  You  understand  the  English  do  not  have  the  power  of 
condemnation,  therefore  they  have  to  put  a  lot  of  political  pressure 
on  Parliament  to  get  anything. 

Mr.  Sims.  You  do  not  mean  the  whole  railroad  system  of  England  '. 

Mr.  Brookhart.  That  was  the  expense  of  getting  these  3,300 
legislative  enactments  through  Parliament. 

The  Chairman.  Do  you  say  that  amount  appeared  in  the  railway 
accounts? 

Mr.  Brookhart.  It  appeared  in  this  parliamentary  investigation; 

The  Chairman.  But  do  they  say  the  railways  expended 
$400,000,000? 

Mr.  Brookhart.  No;  the  corporations  who  got  the  acts  through. 

In  1872  one  of  the  ablest  committees  that  ever  sat  in  England 
reviewed  all  of  these  regulations  and  reported  that  English  railroad 
legislation  had  never  accomplished  anything  it  sought  to  bring  about, 
nor  prevented  anything  it  had  sought  to  hinder.  In  1888  another 
law  revising  the  rates  downward  was  enacted.  After  an  inquiry  of 
130  days  the  result  was  one  and  one-half  rates  increased  for  every 
one  that  was  reduced.  They  tried  another  law  in  1894  and  it  proved 
ineffective.  Complaints  of  extortion  and  discrimination  still  pour  in 
on  the  board  of  trade,  which  only  has  conciliatory  powers,  and  upon 
the  commission,  which  has  power  of  injunction,  fine,  and  impris- 
onment. From  1888  to  1905,  3,200  complaints  were  made  to  the 
board  of  trade  and  ten  times  that  many  to  the  traders'  association, 
and  shippers  as  a  rule  are  afraid  to  fight  the  railway.  Upon  that 
subject  President  Hadley  in  his  conclusions  against  railway  owner- 
ship is  quite  fair  in  his  discussion  of  these  questions.  Here  is  what 
he  says: 

The  number  of  complaints  by  no  means  indicates  the  number  of  men  who  have 
grievances.  Men  have  good  reason  to  think  twice  before  they  enter  a  complaint.  A 
complainant  is  likely  to  lose  more  money  than  he  gains.  Every  important  case  is  ^o 
persistently  appealed  that  the  original  promptness  or  cheapness  of  railway  commission 
practice  counts  for  nothing,  and  the  indirect  results  are  worse  yet.  A  complainant 
is  a  marked  man,  and  the  commission  can  not  protect  him  against  the  vengeance  of 
the  railroads.  A  town  fares  no  better.  It  complains  of  high  terminal  charges  and 
the  company  retorts  by  raising  the  local  tariff  for  that  place  100  per  cent.  A  coal 
mine  complains  of  freight  rates  and  the  railroad  refuses  to  carry  for  it  on  any  terms. 
Even  the  War  Department  is  afraid.  It  has  its  grievances,  but  it  dare  not  make 
them  public  for  fear  of  reprisals.     (Railroad  Transportation,  175-176.) 

Mr.  Esch.  That  was  written  over  25  years  ago. 
Mr.  Brookhart.     Mr.  Ackworth  says,  and  this  was  written  quite  a 
while  since: 

Eor  every  shilling  cut  by  an  expeditious  tribunal  off  a  rate  it  is  easy  for  the  railway 
companies  to  withdraw  two  shillings  worth  of  facilities.  For  a  merchant  or  farmer  to 
undertake  to  fight  trained  railway  experts  with  a  lifetime's  experience  and  with 
every  fact  and  figure  a1  their  fingers'  ends,  is  only  to  court  defeat. 

Mr.  Esch.  That  was  written  10  years  ago. 
Mr.  Brookhart.  Something  like  that, 

Mr.  Esch.  But  since  that  time  has  not  England  passed  a  law 
whereby  the  burden  of  litigation  is  put  upon  the  Government,  the 
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commission,  somewhat  similar  to  our  Interstate  Commerce  Com- 
mission act,  where  the  load  is  put  on  the  Government? 

Mr.  Brookhart.  I  think  that  is  true. 

Mr.  Esch.  They  have  relieved  that  situation  very  largely. 

Mr.  Brookhart.  And  that  has  done  a  great  deal  of  good,  as  it  has 
here.  But  these  conditions  have  continued  largely  up  to  the  present 
time,  just  as  our  rate  fights  are  continuing  here. 

Mr.  Sims.  Then  it  has  not  changed  or  modified  human  nature,  I 
suppose  ? 

Mr.  Brookhart.  No,  sir;  not  in  the  least. 

The  report  of  the  commission  for  1903  contains  270  cases,  95  of 
which  charge  discrimination  and  many  of  the  others  excessive  rates. 
The  board  of  trade  report  for  1902  shows  325  complaints  in  three 
years,  nearly  all  of  discrimination. 

Fourth.  Has  private  ownership  in  England  produced  an  honest 
capitalization  and  an  honest  financial  management  ? 

The  roads  are  capitalized  at  an  average  of  $275,000  per  mile, 
almost  two  and  one-half  times  as  much  as  the  German.  There  is  no 
warrant  for  such  a  figure.  They  are  watered  as  badly  as  the  worst 
American  railroads.     Upon  this  subject  Herbert  Spencer  said: 

If,  in  times  past,  there  have  been  ministries  who  spent  public  money  to  secure  party 
ends,  there  are,  in  times  present,  railway  boards  who  use  the  funds  of  the  shareholders 
to  defeat  the  shareholders.  Like  their  prototype,  joint-stock  companies  have  their 
expensive  election  agents;  they  have  their  canvassing  with  its  sundry  illegitimate 
accompaniments;  they  have  their  occasional  manufacture  of  fraudulent  votes.  And 
as  a  general  result,  that  class  legislation,  which,  until  of  late,  was  habitually  charged 
against  statesmen,  is  now  habitually  displayed  in  the  proceedings  of  these  trading 
associations;  constituted  though  they  are  on  purely  representative  principles. 

The  general  public — who  never  see  a  railway  journal  and  who  skip  the  reports  of 
half-yearly  meetings  that  appear  in  the  daily  newspapers — are  under  the  impression  that 
dishonesties  akin  to  those  gigantic  ones  so  notorious  years  ago  are  no  longer  committed. 
They  do  not  forget  the  doings  of  stags  and  stockjobbers  and  runaway  directors;  they 
remember  how  men  of  straw  held  shares  amounting  to  £100,000,  and  even  £200,000;; 
how  numerous  directorates  were  filled  by  the  same  persons — one  having  a  seat  at 
23  boards;  how  subscription  contracts  were  made  up  with  signatures  bought  at  10s. 
and  4s.  each,  and  porters  and  errand  boys  made  themselves  liable  for  £30,000  and 
£40,000  apiece.  They  can  narrate  how  boards  kept  their  books  in  cipher,  made 
false  registries,  and  refrained  from  recording  their  proceedings  in  minute  books;  how 
in  one  company  half  a  million  of  capital  was  down  to  unreal  names;  how  in  another 
directors  bought  for  account  more  shares  than  they  issued,  and  so'forced  up  the  price; 
and  how  in  many  others  they  repurchased  for  the  company  their  own  shares,  paying 
themselves  with  the  depositors'  money.  But,  though  more  or  less  aware  of  the 
iniquities  that  have  been  practiced,  they  generally  think  of  them  as  the  accompani- 
ments of  bubble  schemes. 

Mr.  Esch.  You  have  to  take  into  consideration  that  the  English 
roads  are  double-tracked  and  most  of  them  quadruple-tracked. 

Mr.  Brookhart.  And  the  German,  too. 

Mr.  Esch.  So  we  can  not  make  a  fair  comparison  with  the  American 
lines,  where  there  is  only  a  small  per  cent  of  double  track. 

Mr.  Brookhart.  Still  this  capitalization  is  excessive;  all  author- 
ities agree  that  it  is. 

I  have  some  further  statements  from  Herbert  Spencer  here  which  I 
should  like  to  go  in  the  record. 

Senator  Cummins.  A  statement  from  Spencer  in  regard  to  the 
activities  of  railroad  companies  in  politics  % 

Mr.  Brookhart.  Yes;  in  reference  to  the  fraud  in  building  and  the 
leasing  and  purchasing  of  subordinate  lines. 
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Senator  Cummins.  I  read  that  in  some  former  time.  It  is  a  very 
graphic  description  of  the  way  the  railroads  operated  in  politics  in 
England. 

Mr.  Esch.  We  can  duplicate  it  here,  I  think. 

Mr.  Brookhart.  It  would  take  the  worst  cases — well,  I  do  not 
know  that  it  would  take  the  worst,  but  it  would  take  the  average 
case  in  our  country  to  come  up  to  the  experience  in  England. 

A  history  of  railway  management  and  railway  intrigue,  however,  would  quickly 
undeceive  them.  In  such  a  history  the  doings  of  projectors  and  the  mysteries  of 
the  share  market  would  occupy  less  space  than  the  analysis  of  the  multiform  dis- 
honesties that  have  been  committed  since  1845,  and  the  genesis  of  that  elaborate 
system  of  tactics  by  which  companies  are  betrayed  into  ruinous  undertakings  that 
benefit  the  few  at  the  cost  of  the  many.  From  the  published  report  of  an  investiga- 
tion committee  it  would  be  shown  how,  not  many  years  since,  the  directors  of  one  of 
our  lines  allotted  among  themselves  15,000  new  shares,  then  at  a  premium  in  the 
market — how  to  pay  the  deposits  on  these  shares  they  used  the  company's  funds — 
how  one  of  their  number  thus  accommodated  himself  in  meeting  both  deposits  and 
calls  to  the  extent  of  more  than  £80,000.  We  should  also  read  in  it  of  directors  who 
made  loans  to  themselves  out  of  the  company's  floating  balances  at  a  low  rate  of  interest 
when  the  market  rate  was  high;  and  who  paid  themselves  larger  salaries  than  those 
assigned,  entering  the  difference  in  an  obscure  corner  of  the  ledger  under  the  head  of 
"petty  disbursements."  There  would  be  documents  showing  that  the  proxies,  en- 
abling boards  to  carry  contested  measures  have  in  some  cases  been  obtained  by  garbled 
statements;  and,  again,  that  proxies  given  for  a  specific  purpose  have  been  used  for 
other  purposes.  One  of  our  companies  would  be  proved  to  have  projected  a  line, 
serving  as  a  feeder,  for  which  it  obtained  shareholders  by  offering  a  guaranteed  divi- 
dend, which,  though  understood  by  the  public  to  be  unconditional,  was  really  con- 
tingent upon  a  condition  not  likely  to  be  fulfilled.  The  managers  of  another  company 
would  be  convicted  of  having  carried  party  measures  by  the  aid  of  preference  shares 
standing  in  the  names  of  station  masters,  and  of  being  aided  by  the  proxies  of  the 
secretary's  children  too  young  to  write. 

The  corruptions  here  glanced  at  are  not  mere  exceptional  evils,  but  result  from  some 
deep-seated  vice  ramifying  throughout  our  system  of  railway  government. 

In  reference  to  fraud  in  building,  leasing,  or  purchasing  subordinate 
lines,  Spencer  also  said: 

After  a  few  recurrences  of  this  proceeding  it  was  clearly  perceived  by  quick-witted 
speculators  that  the  making  of  lines  so  circumstanced  as  to  be  bid  for  by  competing 
companies  would  be  a  lucrative  policy.  Shareholders  who  had  once  pocketed  these 
large  and  easily-made  gains  were  eager  to  repeat  the  process  and  cast  about  for  districts 
in  which  it  might  be  done.  Even  the  directors  of  the  companies  by  whom  these  high 
prices  were  given  under  the  temptation  to  aid  in  this — for  it  was  manifest  to  them 
that  by  obtaining  a  larger  interest  in  any  such  new  undertaking  than  they  possessed 
in  the  purchasing  company,  and  by  using  their  influence  in  the  purchasing  company 
to  obtain  a  good  price  or  guaranty  for  the  new  undertaking  a  great  advantage  would 
be  gained,  and  that  this  motive  has  been  largely  operative — railway  history  abundantly 
proves.  Once  commenced,  sundry  other  influences  conspired  to  stimulate  this 
making  of  feeders  and  extensions.  The  nonclosure  of  capital  accounts  rendered  pos- 
sible the  "cooking"  of  dividends,  which  was  at  one  period  carried  to  a  great  extent. 
Under  various  incentives,  speculative  and  other,  expenditure  that  should  have  been 
charged  against  revenue  was  charged  against  capital;  works  and  rolling  stock  were 
allowed  to  go  unrepaired,  or  sufficient  additions  made  to  them,  by  which  means  the 
current  expenses  were  rendered  delusively  small;  long  credit  agreements  with  con- 
tractors permitted  sundry  disbursements  that  had  been  virtually  made  to  be  kept  out 
of  the  accounts;  and  thus  the  net  returns  were  made  to  appear  much  greater  than  they 
really  were.  Naturally  the  new  undertakings  put  before  the  moneyed  world  by  com- 
panies whose  stock  and  dividends  had  been  thus  artificially  raised  were  received  with 
proportionate,  favor. 

Under  the  prestige  of  their  parentage  their  shares  came  out  at  high  premiums, 
bringing  large  profits  to  the  projectors.  The  hint  was  soon  taken,  and  it  presently 
became  an  established  policy,  under  the  auspices  of  a  prosperity,  either  real  or  mock, 
to  get  up  these  subsidiary  lines — "'calves,"  as  they  were  called  in  the  slang  of  the 
initiated — and  to  traffic  in  the  premiums  their  shares  commanded,  meanwhile  had 
been  developing  a  secondary  set  of  influences  which  also  contributed  to  foster  unwise 
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enterprises,  namely,  the  business  interests  of  the  lawyers,  engineers,  contractors,  and 
other  directly  or  indirectly  employed  in  railway  construction.  Thus,  partly  from  the 
jealousy  of  rival  boards,  partly  from  the  avarice  of  shareholders  in  purchased  lines, 
partly  from  the  dishonest  schemings  of  directors,  partly  from  the  maneuvers  of  those 
whose  business  it  is  to  carry  out  the  projects  legally  authorized,  partly,  and  perhaps 
mainly,  from  the  delusive  appearance  of  prosperity  maintained  by  many  established 
companies,  there  came  the  wild  speculations  of  1844  and  1845. 

Fifth.  Does  private  ownership  keep  out  of  politics  in  England  ? 

In  1845  an  official  report  showed  157  members  of  Parliament 
whose  names  were  on  the  registers  of  new  companies  for  sums  varying 
from  $1,400,000  downward. 

Mr.  Sims.  What  do  you  mean  ? 

Mr.  Brookhart.  Gifts;  something  like  star-route  trials. 

Mr.  Sims.  Contributions? 

Mr.  Brookhart.  Yes;  you  have  got  the  same  story  wherever 
private  ownership  has  existed  in  the  world;  you  have  the  same 
history  that  we  had  to  go  through  in  this  country. 

Of  this  subject  Herbert  Spencer  said: 

There  are  81  directors  sitting  in  Parliament;  and  though  some  of  these  take  little 
or  no  part  in  the  affairs  of  their  respective  railways,  many  of  them  are  the  most  active 
members  of  the  boards  to  which  they  belong.  We  have  but  to  look  back  a  few  years 
and  mark  the  unanimity  with  which  companies  adopted  the  policy  of  getting  them- 
selves represented  in  the  legislature  to  see  that  the  furtherance  of  their  respective 
interests  was  the  incentive.  How  well  this  policy  is  understood  amongst  the  initiated 
may  be  judged  from  the  fact  that  gentlemen  are  now  in  some  cases  elected  on  boards 
simply  because  they  are  members  of  Parliament.  Of  course,  this  implies  that  rail- 
way legislation  is  affected  by  a  complicated  play  of  private  influences. 

This  condition  has  continued  down  to  date.  Private  ownership 
never  did  stay  out  of  politics.  Perhaps  that  accounts  for  the  strong 
public  sentiment  for  Government  ownership  in  England.  In  refer- 
ence to  the  sentiment  in  the  United  States,  President  Hadley  said 
in  Kailway  and  Transportation,  page  258: 

There  is  a  strong  popular  feeling,  to  a  large  extent  unsuspected  by  those  in  authority, 
in  favor  of  Government  ownership  of  railways  as  a  system.  No  one  can  have  much 
to  do  with  the  more  thoughtful  laboring  man  without  finding  out  how  strong  the 
feeling  is  and  what  hopes  are  based  upon  it.  The  fact  that  the  question  is  not  now 
under  discussion  must  not  blind  us  to  the  fact  that  forces  are  at  work  which  may  prove 
all  but  revolutionary  when  the  question  does  come  under  discussion. 

Quoting  and  commenting  on  these  words,  Carl  S.  Vrooman  said: 

That  a  similar  state  of  affairs  exists  in  Great  Britain — the  only  other  first-class  power 
which  still  holds  firmly  to  the  policy  of  private  ownership  and  management  of  trans- 
portation facilities — is  borne  out  by  a  statement  which  was  made  to  the  late  Frank  W. 
Parsons  not  long  ago  by  Mr.  W.  M.  Ackworth,  the  most  conservative  railroad  authority 
in  England,  to  the  effect  that  nine  out  of  every  ten  people  in  Great  Britain  would 
vote  for  public  ownership  if  the  question  were  submitted  to  a  vote  to-morrow. 

Mr.  E.  B.  Biggar,  a  noted  Canadian  author  and  economist,  has 
published  a  book  on  government  ownership  of  railways  since  Mr. 
Ackworth  appeared  before  this  committee,  and  the  following  quota- 
tion is  from  pages  244  and  245. 

Mr.  Sims.  Is  that  Mr.  Ackworth's  idea  of  what  would  take  place 
in  England  ? 

Mr.  Brookhart.  That  was  Mr.  Vrooman  I  was  quoting. 

The  Chairman.  You  referred  at  some  point  there  to  a  statement 
that  Mr.  Gladstone,  I  think,  proposed  to  take  over  the  railroads  in 
England  at  a  cost  of  twenty-five  times  the  net  revenue  of  the  roads 
in  the  preceding  year  ? 

Mr.  Brookhart.  The  average  of  one  year  figured  on  the  average 
of  the  three  preceding  years. 
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The  Chairman.  I  was  just  thinking  what  the  rule  would  produce 
here  as  the  cost  of  the  road;  the  net  revenues  of  the  roads  were 
SI, 056,000,000;  the  year  hefore  it  was  something  like  $750,000,000. 
and  the  year  before  that  something  like  $800,000,000,  I  think. 
Now,  that  would  make  an  average,  roughly  speaking,  of  $900,000,000. 
Twenty-five  times  $900,000,000  would  be  $22,500,000,000. 

Mr.  Brookhart.  I  think  you  have  substantially  stated  the  case 
if  they  were  purchased  on  that  rule.  But  I  would  say  that  rule 
would  be  a  very  unjust  rule  to  enforce  in  the  United  States. 

The  Chairman.  Have  you  anything  to  say  regarding  the  rule? 

Mi*.  Sims.  It  was  twenty  instead  of  twenty-five,  was  it  not  \ 

Mr.  Brookeart.  Twenty-five  is  my  recollection.  But  that  was 
many  years  ago;  in  1844  I  think  that  rule  was  established. 

The  Chairman.  What  is  the  capitalization  of  the  roads  to-day  \ 

Mr.  Brookhart.  In  my  original  statement  1  have  set  out  the  net 
capitalization,  and  assumed  the  value  to  he  the  net  capitalization. 
I  do  not  think  it  is  equal  to  the  net  capitalization.  I  think  a  very 
fair  way  to  determine  it  would  be  to  take  the  average  of  the  stock  and 
bond  values  for  a  series  of  years  and  find  out  what  it  would  be. 

Mr.  Sims.  The  market  values,  do  you  mean  '. 

Mr.  Brookhart.  The  market  values,  yes;  for  a  series  of  years. 
My  own  judgment  is  that  they  would  not  be  worth,  on  what  their  own 
markets  have  made  them  worth  during  those  years,  $15,000,000,000. 
They  would  be  less  than  that.  I  figured  it  out  for  the  year  1913  at 
one  time,  and  it  was  something  over  $13,000,000,000  and  that  was  on 
a  partial  estimate  of  stocks.  I  took  the  better  roads,  so  I  know  the 
total  value  would  be  less;  I  took  thirty-eight  roads,  as  I  recollect, 
the  better  roads,  and  got  the  stock  and  bond  values  on  those  and 
figured  out,  using  that  percentage  on  the  whole  of  the  railroads  in  the 
United  States,  and  it  was  something  over  $13,000,000,000  which  it 
figures  out  to  be  worth  at  that  time.  Now,  then,  if  you  were  going 
to  purchase  them  you  ought  not  figure  it  on  an  estimate,  but  take  the 
quotations  on  all  the  roads,  and  when  you  have  done  that  I  am  quite 
sure  that  at  this  time  it  would  not  exceed  $15,000,000,000  of  actual 
value. 

Mr.  Sims.  Mr.  Lovett  did  not  estimate  it  at  over  $16,000,000,000 
is  my  recollection. 

Mr.  Brookhart.  That  is  true.  You  see  it  generally  stated  in 
the  newspapers  that  it  is  $20,000,000,000,  and  that  is  obtained  by 
this  duplicate  capitalization  which  I  have  criticized  so  strongly  here, 
and  it  is  unjust  as  a  basis. 

The  Chairman.  You  mean  to  say  than  on  capitalization  that 
embraces  intercorporate  .holdings  of  stock  \ 

Mr.  Brookhart.  Yes. 

Mr.  Sims.  You  mean  the  gross  valuation  \ 

Senator  Cummins.  The  par  valuation  of  all  the  railroads  in  the 
country,  including  stocks  and  bonds,  but  eliminating  the  duplica- 
tions, is  now  under  $17,000,000,000? 

Mr.  Brookhart.  Yes;  the  net  capitalization  is  under  that.  Now, 
since  Mr.  Ackworth  was  here,  Mr.  E.  B.  Biggar,  a  noted  economist 
and  publisher,  made  the  following  statement  before  this  committee: 

Mr.  Ackworth  himself,  in  hi?  book  the  Railways  and  the  Traders,  summed  up  the 
world  movement  in  railways  in  these  words:  "  From  China  to  Peru  the  nations  of  the 
world  have,  after  somewhat  more  than  half  a  century's  ox  perience,  finally  decided  either 


2216  INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

that  their  Governments  shall  own  and  work  their  railways,  or  at  least  that,  in  return 
for  a  generous  measure  of  state  support,  their  railways  shall  accept  an  equally  ample 
measure  of  state  control."  In  a  later  work  he  wrote:  "The  conclusion,  therefore,  that 
I  most  reluctantly  arrive  at,  is  that  we  (Great  Britain)  can  not  go  on  as  we  are;  that 
there  is  little  hope  for  the  establishment  of  an  adequately  and  clearly  thought  out 
system  of  state  control,  and  that,  therefore,  the  only  alternative — state  ownership — 
is  inevitable.     I  can  see  on  the  political  horizon  no  force  to  stop  it." 

Senator  Cummins.  How  long  ago  was  that  written? 

Mr.  Brookhart.  That  was  not  written  more  than  two  or  three 
years  ago. 

A  little  statement  of  the  results  of  municipal  ownership  of  street 
railways  in  England  might  disclose  the  reason  why  public  sentiment 
is  so  overwhelmingly  in  favor  of  Government  ownership  of  the  rail- 
roads. One  hundred  and  thirty-six  cities  own  street  railways  in 
England,  and  the  average  fare  charged  is  2.1  cents.  Private  com- 
panies operate  street  railways  in  138  cities  and  the  average  fare  is 
2.48  cents,  or  over  18  per  cent  higher.  In  the  cities  of  Glasgow, 
Manchester,  Liverpool,  and  London,  which  are  typical  of  all  England, 
the  employees  on  the  municipal  lines  work  an  average  of  57  nours 
per  week  and  draw  an  average  pay  of  $7.84.  On  the  private  lines  of 
London,  Dublin,  Norwich,  and  Bristol,  which  are  also  typical,  they 
work  70  hdurs  per  week  for  an  average  pay  of  $7.20. 

The  Chairman.  $7.20  a  week? 

Mr.  Brookhart.  Yes. 

The  Chairman.  What  on  the  others? 

Mr.  Brookhart.  $7.84. 

Under  private  ownership  they  work  nearly  19  per  cent  more  time 
and  draw  nearly  9  per  cent  less  pay.  Upon  these  lower  rates  and 
after  paying  these  higher  wages,  in  1905,  the  city  of  Glasgow  had  net 
profits  from  its  municipal  street  railways  of  $1,609,987,  and  this 
result  is  also  typical  of  England. 

These  facts  are  many  times  more  valuable  to  this  committee  than 
any  possible  deductions  from  government  operation  of  telephones 
in  England.. 

SWITZERLAND. 

1891,  Government  ownership  defeated  by  a  2  to  1  vote. 

1897,  adopted  by  2  to  1  vote. 

In  last  election  the  only  new  argument  was  that  the  majority  of 
registered  shareholders  were  foreigners. 

The  three  principal  roads  taken  over  in  1901,  a  fourth  in  1903,  and 
the  last,  the  Gotthard,  in  1909.  Financing  by  law  was  kept  separate 
from  State  affairs. 

Government  ownership  a  failure  because — 

1.  The  roads  cost  11  per  cent  more  than  the  estimates. 

Answer.  The  estimates  were  made  in  1897  and  the  purchases 
began  in  1901  and  did  not  end  until  1909.  It  might,  therefore,  be 
claimed  that  the  roads  cost  less  rather  than  more  than  the  estimates. 

2.  There  was  a  serious  increase  of  expenses  due  mainly  to  increased 
wages  and  reduced  hours  for  the  staff.  Between  1906  and  1911  the 
number  of  staff  increased  46  per  cent  and  wages  92  per  cent.  The 
operating  ratio  went  up  from  65.53  per  cent  in  1903  to  71.03  per  cent 
in  1918.     In  three  years  there  was  a  deficit  of  $2,500,000. 

Answer.  There  was  a  greatly  improved  and  extended  service. 
The  mileage  increased  25  per  cent,  the  passenger  traffic  by  100  per 
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•cent,  and  the  freight  traffic  by  67  per  cent.  The  wage  bill  was  also 
increased  by  100  per  cent,  and  this  I  consider  an  achievement  of  great 
public  benefit,  especially  since  there  was  no  increase  in  rates.  The 
freight  rates  were  but  slightly  changed,  and  the  passenger  rates  were 
actually  reduced  by  13i  per  cent.  In  1910  the  average  passenger 
rate  was  only  1.29  cents  per  mile.  While  the  per  ton-mile  freight  rate 
was  higher  than  in  the  United  States  still  the  actual  rate  for  the  service 
performed  was  lower.  The  Swiss  haul  is  only  45  miles  against  250 
in  the  United  States.  This  would  add  4^  terminal  charges  to  the 
American  rate  and  raise  it  to  2.6  cents  against  3.01  in  Switzerland. 
But  when  you  consider  the  further  facts  that  the  American  freight 
density  is  four  times  the  Swiss,  that  the  Swiss  roads  cost  nearly  twice 
the  American  per  mile,  and  that  the  proportion  of  high-class  freight 
is  very  much  greater  in  Switzerland  you  must  conclude  that  even  the 
Swiss  freight  rate  is  lower  than  the  American  and  the  passenger  rate 
only  a  little  over  one-half. 

The  Chairman.  Do  you  know  what  the  estimated  cost  per  mile 
of  railroads  in  Switzerland  was  ? 

Mr.  Brookhart.  It  seems  to  me  it  was  $129,000  or  something  like 
that. 

The  Chairman.  As  against  $65,000? 

Mr.  Brookhart.  Yes;  about  twice. 

Mr.  Esch.  Have  they  not  electrified  some  of  their  lines,  too  ? 

Mr.  Brookhart.  Yes;  they  have  done  that. 

Upon  these  low  rates  Government  ownership  has  wiped  out  the 
deficit,  improved  the  property,  and  greatly  improved  the  service. 
In  the  old  days  the  third-class  passenger  cars  were  heated  with 
hot-water  bottles,  but  now  they  are  heated  with  steam. 

As  for  the  increase  in  operating  ratio,  it  is  a  mathematical  illusion 
or  mirage.  On  the  French  battle  field  it  would  be  called  a  "camou- 
flage." For  instance,  the  gross  returns  of  a  business  might  be  $1,000, 
the  expenses  $500,  the  net  earnings  $500,  and  the  operating  ratio  50 
per  cent.  The  gross  earnings  might  be  increased  to  $1,500,  the  op- 
erating expenses  to  $900,  the  operating  ratio  to  60  per  cent,  and 
still  the  net  earnings  would  be  increased  to  $600,  an  increase  of  20 
per  cent.  Therefore  an  increase  in  the  operating  ratio  of  expenses 
does  not  mean  disaster.  It  may  mean  the  opposite,  and  usually  does 
mean  greater  earnings. 

3.  The  authors  of  the  purchase  claimed  the  profits  would  extin- 
guish the  railway  debt  in  60  years.  In  fact,  the  debt  has  been  in- 
creased from  $205,493,880  to  $270,132,800  in  15  years. 

Answer.  The  mileage  has  increased  over  25  per  cent,  which  alone 
almost  accounts  for  the  increased  debt.  In  addition  the  lines  have 
nearly  all  been  changed  from  single  to  double  track.  Ballast  has 
been  added  and  the  equipment  greatly  improved.  On  the  Jura 
Simplon  20,000,000  francs  were  spent  on  the  great  tunnel.  If  all  of 
these  additions,  betterments,  changes,  and  improvements  had  been 
made  by  an  enterprising  American  capitalist,  he  would  have  easily 
doubled  the  capitalization  instead  of  adding  only  32  per  cent  the  cost 
to  the  Swiss  Government. 

A  democratic  government  in  Switzerland  has  managed  its  rail- 
roads with  as  great  success  as  an  autocracy  in  Germany. 


2218       INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

ITALY. 

There  is  no  decisive  argument  either  for  or  against  Government 
ownership  in  the  history  of  the  Italian  railways.  Italy  has  tried  more 
different  plans  of  operation  than  any  other  country,  and  all  have  been 
a  failure.  Edward  Dudley  Kenna  says:  "In  Italy  railroads  are  still 
abominable,  but  they  are  infinitely  better  than  they  were  before  the 
State  took  them  over."  The  State  is  operating  them  at  a  loss,  but 
they  were  operated  at  a  greater  loss  to  the  State  under  private  owner- 
ship. It  must  also  be  noted  that  the  rates  of  the  Italian  roads  for 
both  passengers  and  freight  are  much  lower  than  American  rates.- 
In  1906  the  average  passenger  and  freight  rate  was  only  1.25  cents  per 
mile,  and  in  1908  the  average  freight  rate  was  1.56  cents  per  ton 
per  mile.  In  1906  the  average  length  of  haul  was  70  miles,  and,  con- 
sidering the  character  and  density  of  traffic,  the  American  rate  is 
much  higher.  If  Italy  would  raise  her  rates  up  to  the  American 
level,  her  railroads  would  probably  make  a  good  profit,  in  spite  of  the 
fact  that  her  natural  resources  are  much  less.  Her  low  rates  are  dis- 
regarded by  the  opponents  of  Government  ownership. 

In  1906  average  haul  (Johnson,  303),  miles  70. 

The  Chairman.  Do  you  know  what  the  average  cost  per  mile  of 
the  Italian  roads  is? 

Mr.  Brookhart.  I  have  that  in  my  record,  but  I  would  have  to 
ook  it  up. 

AUSTRIA. 

Average  passenger  fare,  1906,  0.89  cents. 

Average  per  ton-mile,  freight,  1.425  cents. 

Average  haul,  80  miles. 

The  zone  system  is  used  for  both  freight  and  passenger. 

Johnson,  299,  302-303. 

Mr.  Sims.  Is  that  Government  ownership  ? 

Mr.  Brookhart.  That  is  Government  ownership  generally,  about 
as  completely  as  in  Germany. 

The  Chairman.  What  is  the  cost  per  mile  there? 

Mr.  Brookhart.  That  would  be,  I  think,  a  little  higher  than  the 
German,  $130,000  and  something;  Germany,  $114,000,  when  I 
reckoned  it  up  last. 

RUSSIA. 

Average  passenger  fare,  1905,  0.75  cents. 

Average  per  ton-mile,  1  cent. 

Mileage,  35,569. 

The  Chairman.  Do  you  average  the  cost  per  mile  there? 

Mr.  Brookhart.  No ;  I  do  not. 

The  Chairman.  Could  you  ascertain  it  and  put  it  in  the  record  ( 

Mr.  Brookhart.  I  think  I  have  the  statement  of  the  average  cost 
per  mile  in  most  of  these  countries,  and  I  think  I  can  furnish  that  to 
the  committee. 

HOLLAND. 

The  railroads  are  for  the  most  part  owned  by  the  State  but  all 
operated  by  private  companies.  They  have  strong  competition  from 
canals  and  rivers,  and  most  of  the  heavy  low-rate  tonnage  goes  by 
water.     It  is,  therefore,  evident  that  the  rates  are  much  lower  for  the 
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same  service  than  in  the  United  States.     In  1909  the  average  passen- 
ger rate  was  1.48  cents  and  the  average  Ion-mile  1.42  cents. 

The  first  railways  were  built  by  private  companies  from  1840  to 
1856.  The  State  began  to  build  in  1860.  The  minister  says:  " Pri- 
vate enterprise  having  originally  chosen  for  construction  the  most  pro- 
ductive lines,  which  are  only  few  in  the  Netherlands  in  consequence 
of  the  many  good  waterways,  the  State  has  been  obliged  to  build  the 
other  lines  in  order  to  complete  the  railway  net."  The  Government 
roads  were  leased  to  private  companies,  but  control  is  strong  and  the 
result  is  little  short  of  Government  operation.  The  railroads  are  kept 
out  of  politics  and  the  regulations,  even  including  time  tables,  are 
made  by  t  he  Government  after  consultations  with  the  commercial  and 
other  interests. 

FRANCE. 

The  railway  business  in  France  is  conducted  by  a  partnership 
between  the  State  and  private  companies.  The  State  furnished  the 
right  of  way  and  the  roadbed  and  the  companies  built  the  track  and 
furnished  the  equipment  and  the  branch  lines  after  1852  until  they 
went  into  bankruptcy.  The  part  furnished  by  the  State  was  more 
than  half  the  cost  of  the  roads.  The  State  guaranteed  the  interest 
on  the  funded  debt  and  also  guaranteed  the  stock  dividends  and 
reserved  part  of  the  dividends  to  itself  above  certain  rates. 

I  might  say  they  guarantee  the  interest  on  the  funds  indirectly, 
having  guaranteed  the  interest  on  the  stock,  in  order  to  receive  any 
certificates,  it  is  necessary  to  pay  the  interest  on  the  funded  debt,  so 
they  have  indirectly  guaranteed  the  whole  thing. 

This  gave  the  French  railways  the  benefit  of  Government  credit 
and  the  resultant  economy  upon  that  item.  The  contracts  also 
provide  that  the  roads  shall  become  the  property  of  the  State  upon 
payment  for  the  equipment  in  1950  and  1958.  Hence  the  unearned 
increment  in  real  estate  values  is  all  saved  to  the  State,  and  never 
capitalized.  There  is  no  competition  in  France.  Each  company 
has  a  complete  monopoly  in  its  territory.  Hence  the  waste  of  com- 
petition as  we  find  it  in  the  United  States  is  avoided.  The  evils  of 
the  monopoly  are  also  avoided  by  strict  Government  regulations  in 
finance,  in  operation,  and  in  commercial  relations  with  the  public. 
The  Government  prevents  watered  stocks,  discrimination,  and 
excessive  rates.  The  dividends  guaranteed  are  very  large  but  the 
proportion  of  stock  to  the  whole  capitalization  is  very  small,  only 
about  10  per  cent. 

This  margin  of  safety  we  heard  so  much  about  is  reduced  away 
down  in  France. 

The  Chairman.  What  is  the  guarantee  of  dividends  there? 

Mr.  Brookiiakt.  I  will  come  to  that  before  I  finish,  Mr.  Chairman. 

There  is  no  debate  about  the  margin  of  safety  between  stocks  and 
bonds  in  France.  The  Government  is  behind  both,  and  since  the  war 
has  taken  over  the  roads. 

From  this  statement  it  is  plain  that  most  of  the  benefits  of  Govern- 
ment ownership  are  attained  under  the  French  system.  The  Govern- 
ment is  in  fact  the  principal  owner  of  the  properties,  and  it  exercises 
a  complete  control  and  supervision  of  the  private  operation.  The 
opponents  of  Government  ownership  will  cite  the  good  points  of  French 
railways  and  give  the  credit  to  private  ownership.     They  will  cite  the 
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bad  points  and  charge  the  blame  to  Government  supervision.  In 
both  they  are  usually  wrong,  and  designedly  so.  A  striking  illustra- 
tion of  this  unfairness  is  found  in  the  accounts  of  the  operation  of  the 
Western  by  the  advocates  of  private  ownership.  On  January  lr 
1909,  the  French  Government  took  over  the  Western  and  has  since 
operated  it  as  a  Government  road.  Here  is  the  lurid  story  of  the 
opponents : 

Beginning  five  years  before  the  transfer,  in  ten  years  the  revenues 
increased  31  per  cent  and  the  operating  expenses  100  per  cent  and 
the  operating  ratio  from  56.4  to  85.2.  During  the  last  ten  years  of 
company  management  the  treasury  had  to  pay  an  average  of 
$2,894,280,  but  the  first  four  vears  of  Government  ownership  it  arose 
from  $6, 753, 320  to  $14,752,237.  The  service  was  absolutely  demoral- 
ized. The  payment  for  accidents  increased  from  an  average  of 
$500,000  to  $2,045,291  in  1911.  The  number  of  employees  was 
greatly  increased,  and  out  of  the  over  $10,500,000  increase  in  ex- 
penditures from  1908  to  1911  nearly  88, 500,000  was  for  wages  and 
salaries. 

A  little  analysis  of  their  figures  shows  that  37  per  cent  of  the* 
increase  in  expenditures  occurred  under  private  management  and 
likewise  11.4  of  the  operating  ratio,  and  these  big  increases  occurred 
during  the  last  year  or  two.  It  must  also  be  noted  that  the  figures 
given  for  the  cost  to  the  treasury  during  private  management  is  a 
10-year  average.  The  last  year  or  two  it  was  very  much  higher,  and 
it  is  necessary  to  use  a  10-year  average  in  order  to  cut  this  down. 
The  fact  is  that  in  1908,  the  last  year  the  Western  was  under  private 
management,  the  burden  upon  the  French  treasury  for  all  its  railroads 
was  $52,000,000.  Upon  the  question  of  accidents  the  methods  of 
argument  is  reversed.  Averages  are  no'  longer  valuable,  so  the 
particular  year  of  1911  is  chosen.  That  is  an  exceptional  year  and 
it  is  wholly  unfair  to  use  it  in  comparison  with  preceding  averages. 
Upon  the  question  of  increased  wages,  some  of  us  are  not  yet  con- 
vinced that  such  a  result  is  a  public  calamity.  A  large  part  of  this 
big  increase  in  wages  was  for  delayed  maintenance,  which  fact  is 
carefully  kept  from  view.  It  will  be  admitted  that  the  salaried-office 
class  was  unduly  enlarged  the  first  year  of  Government  operation, 
but  that  has  since  been  remedied,  which  fact  is  also  carefully  omitted. 

The  real  truth  as  to  the  Western  is  quite  simple.  It  was  a  failure 
under  private  management  financially  and  every  other  way.  The 
private  company  threw  up  its  hands  and  during  the  last  years 
neither  tried  to  operaate  or  maintain  the  road.  For  a  time  this  policy 
produced  greater  net  revenues,  but  the  reaction  was  inevitable.  The 
Government  was  forced  to  take  over  the  road  and  also  forced  to» 
pay  a  large  amount  to  restore  it  to  even  a  poor  working  condition. 
The  amount  of  delayed  maintenance  was  enormous  and  the  equip- 
ment was  practically  useless.  This  accounts  for  the  increased 
expenses.  The  road  is  better  than  it  ever  was  under  private  manage- 
ment.    Mr.  Edward  Dudley  Kenna  says  of  this  railroad: 

The  Western  was  the  poorest  railway  in  France,  and  it  is  still  far  from  the  best. 
But  it  is  now  better  than  it  was  under  private  ownership.  Of  course  large  expendi- 
tures have  been  required  and  more  will  be  required  before  it  can  be  brought  to  a 
state  of  complete  efficiency.  The  recent  history  of  national  railroad  operations  in 
France  proves  nothing.  That  it  has  been  cited  by  others  as  an  argument  against  State 
ownership  indicates  either  a  lack  of  good  faith  or  little  acquaintance  with  the  facts. 
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The  Chairman.  Who  says  that  ? 

Mr.  Brookhart.  Mr.  Edward  Dudley  Kenna,  former  vice  presi- 
dent of  the  Santa  Fe  Railroad  in  this  country,  who  has  written  very 
fairly  on  this  question  of  Government  ownership. 

The  Chairman.  Is  Mr.  Kenna  still  in  the  railroad  service  ? 

Mr.  Brookhart.  No,  sir;  heretired  some  years  ago;  not  very  many 
years  ago,  however.     He  lives  in  Chicago  now. 

The  French  rates,  both  freight  and  passenger,  are  lower  than  the 
American.  In  1908  the  average  passenger  fare  was  1.10  cents  per 
mile.  The  ton-mile  rate  was  1.21  cents  and  the  average  haul  78 
miles.  In  1910  the  fare  on  the  State  railways  was  from  1.03  to  1.07 
and  on  the  private  railway  from  1.11  to  1.25,  with  the  density  112 
per  cent. 

You  see  these  roads  are  operating  side  by  side  the  same  as  in 
Canada. 

For  the  same  service  the  freight  rates  were  also  lower  on  the  State 
railways,  but  because  of  the  difference  in  traffic  the  ton-mile  rate  was 
higher.  The  heavy  freight  from  Paris  to  the  coast  went  by  water. 
The  figures  are  as  follows:  State  ton-mile,  1.55  to  1.60  cents;  density, 
293,918;  average  haul,  71  miles.  Private  ton-mile,  1.18  to  1.46; 
density,  819,055;  average  haul,  96. 

The  dividends  guaranteed  by  the  Government  are  as  follows: 


Per  cent. 

Northern 13. 15 

Eastern 7. 1 

Western 7.  7 


Per  cent 

Orleans 11.  2 

Paris,  Lyons,  Mediterranean 11 

Southern 10 


Only  about  10  per  cent  of  the  capitalization  is  stocks. 
You  see  they  have  nearly  three  times  the  density  of  the  private 
roads  and  a  considerably  longer  haul. 

Railway-bond  earnings. 


Percent. 

1845 5.6 

1865 4.8 


Percent. 

1885 3.8 

1908 4.0 


Cost  of  roads  per  mile. 

1884 $128,000  I  1900 $133,800 

1894 130,000  I  1907 137,200 

AUSTRALIA. 

It  is  admitted  that  the  people  are  solid  for  Government  ownership, 
but  the  point  is  made  that  the  ton-mile  earnings  for  New  South 
Wales  are  2.20  cents  and  for  South. Australia  2.12  as  against  .75 
cents  in  Canada  and  .738  cents  in  the  United  States.  This  state- 
ment is  grossly  unfair.  In  the  first  place,  it  is  necessary  to  go  back 
before  1909  to  find  a  ton-mile  rate  in  New  South  Wales  of  over  2 
cents.  In  1912  the  rate  was  only  1.78  cents,  the  average  haul  was 
only  81  miles,  and  the  freight  density  only  one-fourth  of  the  United 
States.  In  the  same  year  the  American  rate  was  .744  per  ton-mile 
and  the  average  haul  256.87  miles.  It  is  therefore  necessary  to  add 
over  2-f  terminals  to  the  American  rate  and  that  will  raise  it  to 
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1.474  per  ton-mile.  When  we  consider  the  other  fact  that  the 
American  density  is  four  times  the  Australian  it  conclusively  proves 
that  the  American  rates  are  actually  higher.  With  this  must  go  the 
other  fact  that  the  passenger  fare  in  New  South  Wales  was  only 
1.04  cents  per  mile  against  1.987  cents  in  the  United  States.  With 
freight  rates  lower  than  the  United  States  and  with  passenger  rates 
only  a  little  over  half  of  ours  in  1911,  New  South  Wales  earned  a 
.surplus  of  $2,578,000  upon  her  3,799  miles  of  line  after  allowing  3£  per 
cent  interest  on  the  whole  cost  of  the  roads.     (Dunn,  318.) 

The  next  unfair  proposition  is  the  comparison  of  New  South 
Wales  with  Texas.  The  Texans  ought  to  resent  this  forever.  The 
claim  is  also  made  that  private  ownership  has  developed  railroads 
and  the  country  faster  in  the  United  States  than  puhlic  ownership 
has  heen  able  to  do  in  Australia.  In  order  to  refute  these  claims,  I 
desire  to  introduce  some  maps  and  charts  from  the  National  Geo- 
graphic Magazine  of  December,  1916. 

They  have  borrowed  their  money  cheaper  than  any  other  country 
where  private  ownership  prevails. 

Senator  Cummins  put  the  question  to  me,  Why  had  not  the  Gov- 
ernment-ownership railroad  lines  developed  in  that  country  like 
the  privately  owned  railroads  in  the  United  States?  Here  is  the 
answer:  Here  is  a  map  showing  the  rainfall  of  8  inches,  and  you 
would  have  to  take  the  United  States  and  start  in  with  the  desert  at 
Pittsburgh  and  spread  it  all  over  the  Mississippi  Valley,  reduce  it 
to  5,000  population,  in  order  to  get  a  comparison  with  Australia. 
As  quick  as  you  know  that  fact  you  will  know  that  railroads,  or 
nothing  else,  will  ever  develop  in  Australia  like  they  have  been  devel- 
oped in  the  United  States  until  the  Almighty  changes  things  down 
there.     That  is  impossible. 

Mr.  Esch.  Is  it  not  due  also  to  provincialism — that  is,  each  State 
wanted  to  keep  its  own  traffic  in  its  own  borders  and  each  would 
have  a  different  standard  rail,  so  as  to  keep  the  cars  from  going  into 
another  Province  ? 

Mr.  Brookhart.  That  is  undoubtedly  a  detriment  to  development, 
but,  Mr.  Esch,  even  if  you  had  a  perfect  system  of  railroads,  like 
Japan,  we  will  say,  and  all  of  one  gauge  type,  that  can  not  develop 
that  country  anything  in  comparison  to  the  United  States;  it  is 
impossible  because  of  these  natural  conditions. 

I  will  offer  these  charts,  with  the  statements  under  them,  giving 
that  description. 
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(The  charts  referred   to  by  the  witness  are  here  reproduced  as 
follows:) 


AUSTRALIA 


SIBERIA 


OHIO 


UNITED  STATES  FRANCE  APGENTINA 

A  comparison  of  the  density  of  population  of  Australia,  the  United  States,  Siberia,  France,  and 

Argentina. 

The  squares  represent  the  relative  areas  of  several  countries  and 
the  dots  the  population,  there  being  a  dot  for  each  1,000,000  inhabi- 
tants. If  small  squares  are  formed  by  connecting  the  dots,  the  rela- 
tive sizes  of  these  will  represent  the  relative  amount  of  land  per 
inhabitant. 

More  than  two-thirds  of  the  territory  of  Australia  has  less  than 
20  inches  of  rainfall  a  year.  Washington,  D.  C,  has  43  inches; 
Boston,  43;  Chicago,  33;  Kansas  City,  37;  Atlanta,  49;  New  Or- 
leans, 57;  Denver,  14;  San  Francisco,  22;  and  Seattle,  36.  Being 
without  higli  mountains,  the  continent  has  no  summer  snows  to  melt, 
which  renders  irrigation,  except  by  artesian  wells,  almost  impossible. 
Fortunately  the  configuration  of  bedrock  makes  artesian  irrigation 
possible  in  many  places,  though  the  water  so  obtained  is  usually 
brackish. 

Now,  compare  with  Texas: 

Texas  has  a  population  of  15  people  to  the  square  mile,  while  New 
South  Wales  and  Victoria,  the  most  densely  populated  part  of  Aus- 
tralia, have  only  five,  and  more  than  one-third  of  that  in  a  single  city. 
If  the  whole  Mississippi  Valley  were  turned  into  desert,  with  less 
than  5,000  population,  the  United  States  would  still  be  a  better 
railroad  proposition  than  Australia.  The  maps  and  charts  I  intro- 
duce are  found  on  pages  488,  512,  and  513.  Australia  can  never  be 
developed  by  railroads  until  the  plan  of  nature  is  changed. 

The  particular  figures  relied  upon  to  prove  that  private  ownership 
in  Texas  is  better  than  public  ownership  in  New  South  Wales  are  as 
follows:  In  Texas  in  1915  the  ton-mile  rate  was  0.995  cent,  the  average 
haul  135  miles,  and  the  density  490,666.  The  passenger  rates  were 
2.42  cents  per  mile  and  the  average  journey  53  miles.  In  New  South 
Wales  the  ton-mile  rate  was  2.20  cents,  the  average  haul  79  miles 
117900— 19— vol  3 55 
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and  the  density  229,250.  The  passenger  rates  were  1.15  cents 
and  the  average  journey  14  miles.  I  must  challenge  the  statement 
that  the  average  haul  in  Texas  is  only  135  miles.  The  only  way 
such  a  figure  could  be  found  would  be  to  take  the  typical  haul  of 
the  average  railway  and  cut  it  off  at  the  State  line.  This  is  un- 
fair and  entirely  misrepresents  the  actual  facts.  Perhaps  over  85 
per  cent  of  the  Texas  traffic  is  interstate.  This  comes  into  the  State 
from  far  distant  points  and  it  goes  out  of  the  State  to  like  points. 
The  proportion  of  the  rate  paid  in  Texas  is  based  upon  the  long 
haul  and  not  upon  the  part  of  it  within  the  State.  The  passenger 
journey  in  Texas  is  over  60  per  cent  longer  than  the  average  of  the 


■J     LESS  THAN  1   INHABITANT  TO  16  SQ.  MILES 

'^l    LESS  THAN    1    INHABITANT  TO   1    SQ.    MILE 

FROM    1    TO '8   INHABITANTS   PER    SQ.   MILE 

FROM  8  TO   16   INHABITANTS    PER   SQ.   MILE 

MORE  THAN  16  INHABITANTS  PER  SQ.  MILE 


A  map  to  show  the  distribution  of  the  population. 

United  States.  The  freight  haul  will  likewise  be  longer  than  the 
average  of  the  whole  country  when  the  actual  movement  is  con- 
sidered. It  is  longer  than  the  average  in  all  of  the  Western  States. 
It  may  be  asked  if  the  same  rule  would  not  apply  to  New  South 
Wale?.  Again  the  facts  are  conclusive.  Toe  railroads  are  built  on 
a  different  gauge  from  the  other  colonies  and  the  cars  must  be  un- 
loaded at  the  State  line.  This  breaks  the  length  of  haul,  which  does 
not  happen  in  the  case  of  Texas.  It  is  therefore  safe  to  say  that  the 
average  haul  in  Texas  is  over  four  times  the  average  haul  in  New 
South  Wales.  This  makes  it  necessary  to  add  three  terminal  ex- 
penses to  the  Texas  rate.  Using  my  minimum  figures  for  terminal 
the  Texas  rate  is  raised  to  2.015  cents  per  ton-mile  and  using  my 
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average  it  is  2.225.  When  we  consider  the  further  fact  that  the 
freight  density  in  Texas  is  more  than  two  and  one-seventh  times 
that  of  New  South  Wales,  the  conclusion  is  uncontrovertible  that 
Texas  is  paying  higher  freight  rates  for  the  same  service  than  New 
South  Wales.  Add  to  this  the  fact  that  passenger  fares  in  New 
South  Wales  on  a  short  1-1-mile  journey  are  less  than  half  the  Texas 
fares,  and  as  the  Australian  roads  are  prosperous  and  the  Texas 
roads  in  receiverships,  you  have  a  brilliant  showing  for  Govern- 
ment ownership. 

The  efficiency  of  Government  railroad  management  in  New  South 
Wales  has  been  criticized  because  ton-mile  figures  were  not  published. 
They  were  collected  but  not  published  because  the  rates  were  high. 


A  map  showing  the  rainfall  in  Australia. 

But  in  England  private  ownership  does  not  even  compile  ton-mile  sta- 
tistics. One  road  did  it  for  a  time,  but  has  discontinued,  and  the 
English  freight  rates  are  the  highest  in  the  world  except  the  United 
States,  and  possibly  Switzerland. 

The  criticisms  of  private  ownership  are  upon  matters  substantia] 
and  of  great  importance.  The  criticisms  of  public  ownership  are 
relatively  trivial  and  unimportant. 


JAPAN. 


li  is  broadly  claimed  that  Government  ownership  has  been  caused 
in  each  instance  by  some  kind  of  a  crisis.  1  do  not  think  this  is 
historically  correct,  and  certainly  it  is  not  true  as  to  Japan.     The  first 
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line  was  opened  by  the  State  in  1873.  The  first  private  line  was 
completed  in  1891.  By  1895  the  private  mileage  trebled  the  State 
mileage,  but  during  the  next  dozen  years  State  construction  went 
on  in  greater  proportion.  In  1907  the  Government  took  over  most 
of  the  private  roads,  making  its  total  mileage  4,879  and  leaving  only 
506  miles  in  private  hands.  There  was  no  crisis  or  other  acute  cause. 
The  Government  simply  decided  it  was  the  best  policy  to  pursue. 
That  the  decision  was  wise  nobody  doubts.  I  have  been  unable  to 
find  a  single  criticism  of  Government  ownership  in  Japan  from  any  of 
the  opponents  of  Government  ownership.  They  admit  the  manage- 
ment has  been  economical,  the  returns  profitable,  the  improvements 
enterprising  and  extensive,  the  service  excellent,  and  the  rates  the 
lowest  in  the  world.  The  passenger  rate  is  lower  than  the  German, 
and  they  admit  the  freight  rate  is  lower  than  the  United  States. 
(Dunn.,  226-313-314.) 

SOUTH    AFRICAN    DOMINION. 

It  is  admitted  that  Government  ownership  is  reasonably  profitable 
in  South  Africa,  but  it  is  claimed  that  such  is  not  generally  the  fact, 
and  Prussia  alone  is  excepted.  It  is  a  complete  answer  to  this  when 
we  observe  that  Governments  do  not  and  should  not  run  railroads 
for  profit.  Low  rates,  adequate  service,  and  equal  treatment  of  the 
public  are  the  three  great  objects  which  Governments  do  accomplish. 
When  the  Government  owns  the  railroads  it  is  just  as  profitable  to 
lower  the  rates  as  to  increase  the  surplus.  It  is  just  as  profitable  to 
improve  the  service  as  to  increase  the  net  earnings.  It  is  more 
profitable  to  treat  the  public  fairly  than  to  earn  big  dividends,  because 
the  Government  never  owes  and  therefore  never  pays  dividends. 
It  is  perfectly  easy  to  make  Government  ownership  financially  profit- 
able everywhere,  but  such  profits  are  usually  and  rightly  not  desired. 
Where  they  are  earned  they  are  mostly  used  for  extensions,  additions, 
and  betterments  which  is  a  very  proper  and  desirable  use. 

Mr.  Acworth  is  the  only  writer  that  criticizes  Government  ownership 
in  South  Africa.  He  bases  his  criticisms  solely  on  two  official  reports, 
which  point  out  certain  political  evils.  He  contents  himself  with 
simply  quoting  the  reports  and  neglects  to  tell  you  the  action  taken 
by  the  Government.  The  fact  is,  in  each  instance  prompt  corrections 
were  made.  If  I  should  start  in  with  a  full  recitation  of  all  the  evils 
of  private  ownership  pointed  out  in  the  official  reports  of  the  Inter- 
state Commerce  Commission  and  this  committee  would  listen  to 
me,  it  would  likely  still  be  listening  when  the  war  is  over.  I  shall 
only  call  attention  to  one.  The  original  interstate-commerce  act 
was  supposed  to  give  the  commission  power  over  rates.  Ten  years 
later  the  courts  decided  otherwise.  After  that  for  10  years  every 
report  of  the  commission  pointed  out  the  evils  of  discrimination 
and  excesses  and  asked  for  power  over  rates.  It  was  the  power  of 
private  ownership  in  politics  that  defeated  this  just  demand  for  10 
years.  It  was  during  that  period  that  Standard  Oil  and  other  great 
trusts  reaped  their  lawless  harvest  of  discriminations.  I  defy  any 
opponent  of  Government  ownership  to  point  out  any  political  evil  in 
its  history  of  one-tenth  the  magnitude  of  the  one  I  have  just  recited. 
The  political  evils  in  South  Africa  are  less  than  trivial  in  comparison, 
and  they  are  offset  many  times  by  the  advantages.       In  1905  their 
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average  wages  were  $1 ,000  per  year  and  the  highest  salary  paid  to  the 
general  manager  was  only  $17,000.  The  rates  arc  clastic  but 
discrimination  has  always  been  unknown.  All  through  the  country, 
sehool  children  are  carried  free  to  school  wherever  they  are  not  neat- 
enough  to  walk.  Very  Low  rates  are  made  on  agricultural  products. 
The  railways  collect  and  deliver  all  freight,  baggage,  and  parcels. 
The  charge  is  10  cents,  5  cents  for  collecting  and  5  cents  for  delivery. 
When  a  passenger  reaches  his  destination  his  baggage  is  delivered  at 
once.  Excess  baggage  goes  at  about  double  the  freight  rates.  The 
parcel  post  carries  11  pounds,  and  above  that  weight  freight  rates 
are  applied.  A  package  of  200  pounds  goes  by  passenger  train  at 
ordinary  freight  rates. 

The  management  consults  with  the  chambers  of  commerce,  town 
and  city  councils,  chambers  of  mining,  and  other  organizations.  In 
fact,  the  practical  management  is  like  the  Prussian,  democratic  in 
every  particular,  and  fully  meets  the  needs  and  wishes  of  the  people. 

BELGIUM. 

Belgium  is  a  fine  example  of  the  success  of  Government  ownership. 
The  criticisms  of  it  are  petty  and  trivial.  President  Hadley,  of  Yale, 
who  is  opposed  to  Government  ownership,  says: 

In  judging  the  railroad  policy  of  Belgium  by  its  results,  all  must  unite  in  admitting 
ttiat  t  bey  are  in  many  respects  extraordinarily  good.  What  their  averages  are  we  have 
already  seen.  The  passenger  rates  are  lower  than  enywhere  else  in  the  world,  except, 
perhaps,  on  some  East  Indian  railroads.  The  freight  rates  are  much  lower  than  any- 
where else  in  Europe.     Nominally  they  are  about  the  same  as  in  the  United  States. 

Their  classification  is  also  excellent."  They  have  now  got  matters  into  such  shape 
that  the  schedules  themselves  (which  go  quite  into  details)  furnish  a  system  of  rates 
adapted  to  the  wants  of  different  lines  of  business  and  of  different  localities.  What 
their  rates  have  done  for  the  development  of  business  is  strikingly  seen  in  the  history 
of  the  port  of  Antwerp,  which  is  rapidly  outstripping  the  somewhat  similarly  situated 
French  port  of  Havre,  a  difference  which  is  thought  to  be  largely  due  to  the  different 
railroad  policy  of  the  two  countries. 

It  is  also  true  that  they  make  a  great  deal  of  use  of  their  equipment.  The  average 
carload  is  higher  than  in  either  Germany  or  France,  though  the  construction  is  the 
same.  The  high  percentage  of  expenses  to  earnings,  which  is  often  quoted  against 
them,  is  really?  prima  facie,  in  their  favor.  If  a  country  where  the  State  has  virtual 
monopoly  of  "railroads  shows  too  small  a  percentage  of  operating  expenses,  it  gives 
good  ground  for  the  belief  that  rates  are  unnecessarily  high,  and  that  industrial  interests 
are  being  sacrificed  to  financial  ones. 

The  English  writer,  Charles  Waring,  says: 

The  advocates  of  State  railways  are  entitled  to  take  credit  for  the  fact  that,  side  by 
side  with  State  administration  and  the  successive  reductions  of  rates  and  fares,  the 
country  has  developed  a  degree  of  material  prosperity  unequaled  by  any  other  nation 
of  similar  area,  population,  and  resources  in  the  world. 

Sir  H.  Barran,  in  an  English  official  report,  says: 

It  is  certain  that  if  managed  solely  as  a  commercial  enterprise,  the  Belgian  State 
railways  would  not  have  proved  such  a  stimulus  to  national  prosperity. 

The  first  Belgian  road  was  begun  by  the  State  in  1833  and  opened 
in  1835.  The  Government  employed  George  Stephenson,  the 
greatest  engineer  of  the  age,  to  lay  out  its  whole  transportation  sys- 
tem upon  careful  scientific  lines."  It  used  more  sense  in  the  very 
beginning  than  any  other  country  on  earth.  The  Government  built 
part  of  the  lines  and  gave  charters  to  private  companies  for  the 
others.  For  twenty  years  from  1850  to  1870  competition  existed 
between  the  State  and  private  lines.     The  State  begun  the  battle  by 
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a  great  reduction  of  rates  in  1856.  Both  traffic  and  receipts  increased 
at  an  astonishing  ratio.  In  1861  the  reductions  were  extended  and 
a  regular  sliding  scale  of  charges,  decreasing  according  to  distance, 
was  put  in  force  applying  to  the  lower  grades.  The  result  was  an 
immediate  increase  of  72.4  per  cent  in  the  tonnage  of  these  goods 
and  the  whole  traffic  increased  11.6  per  cent.  This  was  more  than 
the  increase  of  the  three  preceding  years.  The  next  year  the  sliding 
scale  was  extended  to  the  third  class  and  reductions  were  made  for 
the  second  class.  In  the  eighth  year  of  the  experiment  the  increase 
in  tonnage  was  108  per  cent.  In  1864  the  minister  of  public  works 
reported : 

(1)  The  charges  on  goods  have  been  lowered  on  an  average  by  28  per  cent.  (2)  The 
public  have  dispatched  2,706,700  tons  more,  while  they  have  economized  $4,000,000 
on  the  cost  of  carriage.  (3)  The  public  treasury  has  realized  $1,125,000  more  after 
having  paid  the  cost  of  working  and  interest  on  capital. 

In  1864  still  further  reductions  were  made  and  in  the  next  seven 
years  the  traffic  more  than  doubled,  and  in  the  next  twelve  vears 
"(1871  to  188.3)  it  doubled  again. 

I  go  back  into  this  history  to  show  you  that  Belgium  got  the 
benefit  of  these  reductions  early  in  her  history  contrary  to  the  usual 
course  throughout  the  world. 

Compared  to  Great  Britain  the  Belgian  increase  for  the  first  period 
was  11.3  per  cent  and  the  British  only  68  per  cent,  and  for  the  second 
period  96  per  cent  against  the  English  57  per  cent. 

In  the  early  sixties  the  average  freight  rate  in  Belgium  was  reduced 
to  1  ..3  cents  per  ton-mile.  In  1865  for  less  than  22  miles  the  passenger 
rate  was  1.2  to  2.5  cents  a  mile,  and  it  was  lower  for  longer  distances, 
going  down  to  half  a  cent  a  mile.  The  Belgian  first-class  fare  became 
less  than  half  of  the  English  third  class,  the  second  class  less  than  one- 
third  the  English  third  class,  and  the  third  class  less  than  one-fourth 
the  English  fare.  And  all  of  this  happened  in  1865.  In  1905  the 
average  passenger  fare  for  the  average  journey  was  only  three- 
quarters  of  a  cent  per  mile,  against  the  English  fare  two  and  one-half 
times  as  great.  The  latest  figures  I  have  showed  the  average  passen- 
ger rate  in  Belgium  to  be  0.739  of  a  cent  per  mile  and  the  English  1.75 
cents.  The  average  per  ton-mile  freight  in  Belgium  is  only  0.74  of  a 
cent  and  the  English  2.33  cents.  The  average  density  of  all  traffic  and 
the  passenger  journey  are  about  the  same  but  the  average  haul  for 
freight  in  Belgium  is  49.7  miles  against  about  30  in  Great  Britain.  A 
fair  comparison  shows  that  the  English  passenger  rate  is  135  per  cent 
higher  than  the  Belgian  and  the  English  freight  rate  over  100  per  cent 
higher.  Likewise  a  comparison  with  the  United  States  will  show  that 
the  American  passenger  fare  is  200  per  cent  higher  than  the  Belgian 
and  the  freight  rate  more  than  double  for  the  same  service. 

What  has  been  the  financial  results  of  operations  upon  those  low 
rates  ?  In  1870  the  government  started  taking  over  the  private  lines. 
There  was  no  crisis  and  no  special  cause  except  the  dictates  of  good 
business  and  good  service  at  low  rates.  There  was  a  deficit  at  first 
but  by  1872  there  was  a  profit  of  6  per  cent  on  the  total  expenditure  to 
date.  In  1882  the  profits  were  5.62  per  cent  and  in  1905  4.3  per  cent. 
In  1905  the  total  expenditures  had  been  $429,000,000,  the  total 
receipts  .$1,042,690,000  and  the  profits  were  $251,000,000.  This  is  a 
better  showing  than  either  the  English  or  American  roads  can  make 
upon  their  high  rates  and  the  Belgian  roads  have  not  been  run  for 
profit. 
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Against  this  solid  substantial  and  even  brilliant  record  for  a  small 
country  where  are  the  criticisms? 

1.  The  Government  did  not  want  foreign  money  from  Holland  to 
control  the  railroads,  and  therefore  they  are  a  political  institution. 

To  this  I  would  say  it  takes  a  long  stretch  of  a  vivid  and  biased 
imagination  to  see  any  harm  in  such  a  political  idea. 

2.  The  Government,  which  is  democratic  and  not  autocratic  has 
remained  in  power  for  32  years.  The  probable  cause  is  the  control 
of  the  railroad  vote,  which  amounts  to  only  6  per  cent  of  the  total. 

This  seems  to  me  like  a  case  of  the  tail  wagging  the  dog  and  a 
bobtail  at  that.  There  is  no  6  per  cent  of  common  folks  in  the 
United  States  could  control  any  election.  Six  per  cent  of  railroad 
owners  and  like  powerful  allies  might  do  it  with  their  wealth  and  by 
the  corruption  of  the  public  press,  but  there  is  no  such  danger  from 
any  other  class. 

3.  The  Belgian  Government  employs  too  many  men  on  its  railways 
What  if  it  does  ?     It  still  does  the  business  at  about  the  lowest 

rates  in  the  world  and  makes  a  profit. 

4.  It  grants  too  many  favors  to  the  laboring  man  and  permits 
him  to  live  in  the  country  far  from  his  work.  It  ought  to  raise  his 
fares  so  he  would  be  forced  to  move  to  town. 

Among  my  other  occupations  I  am  a  farmer  and  live  in  the  country 
far  from  my  office.  To  people  like  me  it  is  unthinkable  that  such  a 
criticism  would  be  seriously  urged  in  this  country.  It  entirely 
destroys  the  "back  to  the  land"  movement  that  has  had  universal 
support  in  our  country  during  the  last  decade. 

5.  The  train  service  and  maintenance  of  the  roads  is  not  as  good  as 
either  the  German  or  the  French. 

Well,  the  better  German  train  service  and  maintenance  is  all 
government  owned  and  the  French  is  more  than  half  government 
owned  and  nine-tenths  government  regulated  and  besides  the  pros- 
perity of  Belgium  under  its  system  has  easily  equalled  either  the 
German  or  the  French. 

6.  The  Belgian  Government  went  back  63  years  and  extracted 
$2, 122,472  in  small  items  of  additions  to  works  and  equipment  which 
had  been  charged  to  revenue  and  charged  them  back  against  capital. 

No  claim  is  made  that  these  charges  are  wrongful  or  fraudulent 
as  to  a  single  item.  But  when  the  Santa  Fe  Railroad  reorganized 
it  created  S100, 000,000  worth  of  capital  out  of  nothing  and  has  been 
demanding  a  return  upon  it  from  the  American  public  ever  since. 
And  the  Santa  Fe  is  one  of  the  most  modest  railroads  in  the  United 
States. 

7.  The  Belgian  railroads  are  in  politics  and  just  before  the  election 
in  1912  the  cabinet  ordered  an  increase  in  wages. 

I  have  never  vet  heard  of  an  American  railway  management  that 
is  not  in  politics  365  days  in  the  year  and  366  in  leap  years,  and  in 
1916  just  before  the  election  the  American  Congress  ordered  an 
8-hour  day  with  10  hours  pay. 

There  is  no  merit  in  the* criticism  of  Government  ownership  in 
Belgium. 

It  is  also  said  that  a  commission  was  sitting  in  Belgium  before  the 
war  and  determined  to  recommend  that  the  construction  of  new  lines 
in  the  future  be  intrusted  to  a  contractor,  and  that  certain  unnamed 
influential  persons  were  in  favor  of  leasing  the  State  lines  to  a  private 
company  for  operation  and  this  after  70  years  of  experience,  etc. 
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The  principle  of  Government  ownership  is  not  violated  by  contract 
construction,  providing  the  contract  is  honestly  let  to  the  lowest 
bidder.  It  is  not  claimed  that  the  Belgian  Commission  contem- 
plated letting  the  contract  to  the  highest  bidder  as  private  ownership 
has  always  done  in  the  United  States  for  the  purpose  of  watering  the 
cost  and  capitalization  to  the  gigantic  profit  of  the  big  insiders. 

It  is  true  that  private  capitalists  have  tried  to  get  possession  of  the 
Belgian  railways,  but  such  a  surrender  in  the  words  of  the  recent 
prime  minister — now  here  is  the  last  official  quotation  upon  this 
same  subject,  and  here  is  what  he  said: 

"Would  provoke  a  revolution."  This  is  far  more  authoritative 
than  the  gossip  of  any  unnamed  "influential  persons"  who  were 
probably  talking  for  their  own  profit. 

Gentlemen,  I  have  concluded  my  formal  statement.  The  only 
argument  left  is  that  democracy  can  not  do  these  things  for  iteslf. 
We  are  spending  ten  or  twenty  billion,  perhaps  forty  or  fifty  billion, 
dollars  for  the  defense  of  democracy  right  now.  We  have  started  in  on 
that  gigantic  task  because  we  believe  in  democracy.  We  are  ready 
to  expend  the  lives  of  our  people,  if  necessary,  to  sustain  democracy, 
but  I  insist,  in  conclusion,  that  it  is  a  slur  upon  democracy  that  it  is 
not  entitled  to  bear  when  you  say  it  is  not  efficient  enough  to  manage 
its  own  business,  its  railroads,  its  public  highways.  If  it  can  not  do 
that,  if  it  is  so  incompetent  and  inefficient,  it  is  not  worth  the  expendi- 
ture of  these  lives  and  this  money  to  do  it.  It  can  do  it  and  it  can  do 
it  on  an  ammense  economic  profit,  and  it  can  rid  the  politics  of  our 
country  of  the  worst  influence  it  has  ever  had. 

I  thank  you,  gentlemen. 

The  Chairman.  I  will  state  that  we  have  assured  the  State  com- 
missions that  they  would  have  this  time,  and  it  was  at  the  suggestion 
of  Senator  Cummins  that  Maj.  Brookhart  was  invited  to  proceed 
on  that  time,  and  I  think  it  desirable  to  go  on  with  the  commissioners. 

Mr.  Sims.  I  will  not  think  of  interrupting.  You  have  made  this 
arrangement  and  sent  for  these  gentlemen,  and  they  are  here  on 
expenses,  and  while  I  think  Maj.  Brookhart  might  answer  some 
questions  that  I  would  like  to  ask  him  and  that  his  answers  would  be 
as  valuable  as  those  of  anybody  else,  I  am  willing  to  yield  if  these 
other  gentlemen  are  here  on  expense  and  you  are  anxious  to  have  them 
heard.  If  they  should  get  through  in  time,  before  Maj.  Brookhart 
leaves  the  country  and  he  can  come,  I  should  like  to  ask  the  privilege 
of  calling  him. 

Senator  Cummins.  We  can  notify  Maj.  Brookhart  if  his  presence 
is  desired  again. 

The  Chairman.  Very  well,  the  commissioners  will  go  on  to-morrow 
morning  at  10  o'clock. 

Thereupon,  at  12.30  o'clock  p.  m.,  the  committee  adjourned  until 
Saturday,  December  15,  1917,  at  10  o'clock  a.  m. 
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SATURDAY,  DECEMBER  15,  1917. 

Congress  of  the   United  States, 
Joint  Committee  on  Interstste  Commerce, 

Washington,  D.  C 

The  committee  met  j)iirsuant  to  adjournment,  at  10  o'clock  a.  m., 
at  Room  320,  Senate  Office  Building,  Hon.  Francis  G.  Newlands 
(chairman)  presiding. 

The  Chairman.  The  committee  will  come  to  order. 

Senator  Bristow,  whom  do  you  desire  shall  address  the  com- 
mittee at  this  time  ? 

Mr.  Bristow.  Mr.  Chairman,  I  should  like  the  committee  to  hear 
Judge  Mills,  of  the  Minnesota  Railroad  and  Warehouse  Commission. 

The  Chairman.  The  committee  will  be  glad  to  hear  Judge  Mills. 

STATEMENT    OF  JUDGE   IRA   B.    MILLS,    CHAIRMAN    OF   THE 
MINNESOTA  RAILROAD   AND    WAREHOUSE   COMMISSION.. 

Mr.  Mills.  Mr.  Chairman  and  gentlemen,  my  name  is  Ira  B.  Mills; 
I  am  chairman  of  the  Minnesota  Railroad  and  Warehouse  Com- 
mission. I  was  first  appointed  on  that  commission  in  1900  by 
Senator  Nelson,  and  I  have  been  a  member  of  it  ever  since  that  time 
excepting  the  year  1903. 

The  Chairman.  What  is  your  residence  ( 

Mr.  Mills.  St.  Paul.  I  belong  in  the  northern  part  of  the  State, 
but  have  lived  in  St.  Paul  so  long  that  I  call  it  my  residence. 

The  commission  has  jurisdiction  over  steam  rail  carriers  and 
suburban  lines.  We  have  no  jurisdiction  over  the  electric  lines  in 
St.  Paul,  Minneapolis  or  Duluth,  but  in  all  other  parts  of  the  State 
we  have  jurisdiction  over  electric  lines. 

Mr.  Sims.  Have  you  any  jurisdiction  over  water-power  sites? 

Mr.  Mills.  No,  sir.  We  have  over  the  grain  inspection  of  the 
State,  and  jurisdiction  over  the  express  companies,  of  weights  and 
measures,  and  of  track  scales  and  we  weigh  all  the  coal  that  is  shipped 
out  of  Duluth.  A  few  years  ago  the  telephone  companies  were 
added.  We  have  the  right  to  make  rates  for  all  carriers  that  are 
under  our  jurisdiction,  and  for  telephone  companies.  We  made  an 
extensive  valuation  of  the  railroad  companies.  I  think  we  have  the 
best  in  the  country,  and  in  fact  I  do  not  know  of  any  other  State 
that  has  as  complete  valuation  of  railway  properties.  All  of  the 
tariffs  of  the  carriers  are  required  to  be  filed  with  the  commission, 
and  they  can  not  be  changed  without  the  consent  of  the  commission; 
and  we  also  have  the  right  to  make  joint  rates  and  to  compel  the 
erection  of  depots  and  furnishing  other  station  facilities — side  tracks 
and   elevators — and   to   industries,    quarries,   lime   kilns,   and   brick 
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kilns  and  all  other  industries,  and  jurisdiction  to  require  physical 
connections,  and  that  has  been  extended  now,  so  that  it  not  only 
applies  to  crossings,  but  when  they  are  within  a  half  mile  of  two 
tracks — when  they  are  paralleled  a  half  mile — the  commission  has 
a  right  to  require  connections. 

In  1905  the  legislature,  by  joint  resolution,  required  the  commis- 
sion to  make  examination  into  and  adjust  the  merchandise  rates  in 
the  State  and  to  equalize  the  same  between  the  different  sections  of 
the  State.  At  the  time  of  the  passage  of  the  resolution  the  merchan- 
dise rates  in  the  southern  part  of  the  State  were  much  higher  than 
they  were  in  the  northern  part  of  the  State.  The  rates  on  wheat 
were  lower  in  the  northern  part  of  the  State  than  they  were  in  the 
southern  part,  while  the  rates  on  coarse  grains  were  lower  in  the 
southern  part  of  the  State  than  in  the  northern  part  of  the  State. 
At  that  time  there  was  a  very  little  coarse  grain  shipped  from  the 
north,  that  is.  north  of  the  Twin  Cities,  while  the  southern  part  of 
the  State  was  producing  a  considerable  amount  of  coarse  grain,  and 
the  commission  equalized  those  rates  so  that  the  same  rates  for  the 
same  commodities  prevailed  all  over  the  State  of  Minnesota. 

The  legislature,  in  1913,  passed  a  distance  tariff  similar  to  your 
distance  tariff,  Senator  Cummins,  which  provides  that  no  greater 
charge  shall  be  made  for  the  haul  of  the  same  distance  on  any  part 
of  a  line:  that  is,  if  the  railroad  company  had  a  50-mile  haul  on  one 
part  of  its  line  it  should  observe  that  on  all  parts  of  its  line,  and  we 
we're  required  to  make  a  tariff  under  that  statute  and  if  you  know 
anything  about  making  tariffs  you  know  that  it  was  no  slight  job. 
This  tariff  was  really  made  by  my  associates.  1  was  at  the  first  few 
days  of  the  meeting  and  then  'was  taken  with  diphtheria  and  was 
quarantined  for  a  month.  So  I  am  not  able  to  go  into  that  proceed- 
ing as  fully  as  my  associates  are.  Mr.  Elmquist  is  here,  and  after  I 
have  finished,  if  you  want  to  know  anything  about  how  that  tariff 
is  built,  he  will  be  glad  to  state  it  to  you.  But  just  for  your  informa- 
tion, gentlemen.  I  have  brought  some  of  them,  and  you  will  see  that 
it  is  made  upon  a  percentage  basis.  The  first-class  rate  is  fixed,  and 
from  that  the  other  rates  are  a  percentage  of  the  first  class. 

This  tariff,  of  course,  is  subject  to  the  Western  Classification. 
There  is  scarcely  a  day  that  goes  by  but  that  our  commission  is  called 
upon  to  change  or  modify  some  rate;  it  is  generally  some  switching 
rate,  something  of  that  kind,  in  the  adjustment  of  the  railroad 
facilities  of  the  State,  or  the  accommodation  of  them,  and  for  the 
accommodation  of  the  shippers.  The  companies  will  come  in  and 
ask  a  change— some  change  in  some  switching  rate,  and  those  are 
generally  passed  upon  without  a  hearing,  and  passed  upon  informally. 

Senator  Cummins.  Judge  Mills,  has  your  commission  power  to 
modify  the  distance  tariff  so  that  a  greater  charge  can  be  made  for 
a  like  distance  in  different  parts  of  the  State  on  the  same  commodity? 

Mr.  Mills.  Not  on  the  same  line;  no,  sir. 

Senator  Cummins.  You  have  no  power  to  modify  or  change  that 
tariff  ? 

Mr.  Mills.  No,  sir;  we  do  not  attempt  to  do  that,  and  of  course  the 
distance  tariff  does  not  always  work  as  well  as  it  might.  I  do  not 
like  a  distance  tariff,  because,  taking,  for  instance,  on  the  Soo  Line. 
They  came  to  us  shortly  after  our  rates  were  made  and  said,  "We 
have  been  in  the  habit  of  collecting  wood  for  shipment,  pulp  wood, 
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and  other  wood,  giving  a  very  low  rate  to  concentrating  points,  and 

then  it  is  shipped  out  of  there  to  where  it  is  sold.  "  We  had  no  power 
to  modify  the  tariff  so  the  shipper  does  not  have  the  benefit  of  that 
concentrating  point  at  the  present  time. 

Senator  Cummins.  I  would  like  your  opinion  upon  the  way  that 
inflexibility  works,  whether  it  really  does  not  solve  a  great  many  of 
the  problems  that  Otherwise  would  be  rather  vicious? 

Mr.  Mills.  In  what  way  do  yon  mean? 

Senator  Cummins.  T  mean  any  given  rale  that  is  charged  the  same 
over  the  same  distance — 

Mr.  Mills.  Yes,  sir. 

Senator  Cummins.  And  for  a  like  commodity.  Now,  does  that  do 
any  real  hardship  to  the  railroad  companies  ? 

Mr.  Mills.  I  do  not  know.  We  have  had  very  little  complaint  of  it 
since  it  has  been  in  operation  in  the  State.  What  harm  we  have  seen 
from  it  has  been  that  the  railroad  companies  have  not  been  able  to 
accommodate  such  instances  as  I  have  cited. 

Senator  Cummins.  How  do  you  think  it  would  work  as  applied  to 
interstate  rates  ( 

Mr.  Mills.  I  do  not  think  you  could  do  it.  I  may  be  wrong  about 
that,  but  that  is  my  opinion  about  it.     It  does  not  work. 

Mr.  wSims.  Yours  does  not  apply,  then,  to  the  interstate  part  of  the 
rate  going  through  Minnesota? 

Mr.  Mills.  No,  sir;  our  statute  is  a  little  more  liberal  than  yours. 
We  can  allow  them  to  make  a  rate  at  a  junction  point.  We  have 
done  it. 

Senator  Cummins.  That  is,  you  can  allow  the  rate  to  a  junction 
point  that  is  lower  than  the  intermediate  rate  I 

Mr.  Mills.  Yes,  sir;  that  is  not  affected  by  this  clause  in  the  tariff. 

The  Chairman.  In  that  way  you  make  a  smaller  rate  for  the  long 
haul  than  for  the  short  haul  ? 

Mr.  Mills.  Yes,  sir,  sometimes,  in  order  to  meet  competition  at 
the  junction  point.  Before  that  time  we  had  always  required  them 
to  blanket  their  rates  back.  I  do  not  know  of  but  one  or  two  cases 
where  we  had  ever  abrogated  the  long-and-short-haul  clause  until 
after  this  rigid  distance  tariff  was  passed,  and  one  of  those  was  when 
the  Northern  Pacific  had  a  very  long  haul  around  International 
Falls,  and  was  in  competition  with  a  Canadian  line,  and  we  thought 
it  was  rather  an  advantage  to  the  American  road  to  have  the  business 
if  they  could  get  it. 

We  collected  over  10,000  claims  that  resulted  from  the  Minnesota 
Rate  Case;  that  is,  overcharges  that  were  made  at  that  time,  and 
refunds  were  required  by  our  statute,  and  there  were  over  400  cases 
of  loss  and  damage  claims  in  three  years — the  last  three  years — and 
we  adjusted  about  95  per  cent  of  them  without  any  trouble  at  all. 

Mr.  Sims.  What  did  the  volume  of  refunds  amount  to,  if  you  have 
it  in  3'our  mind  ( 

Mr.  Mills.  $150,000  that  went  through  our  office;  $3,000,000 
were  paid  altogether. 

Mr.  Sims.  For  refunds  \ 

Mr.  Mills.  For  refunds  in  that  case. 

Mr.  Sims.  That  $3,000,000  was  all  raised  out  of  Minnesota  traffic  ( 

Mr.  Mills.  It  was  raised  out  of  Minnesota  traffic.  Of  course,  the 
complicated  cases  came  to  us.     If  there  was  a  dispute  about  the  pay- 
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ment  of  them  they  would  be  referred  to  us  for  adjustment,  and  there 
was  some  litigation  where  the  companies  disagreed  with  the  commis- 
sion's ruling  as  to  what  ought  to  be  done,  and  I  do  not  think  that  out 
of  the  five  or  six  cases  that  were  brought  but  one  was  lost. 

Senator  Cummins.  Has  your  commission,  in  that  respect,  any- 
thing more  than  advisory  power,  or  has  it  some  definite  and  compul- 
sory process  by  which  it  can  compel  the  railroads  to  pay,  if  you  find 
that  they  ought  to  pay  ? 

Mr.  Mills.  We  can  make  an  order,  an  action  could  be  brought  on 
our  order,  I  think,  under  our  law.  I  think  we  have  the  right  to  try 
that  question,  but  we  hardly  ever  have  to  do  it.  As  Mr.  Elmquist 
says,  we  never  do  get  any;  we  never  exercise  that  jurisdiction. 

Mr.  Sims.  It  has  never  been  necessary  ? 

Mr.  Mills.  It  has  never  been  necessary.  While  the  facts  are 
plain,  you  might  just  as  well  go  into  the  courts  in  the  first  instance  and 
try  it  out  as  try  it  before  us,  if  there  is  a  flat  disagreement  between 
the  commission  and  the  company  after  the  company  has  been  advised 
of  what  the  decision  is,  ancl  the  Attorney  General  has  brought  this 
case  under  the  Minnesota  Rate  Case  reduction,  so  as  to  test  it,  and  .of 
course  after  the  question  has  been  settled  the  companies  always  paid 
the  rest. 

Just  to  give  you  an  illustration  of  some  of  the  claims  that  come  to 
our  office,  and  the  use  that  the  commission  is  to  the  public — and  it 
sometimes  happen  that  we  help  some  one  out  in  an  interstate  claim, 
quite  frequently — there  was  a  carload  of  immigrant  movables  shipped 
from  one  point  in  Minnesota  to  another  point  in  Minnesota,  and  after 
two  years  had  elapsed  the  railroad  company  wrote  the  shipper  that 
he  owed  them  $47.  There  had  been  an  undercharge,  and  that  the 
law  required  them  to  collect  it;  if  they  did  not,  why  they  would  be 
subject  to  some  penalty.  It  was  taken  to  a  lawyer  and  the  lawyer 
looked  at  it  and  he  did  not  know  what  to  do  with  it,  and  he  sent  it 
to  us.  After  about  a  week  we  informed  the  company  that  he  did 
not  owe  them  $47,  but  they  owed  him  $3.50  as  an  overcharge,  which 
they  paid. 

We  had  another  case  of  emigrant  movables  that  moved  from  Iowa 
in  the  State,  I  think,  from  Lake  Crystal,  Iowa.  The  charge  looked 
too  high.  It  was  brought  into  our  office  and  we  found  there  was  a 
mistake  in  the  weight,  and  we  saved  the  man  $48  on  that  claim. 
Now,  those  are  only  two,  but  things  similar  to  that,  maybe  not  quite 
so  brash,  occur  frequently. 

Mr.  Esch.  How  did  you  get  jurisdiction  of  that  if  it  was  an  inter- 
state shipment? 

Mr.  Mills.  We  simply  took  it  up  and  showed  the  company  that 
they  were  wrong,  and  they  paid  it. 

Mr.  Esch.  You  took  jurisdiction  ? 

Mr.  Mills.  Yes,  sir;  they  did  not  raise  any  question  about  the 
jurisdiction. 

Senator  Cummins.  You  are  mentioning  those  things  as  indicating 
the  value  of  a  tribunal  near  to  the  homes  of  the  shippers  and  business 
men? 

Mr.  Mills.  Yes,  sir;  and  that  is  the  reason  that  the  local  tribunal 
can  do  that  much  better  than  can  a  tribunal  located  in  Washington. 
We  are  right  at  home  and  understand  the  circumstances  and  get  all 
the  facts  in  regard  to  it.     Take,  for  example,  the  question  of  the  rate. 
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The  rate  sometimes  depends  upon  local  conditions.  I  think  I  have 
held  hearings  in  most  every  county  in  the  State,  and  so  have  other 
commissioners,  and  we  are  quite  familiar  with  our  local  conditions, 
but  none  too  familiar,  either.  We  find  out  the  situation  every  day, 
and  that  is  one  of  the  reasons  why  you  should  leave  the  local  com- 
missions aione.  There  are  some  things  that  I  would  give  the  Inter- 
state Commerce  Commission  absolute  jurisdiction  over,  and  one  is 
clearances.  I  think  the  clearances  should  be  the  same  at  every  place. 
I  think  that  that  would  be  better  for  the  railroad  men  and  better  for 
the  public,  that  the  local  standpipes,  and  one  thing  and  another, 
should  be  a  eertain  distance  away  from  the  car,  and  that  crossing  the 
State  line  does  not  make  any  difference. 

Mr.  Sims.  Clearances  and  overhead  bridges  \ 

Mr.  Mills.  Yes;  and  overhead  bridges,  and  all  that.  Of  course, 
we  are  not  always  able  to  adjust  those  things  amicably.  We  some- 
times have  to  make  an  order,  and  sometimes  of  course  you  will  find 
that  the  companies  are  dissatisfied.  I  know  a  certain  railroad  man 
informed  the  Interstate  Commerce  Commission  our  commission  was 
the  most  arbitrary  between  St.  Paul  and  El  Paso,  and  I  was  re- 
sponsible for  that,  because  I  refused  to  allow  them  to  maintain  an 
electric  bell  on  the  crossing  that  was  used  principally  by  the  students 
in  a  deaf  and  dumb  institution. 

Mr.  Sims.  You  were  certainly  right  in  that.  It  would  have  been 
better  to  have  a  flashlight  in  a  case  of  that  kind,  so  that  they  could  see. 

Mr.  Mills.  Yes,  sir;  they  could  see  it  then.  We  have  always 
taken  an  interest  in  looking  out  for  the  supply  of  coal  up  there 
through  our  northern  country.  Last  winter  was  a  very  severe  winter 
and  the  railroad  companies  thank  us  for  what  we  did  in  helping  them. 
In  the  first  place,  we  start  out  early  and  advise  people  to  buy  their 
coal  early,  but  the  dealer  does  not  want  to  order  his  coal  and  does 
not  want  to  get  it  in  until  the  men  will  buy  it  and  take  it  out  in  the 
country,  so  it  saves  one  handling  of  it.  Last  winter  we  were  afraid 
somebody  was  going  to  suffer.  We  were  getting  telegrams  most 
every  day  that  some  institution  was  out  of  coal,  some  school,  or  some 
county  institution  which  needed  coal,  or  that  they  were  out  of  coal 
in  a  town,  and  it  made  no  difference  whether  it  was  in  our  State  or 
North  Dakota  or  South  Dakota,  we  have  sent  it.  Having  our  grain 
department  there,  and  knowing  just  what  the  situation  was  every 
minute  there,  we  were  able  to  inform  the  companies  in  some  in- 
stances and  work  with  them,  and  we  got  through  the  winter. 

Mr.  Esch.  How  is  the  situation  now  ? 

Mr.  Mills.  Well,  I  think  there  is  going  to  be  coal  enough  in  the 
Northwest  to  get  through.  The  companies  are  taking  in  a  great  deal 
of  coal  for  their  own  use,  and  that  has  not  been  counted  in  the 
general  amount  of  coal  in  the  country,  because  it  has  gone  in  not 
from  the  head  of  the  Lakes,  but  they  have  taken  in  a  lot  of  soft  coal 
from  Iowa  and  Illinois  fields,  but  of  course  we  have  got  to  keep  our 
hands  on  it  all  the  while  and  find  out  what  it  is.  But  it  is  a  bad 
country  to  be  out  of  coal  in. 

Our  State  is  a  large  potato-growing  State.  North  Dakota  has 
commenced  in  that  line,  and  we  have  already  tried  to  get  refrigerator 
cars  to  move  those  potatoes  in.  We  have  asked  other  roads  to  send 
them  up.  It  does  not  do  to  let  the  refrigerator  cars  go  south;  if 
they  do  we  never  get  them  back.     That  is,  they  stay  south  for  six 
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months  or  so  at  just  the  time  you  need  them,  and  this  year  there  were 
a  lot  of  potatoes  to  move,  and  to  move  early,  but  the  Government 
seemed  to  need  the  cars  for  other  purposes,  and  they  were  kept  off 
our  lines,  and  the  consequence  is  we  lost  quite  a  few  potatoes  as 
a  result. 

Mr.  Esch.  You  have  no  power  under  your  law  to  compel  a  special 
equipment,  have  you  ? 

Mr.  Mills.  No,  sir;  I  hardly  think  that  would  be  practicable  in 
the  State  in  the  way  railroads  are  handled,  for  the  State  to  have  an 
equipment  that  would  be  specially  for  its  own  use.  The  equipment 
now,  of  course,  is  overtaxed.  There  is  a  great  deal  more  work  than 
they  had  anticipated.  The  cars  and  engines  go  into  the  shops 
without  having  time  to  remain  there  long  enough  to  be  properly 
repaired.  They  are  simply  repaired  so  that  they  can  go  out  on  the 
tracks  again  and  commence  to  work. 

Mr.  Esch.  In  that  particular  reference,  for  instance,  to  your  ship- 
ment of  potatoes  from  the  field  of  production  to  the  terminus,  St. 
Paul  or  Minneapolis,  wholly  on  intrastate  shipments,  could  you 
compel,  under  your  law.  the  use  of  heated  cars? 

Mr.  Mills.  We  compel  the  use  of  heated  cars,  if  they  had  the 
equipment,  and  I  am  not  so  certain  but  what  we  might  go  so  far 
as  to  require  an  equipment,  or  other  cars  fixed  so  that  they  could 
be  used,  hut  we  have  never  attempted  that,  and  I  do  not  think  it 
is  necessary. 

Senator  (Ym.mixs.  Have  yon  a  statute  which  attaches  a  penalt  \ 
for  the  failure  of  the  railroad  companies  to  furnish  cars  when  asked 
for  by  shippers  '. 

Mr.  Mills.  No,  sir;  but  our  courts  have  held  that  if  a  railroad 
refused  to  furnish  cars  unreasonably  that  they  have  a  right  of  action 
to  cover  damages  for  that. 

Senator  Cummins.  That  is  simply  a  common-law  action? 

Mr.  Mills.  Yes,  sir:  just  a  common-law  action.  As  Mr.  Elmquist 
advises  me,  we  had  a  reciprocal  demurrage  law  that  the  United 
States  Supreme  Court  said  was  unconstitutional. 

The  Chairman.  I  think  the  members  of  the  committee  had  better 
follow  the  rule  and  let  the  witness  close  his  remarks  before  questions 
are  asked. 

Mr.  Esch.  Very  well,  Mr.  Chairman. 

Mr.  Mills.  Now,  this  year  at  the  present  time  it  is  necessary  that 
cars,  particularly  those  containing  green  stuff,  perishable  goods, 
should  be  unloaded  promptly,  and  we  took  up  that  subject,  and 
the  railroad  companies  very  willingly  agreed  to  furnish  us  every 
other  day  a  report  of  the  cars  that  had  been  remaining  on  the  tracks 
for  more  than  the  free  time,  and  we  sent  them  a  letter.  The  first 
letter  is  a  follows: 

We  are  advised  thai  on  the day  of ear  No.  so-and-so,  shipped 

to  you,  which  was  spotted  for  unloading,  still  remains  unloaded.  In  view  of  the 
acute  car  shortage  and  the  danger  of  perishable  fruit  and  vegetables  spoiling,  the 
commission  will  request  that  immediate  delivery  be  made  of  the  shipment  in  ques- 
tion, or  a  reeonsigning  order  issued  without  further  delay. 

The  commission  feels  it  will  have  your  hearty  cooperation  in  view  of  the  abnormal 
conditions  existing  at  the  present  time. 

The  second  letter  is  as  follows: 

We  advised  you  under  such-and-such  date  that  car  No.  so-and-so  still  is  on  the 
track  and  unloaded.     By  subsequent  reports  we  find  that  the  car  still  remains  un- 
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loaded,  or  that  do  disposition  has  been  given  for  the  same.  The  commission  trusts 
thai  you  will  give  this  man  r  your  immediate  an  ntion,  as  these  requ  sts  are  made 
for  Mi"  purpos3  of  \>v\  inting  perishable  foodstuff  from  spoiling  and  to  release  the 
.ar  equipment,  which  it  is  upcessary.  to  do  at  the  pr  s  nt  time  on  accounl  of  the 
acute  car  shortage,  and  the  d  partmenl  trusts  thai  this  matter  will  receive  your 
attention  at  one-.  It  is  delays  of  this  nature  thai  arc  causing  the  agitation  for  in 
civas  d  d  imurragc!  charg  s,  which  it  is  d  sirous  to  avoid,  if  possible,  bu1  unless  the 
commission  g  ts  the  coop  ration  of  the  shipp  ra  in  unloading  veg  tables  and  fruit, 
or  it  is  given  disp  isition  promptly,  it  will  be  comp  llrd  to  ad(  p1  such  <  igorous  m  as 
un  s  as  in  its  judgmenl  seems  bi  s1  in  ordi  r  in  insur  ■  this  bt  ing  done. 

We  are  advised  by  the  companies  and  also  by  the  shippers  that  it 
has  had  a  very  greal  effect;  that  there  are  fewer  ears  every  day  thai 
are  left  over  and  held  under  load. 

The  statute  gives  the  right  of  an  appeal  from  all  orders  of  the 
commission  by  any  person  who  feels  aggrieved  thereby,  and  also  the 
attorney  general,  if  he  is  dissatisfied  by  an  order  made  by  the  commis- 
sion, has  the  right  to  appeal.  The  courts  of  our  State  have  held 
that  they  have  no  rate-making  power;  that  they  can  not  place 
themselves  in  the  place  of  the  commission  and  make  a  rate  but  that 
their  power  simply  means  to  either  reverse  the  order  of  the  com- 
mission, or  affirm  it,  and  it  comes  back  to  them  if  the  court  finds  the 
rate  is  unlawful  or  unreasonable. 

At  an  early  date  our  law  was  modeled  on  the  interstate  commerce 
law  and  was  passed  a  fewT  days  subsequently  to  the  passage  of  that 
law.  and  under  our  law  the  Supreme  Court  of  the  State  held  that  there 
was  no  appeal  and  no  review  from  the  commission's  order;  that  the 
only  appeal  that  the  railroad  companies  had  was  to  the  legislature 
for  a  different  law.  But  the  Supreme  Court  of  the  United  States 
said  that  under  the  proper  construction  of  the  law  it  was  uncon- 
stitutional to  deprive  the  people  of  the  right  of  their  day  in  court, 
and  then  the  law  was  amended  allowing  an  appeal,  or  to  be  tried 
formally  by  mandamus. 

My  opinion  is,  gentlemen,  that  if  you  take  this  power  away  from  the 
State  commissions  the  poor  man  is  out  of  it.  If  a  complaint  is  made 
to  the  Interstate  Commerce  Commission  they  get  an  answer  that  the 
complaint  has  been  received  and  that  it  will  be  taken  up  with  the 
railroad  companies.  It  is  taken  up  with  the  railroad  company  and 
the  railroad  company  generally  justifies  itself,  and  then  they  are 
notified:  "If  you  wish  to  proceed  further  with  the  matter,  make 
your  formal  complaint." 

Now,  a  man  with  a  few  hundred  dollars  involved  can  not  do  it. 
He  has  got  to  employ  an  attorney,  and  if  he  lives  in  a  small  town  he 
can  not  find  an  attorney  who  knowTs  anything  about  it  who  can  give 
it  any  attention,  or  who  knows  how  to  try  it  after  he  has  made  the 
complaint.  As  it  is  now,  he  goes  to  his  State  commission,  and  if 
there  is  any  merit  in  it,  the  State  commission  will  take  it  up  and 
through  their  attorney,  or  one  of  their  members,  will  present  it  to  the 
Interstate  Commerce  Commission  for  the  claimant.  I  know  in  our 
State  that  has  been  the  source  of  a  great  deal  of  benefit  to  the  shipper. 
We  not  only  post  him  on  the  rates,  but  we  take  up  his  matters  even 
before  the  Interstate  Commerce  Commission:  our  law  advises  us  to, 
and  we  get  them  settled  in  that  way,  and  it  does  not  cost  him  any- 
thing. The  railroad  companies  want  to  take  this  control  as  fat 
away  as  possible.  The  farther  they  can  get  from  home  the  better. 
Now,  they  are  a  very  nice  lot  of  gentlemen,  and  we  have  got  along 
very  nicely  with  them,  but  human  nature  to-day  is  just  exactly  the 
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same  as  it  was  in  Vanderbilt's  time,  and  those  gentlemen  want  con- 
trol. Of  course  they  do,  because  control  is  a  very  important  thing. 
But  it  would  be  a  saving  of  a  vast  amount  of  money  to  them  that 
they  have  to  pay  for  overcharges  and  for  other  matters.  It  is  now 
attended  to  by  the  State  courts. 

I  was  asked  by  Mr.  Finn,  who  was  chairman  of  the  national  associa- 
tion, for  my  opinion  about  this  question,  and  at  one  time  I  advoctaed 
just  what  the  railroads  are  asking  now.  I  met  some  of  my  associates 
at  the  national  association,  and  they  said,  "I  wish  you  would  consider 
that;  I  wish  you  would  find  out  how  your  commission  is  working, 
and  how  these  matters  are  taken  up  and  handled  by  the  Interstate 
Commerce  Commission." 

Now,  I  do  not  want  you  gentlemen  to  think  that  I  am  criticizing 
the  Interstate  Commerce  Commission  for  a  moment,  for  I  am  not. 
They  are  a  body  of  able  men  trying  to  do  the  best  they  can,  but  you 
can  not  sit  here  in  Washington  and  send  some  man  out  through  the 
country  and  know  the  local  situation  as  your  local  commissioners 
get  it.  American  jurisprudence  is  based  upon  the  idea  of  finding 
out  the  facts  in  a  case  and  finding  them  out  in  the  locality  before 
a  jury  that  understands  what  the  people  are  testifying  to.  The  idea 
is  that  they  are  the  best  qualified  to  find  what  the  facts  are,  and  that 
is  just  so  in  this  matter;  and  I  was  obliged,  after  reviewing  the 
subject,  and  after  watching  its  workings  at  home,  to  come  to  the 
conclusion  that  your  State  commissions  are  almost  indispensable, 
and  I  think  you  would  have  a  better  Interstate  Commerce  Commission 
to-day  if  it  was  based  more  upon  the  theory  that  your  courts  are  based 
on,  with  a  local  court  to  try  the  case  in,  and  an  appeal  to  the  main 
commission,  and  that,  with  the  help  of  your  State  commission 
makes  it  possible  for  you  to  have  a  pretty  thorough  Government. 

This  is  not  oppressive  to  the  companies.  It  is  easy  to  talk  about 
it.  They  seem  to  have  the  newspapers,  the  other  side,  and  that 
puts  me  in  mind  of  the  fact  that  they  tried  the  Minnesota  Rate  Case 
by  newspapers  almost  entirely.  We  were  trying  them  in  the  courts, 
and  after  the  opinion  of  the  Supreme  Court  was  written  and  pretty 
generally  published,  I  had  at  least  10  or  12  men  in  my  own  town 
come  to  me  and  say,  "We  do  not  understand  that. "  Of  course,  they 
did  not  understand  it,  because  they  could  not  get  it  in  the  news- 
papers. The  railroads  seemed  to  have  their  ear,  and  what  they  say 
goes  through  the  newspapers.  You  see  an  article  most  everyday 
as  to  what  a  great  hardship  these  people  are  put  to.  They  do  not 
tell  them  at  home.  There  they  are  local  men,  and  a  great  many  of 
them  prefer  to  have  it  remain  as  it  is.  It  is  only  the  gentlemen  high 
up  who  want  it  changed. 

That  is  all  I  have  to  say,  gentlemen,  and  I  thank  you.  Mr.  Elm- 
quist  is  here  and  he  can  speak  to  you  with  regard  to  the  tariff  and 
tell  you  how  it  is  made,  and  all  about  it,  if  you  would  like  to  hear  it. 

The  Chairman.  Are  there  any  questions  that  any  member  of  the 
committee  desires  to  ask? 

Senator  Cummins.  I  think  Judge  Mills  has  stated  the  situation 
from  that  standpoint  with  great  clearness,  and  I  think  I  fully  under- 
stand his  view  of  the  matter. 

Mr.  Sims.  I  would  like  to  ask  a  few  questions.  You  said  some- 
thing about  the  valuation  of  railroad  property  in  the  State  of  Minne- 
sota.    Was  that  valuation  by  the  Minnesota  Railway  Commission? 
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Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  And  if  you  know  whether  or  not  their  valuation  cor- 
responds substantially  with  the  valuation — what  it  would  be  by 
adding  the  market  value  of  stocks  and  bonds  outstanding? 

Mr.  Mills.  No,  sir;  I  do  not  know. 

Mr.  Sims.  You  do  not  know  whether  it  was  relatively  the  same 
or  not? 

Mr.  Mills.  No,  sir;  I  do  not  think,  if  my  recollection  is  correct, 
that  very  many  of  our  roads  are  overcapitalized. 

Mr.  Sims.  I  do  not  mean  that  your  valuation  was  not  correct.  I 
wanted  to  see  what  relation  it  bore  to  the  market  value  of  outstanding 
stocks  and  bonds — if  you  had  looked  into  that — of  same  properties. 

Mr.  Mills.  The  valuation,  Mr.  Elmquist  sa}Ts,  on  the  Northern 
Pacific  and  Omaha  &  Great  Northern,  so  far  as  our  State  is  con- 
cerned, was  about  equal  to  the  valuation  of  the  commission. 

Mr.  Sims.  The  market  value? 

Mr.  Mills.  Yes,  sir.  Of  course  the  Great  Northern  is  very  heavily 
capitalized,  and  the  Minneapolis  &  St.  Paul  is  in  poor  shape.  Of 
course  railroads  do  not  start  any  place,  or  get  any  place — 

Mr.  Sims.  You  said  you  have  the  power  to  make  joint  rates? 

Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  Do  you  mean  you  have  the  power  otherwise  than  by 
the  mere  consent  of  the  interstate  railroads  to  make  joint  rates? 

Mr.  Mills.  I  mean  joint  rates  for  State  shipments. 

Mr.  Sims.  Oh,  within  the  State? 

Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  I  understand  you.  Now,  if  I  understood  you  cor- 
rectly, you  have  a  rigid  statute  as  to  long  and  short  haul,  applying 
to  shipments  within  the  State  of  Minnesota  ? 

Mr.  Mills.  We  used  to  have.  We  have  a  rigid  long-and-short- 
haul  statute,  but  we  have  the  right  to  abrogate  it,  which  we  have 
done  since  this  statute  was  made,  not  allowing  any  greater  charge 
for  the  same  distance  on  the  same  road. 

Mr.  Sims.  Your  long-and-short-haul  clause — I  am  calling  it  that 
simply  because  the  public  understand  it  in  that  way — is  applicable 
only  to  shipments  within  the  State  ? 

Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  Originating  within  the  State  '. 

Mr.  Mills.  Yes,  sir;  we  do  not  pretend  to  legislate  for  anything 
outside  of  the  State.     If  we  did,  it  would  not  be  any  good. 

Mr.  Sims.  As  I  understood  you,  there  was  about  $3,000,000  of 
money  refunded  to  the  shippers  of  the  State  of  Minnesota  after  the 
decision  in  what  is  known  as  the  Minnesota  rate  case  ? 

Mr.  Mills,  Yes,  sir. 

Mr.  Sims.  That  amount  of  money,  then,  had  been  collected  on 
shipments  in  Minnesota  in  violation  of  the  law? 

Mr.  Mills.  Well,  they  had  been  collected  while  the  injunction 
was  pending  restraining  them  from  adopting  the  State  rates.  It 
was  an  injunction  in  the  Federal  courts. 

Mr.  Sims.  In  other  words,  they  just  continued  to  collect  the  rate 
they*  were  collecting  before  the  Minnesota  commission  made  it  \ 

Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  But  the  Supreme  Court  held  the  order  of  the  Minnesota 
commission  to  be  valid  ? 
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Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  And  the  people  of  Minnesota  then  benefited  to  the 
extent  of  $3,000,000  on  shipments  made  pending  the  action  of  the 
court  ? 

Mr.  Mills.  Pending  the  litigation;  yes,  sir. 

Mr.  Sms.  If  you  have  looked  into  it — and  if  you  have  not  you 
need  not  reply  to  my  question — have  you  an  idea,  upon  the  average, 
about  what  the  transportation  cost  of  the  movement  of  coal  is  as 
compared  to  the  total  cost  of  it  to  the  consumer? 

Mr.  Mills.  I  could  not  tell  you  that. 

Mr.  Sims.  You  spoke  about  the  newspapers  carrying  the  news  and 
making  statements  which  seemed  to  be,  as  a  rule,  favorable  to  the 
railroads  ( 

Mr.  Mills.  Yes,  sir. 

Mr.  Sims.  I  have  noticed  that  myself  in  my  own  experience, 
but  what  is  that  due  to,  if  you  know '. 

Mr.  Mills.  Well,  I  do  not  know  what  it  is  due  to  except  that  they 
can  always  get  the  news  from  the  railroad  companies.  They  have  a 
publicity  department,  and  outside  of  our  own  papers,  I  never  saw  a 
correct  statement  of  the  position  of  our  commission  in  the  Minnesota 
rate  case. 

Mr.  Sims.  That  is  a  full  and  fair  statement,  so  that  the  public 
mind  would  have  an  opportunity  to  judge  of  all  sides  of  the  question 
before  the  court. 

Mr.  Mills.  Yes,  sir;  and  to  anyone  who  did  know  what  the  facts 
were  some  of  the  statements  were  very  amazing.  Even  the  Saturday 
Evening  Post  took  it  up  in  an  editorial. 

Mi-.  Sims.  Is  it  not  also  a  fact  that  the  public  mind  to-day  has 
been  largely  formed — I  mean  that  its  mind  has  been  made  up  from 
such  information  as  was  furnished  them  through  the  press  of  the 
country  in  the  very  way  you  have  mentioned  '. 

Mr.  Mills.  That  is  my  opinion. 

Mr.  Sims.  I  have  noticed  here,  in  some  particular  instances  where  I 
had  opportunity  to  personally  know  what  happened,  that  especially 
away  from  here,  the  news  printed  in  the  papers  as  to  value  was  more 
reported  than  the  other  side,  and  it  seems  to  me  the  public  mind 
has  been  thus  affected  very  generally,  and  is  not  really  well  informed 
as  to  what  has  taken  place  either  before  the  courts,  the  State  com- 
mission, or  the  Interstate  Commerce  Commission,  or  committees  in 
Congress. 

Mr.  Mills.  That  is  my  opinion. 

Mr.  Esch.  You  have  a  valuation  in  Minnesota,  have  you  not? 

Mr.  Mills.  Yes,  sir. 

Mr.  Esch.  Is  it  a  physical  valuation  \ 

Mi-.  Mills.  Yes,  sir. 

Mr.  Esch.  Is  it  for  rate-making  purposes,  or  taxation,  or  both? 

Mr.  Mills.  We  use  it  for  that;  we  think  it  is  as  near  what  it  will 
cost  to  reproduce  those  roads  as  can  be  made.  If  I  had  known  before 
that  you  were  interested  in  it,  our  engineer  who  just  went  home 
yesterday  could  have  told  you  about  it. 

Mr.  Esch.  I  was  wondering  whether  your  valuation  could  be 
practically  accepted  by  the  physical  valuation  board  of  the  Interstate 
Commerce  Commission,  and  thus  avoid  a  whole  lot  of  work. 

Mr.  Mills.  Well,  I  do  not  think  they  will  accept  it.  I  think  they 
have  taken  their  own  inventory  there. 


INTERSTATE   AND   FOREIGN   TRANSPORTATION.  2241 

Mr.  Esch.  Do  they  follow  a  different  line  of  valuation  from  your 
own  commission  ? 

Mr.  Mills.  I  do  not  know  what  they  have  followed.  They  have 
just  made  a  report,  as  I  understand,  to  t  be  commission,  which  has  not 
been  approved  as  yet.  It  was  argued  day  before  yesterday,  and  they 
presented  them  as  to  our  theory  of  it. 

Mr.  Esch.  You  say  your  reciprocal  demurrage  law  was  declared 
unconstitutional  by  the  Supreme  Court  i 

Mr.  Mills.  Yes,  sir. 

Mr.  Esch.  Can  you  give  me  a  citation  of  that  '. 

Mr.  Mills.  No;  but  I  can  send  it  to  you. 

Mr.  Esch.  I  will  be  glad  to  have  you  do  so.  Do  you  believe  in 
reciprocal  demurrage  \ 

Mr.  Mills.  No,  sir. 

Mr.  Esch.  Why  ? 

Mr.  Mills.  Weil,  one  of  my  great  reasons  is  that  as  to  our  demurrage 
law,  before  it  had  ever  been  attacked,  there  never  was  a  cent  of  recip- 
rocal demurrage  paid;  and  another  reason  is  that  my  opinion  is  that 
if  demurrage  is  for  the  purpose  of  releasing  the  car  and  the  shipper  is 
fully  protected  by  an  action  for  damages  if  the  oar  is  not  promptly 
furnished,  and  there  have  got  to  be  so-many  exceptions  for  the  furnish- 
ing of  the  car  that  it  seems  to  me  it  will  be  almost  impossible  to  make 
a  workable  reciprocal  demurrage  law.  Other  commissioners  feel 
differently  from  the  way  I  do  as  to  that.  A  very  able  man,  Mr.  Hill, 
of  Georgia,  when  he  was  on  the  commission,  was  very  much  in  favor 
of  the  reciprocal  demurrage  law. 

Mr.  PIsch.  Has  your  commission — your  State  railway  commis- 
sioners— taken  any  action  with  respect  to  reciprocal  demurrage  '. 

Mr.  Mills.  Mr.  Elmquist,  have  we? 

Mr.  Elmquist.  It  has  been  discussed  a  number  of  different  times 
but  no  report  approving  reciprocal  demurrage  has,  to  my  knowledge, 
ever  been  adopted  by  the  National  Association. 

Mr.  Mills.  I  know  that  Mr.  Lane,  when  he  was  on  the  Interstate 
Commerce  Commission,  was  very  much  opposed  to  the  reciprocal 
demurrage,  and  he  had  given  the  subject  a  great  deal  of  thought. 

Mr.  Esch.  Did  I  understand  you  to  say  that  one  advantage  of  the 
State  commission  was  the  facility  it  gave  to  the  complaining  shipper 
of  having  a  speedy  adjustment  through  the  informal  action  of  the 
commission  ? 

Mr.  Mills.  Yes,  sir. 

Mr.  Esch.  Did  I  understand  you  to  say  that  on  interstate  shipments 
the  shipper's  complaint  to  the  Interstate  Commerce  Commission  was 
generally  justified  by  the  carrier? 

Mr.  Mills.  No;  not  that  the  complaint  was  justified,  but  that  the 
commission  or  the  carrier  was  generally  justified  in  a  letter  to  the 
Interstate  Commerce  Commission. 

Mr.  Esch.  And  that  led  to  a  formal  complaint? 

Mr.  Mills.  That  led  to  the  requirement  of  a  formal  complaint,  the 
correspondence  I  have  seen. 

Mr.  Esch.  The  last  report  of  the  Interstate  Commerce  Commission, 
just  made  public,  says: 

Informal  complaints  numbering  5,300  were  received,  an  increase  of  361  over  the 
preceding  year.  Many  of  these  complaints  were  adjusted  to  the  satisfaction  of  the 
parties.  Of  the  remainder  some  were  later  presented  as  formal  complaints  requiring 
formal  hearings. 
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Mr.  Mills.  Yes,  sir. 

Mr.  Esch.  I  understand  the  percentage  of  complaints  that  have 
developed  into  formal  complaints  is  very  small,  so  the  Interstate 
Commerce  Commission  uses  practically  the  same  methods  that  you  do. 

Mr.  Mills.  Well,  we  won't  get  formal  complaints  as  quick  as  we 
would,  and  we  would  send  the  shipper — if  he  made  complaint  to  us — 
a  complaint  to  sign  and  state  the  facts. 

Mr.  Esch.  May  I  ask  Mr.  Elmquist  one  question  with  reference  to 
the  scale  filed  ? 

Mr.  Mills.  Certainly. 

STATEMENT  OF  MR.  CHARLES  E.  ELMQUIST,  MEMBER  OF  THE 
MINNESOTA  RAILROAD   AND   WAREHOUSE   COMMISSION. 

Mr.  Esch.  Mr.  Elmquist,  do  you  adopt  a  standard  description, 
etc.,  of  the  western  classification  committee? 

Mr.  Elmquist.  We  adopt  the  western  classification,  but  we  reserve 
the  right  to  make  such  modification  to  that  in  the  matter  of  excep- 
tions as  local  conditions  require.  We  have  made  quite  a  number  of 
exceptions  to  the  western  classification. 

Mr.  Esch.  Do  you  see  in  that  an  advantage  by  retaining  State 
commissions  and  State  control  ? 

Mr.  Elmquist.  I  do.  Take,  for  example,  the  question  of  mini- 
mum rates.  In  the  movement  of  grain  and  grain  products  I  think 
the  minimum  on  interstate  shipment  is  now  60,000  pounds  per  oar. 
In  our  State  we  have  investigated  the  question  several  different 
times  and  we  have  found  that  it  is  absolutely  necessary  to  have  a 
very  much  smaller  minimum  on  those  shipments  to  take  care  of  the 
small  dealers  throughout  the  State  who  are  without  the  storage 
capacity  or  the  capital  or  the  ability  to  buy  flour  in  60,000  pound 
lots. 

Mr.  Esch.  Do  you  think  it  will  be  impossible  or  rather  impracti- 
cable for  the  Interstate  Commerce  Commission  to  make  long  excep- 
tions to  classifications  in  the  States  to  meet  local  conditions  ? 

Mr.  Elmquist.  I  think  it  will  be  impracticable  because  the  Inter- 
state Commerce  Commission  looks  at  transportation  in  a  big  way;  it 
must  protect  rate  relationship  between  markets,  and  hence  it  does 
not  concern  itself  with  local  conditions.  Therefore  you  must  have  a 
local  agency  which  is  familiar  with  these  local  conditions  to  whom 
local  people  can  present  their  grievances. 

Mr.  Esch.  Then,  you  see  in  the  retention  of  a  State  commission  a 
reason  based  upon  classification  ? 

Mr.  Elmquist.  One  of  the  reasons. 

Mr.  Esch.  A  very  important  reason  ? 

Mr.  Elmquist.  It  will  grow  less  important  as  the  States  grow  in 
population  and  as  business  conditions  develop,  but  at  the  present 
time  it  is  quite  an  important  consideration. 

Mr.  Esch.  Is  the  western  classification  committee  speeding  up  ? 

Mr.  Elmquist.  They  are  trying  to  adopt  a  uniform  classification  to 
some  extent.  They  have  been  making  a  great  many  changes  in  the 
classification  during  the  last  few  years,  but  the  time  is  far  distant,  in 
my  judgment,  when  we  will  have  one  uniform  classification  appli- 
cable to  all  classification  territories,  or  even  throughout  one  district. 
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Mr.  Esch.  Do  you  think  it  will  be  possible  to  have  a  uniform 
classification  coextensive  with  the  United  States  ? 

Mr.  Elmqutst.  No,  sir. 

Mr.  Esch.  Do  you  think  it  would  be  advisable  to  do  it? 

Mr.  Elmquist.  I  do  not;  local  conditions  must  be  considered. 

Mr.  Esch.  Do  you  think  that  the  three  classification  territories 
should  maintain  certain  differences  as  they  now  observe  them? 

Mr.  Elmquist.  I  should  think  there  should  be  differences,  based 
upon  operating  traffic,  and  industrial  conditions  in  different  sec- 
tions of  the  country  suited  to  the  needs  of  the  community  as  well  as 
the  carriers.  Perhaps  these  local  conditions  can  be  taken  care  of  by 
exceptions  to  the  general  classification. 

Mr.  Esch.  You  have  a  right  to  have  a  representative  present  in 
western  classification  committee's  hearings,  have  you  ? 

Mr.  Elmquist.  By  invitation  we  go  there.  ,  At  their  meetings  there 
never  has  been  objection  to  a  member  of  our  commission  or  our  rate 
men  being  there. 

Mr.  Esch.  They  have  been  there,  have  they  ? 

Mr.  Elmquist.  Yes,  sir. 

Mr.  Esch.  Have  you  presented  to  them  your  local  conditions 
which  require  these  exceptions  to  their  classification  ? 

Mr.  Elmquist.  We  have. 

Mr.  Esch.  Have  they  adopted  them  ? 

Mr.  Elmquist.  Sometimes.     In  many  instances  they  have  not. 

Mr.  Esch.  That  is  all. 

Mr.  Elmquist.  Mr.  Chairman,  I  should  like  to  make  one  observa- 
tion on  the  question  of  the  tariff  which  Judge  Mills  referred  to,  the 
distance  tariff.  While  it  is  very  improtant  that  States  shall  have  the 
rate-making  power,  yet  I  apprehend  if  we  enter  into  a  minute  dis- 
cussion of  the  methods  that  were  employed  in  making  that  tariff  and 
the  different  considerations  that  were  before  us,  we  would  occupy  a 
good  deal  of  time,  and  possibly  it  would  not  be  of  very  much  assist- 
ance to  this  committee  in  the  formulation  of  its  report  to  Congress. 
However,  if  you  desire  me  to  do  so,  I  shall  be  glad  to  discuss  it. 

The  Chairman.  It  is  my  view  personally  that  it  should  not  be 
received,  and  unless  the  committee  is  of  a  contrary  view,  we  will  not 
receive  it  at  the  present  time. 

Mr.  Sims.  I  desire  to  ask  Mr.  Elmquist  one  or  two  questions. 

Mr.  Elmquist.  May  I  make  just  one  comment  ( 

The  Chairman.  Certainly. 

Mr.  Elmquist.  I  am  not  here  with  the  intention  of  being  a  witness, 
but  since  the  invitation  to  testify  has  been  extended  this  morning, 
I  would  like  to  say  this:  Judge  Mills  has  covered  the  local  situation 
very  well,  but  there  is  one  important  duty  that  has  been  accepted  by 
the  State  commissions  that  he  has  failed  to  call  your  attention  to. 

While  the  State  commissions  have  a  great  deal  of  local  work  and 
responsibility,  still  they  have  become  very  much  interested  as  well 
in  interstate  rates  and  conditions.  Back  in  the  central  part  of  the 
country  where  I  live — embracing  the  States  of  Minnesota,  Iowa, 
Kansas,  Nebraska,  Oklahoma,  and  some  of  the  others,  the  commis- 
sions in  recent  years  have  consolidated  their  efforts,  not  to  oppose, 
but  to  investigate  the  reasonableness  of  the  application  of  the  car- 
riers for  increase  in  interstate  freight  and  passenger  rates. 
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When  the  Western  Advance  Rate  case  was  tried  here  a  few  years 
ago,  quite  a  number  of  State  commissions  consolidated  their  efforts 
and  expended  about  $60,000,  which  was  secured  from  contingent 
funds  or  by  appropriation,  for  the  employment  of  accountants, 
engineers,  and  traffic  men  to  make  a  study  of  the  claims  of  the  car- 
riers. We  were  present  at  all  times  during  the  trial  of  that  case, 
and  the  Interstate  Commerce  Commission  denied  the  application 
of  the  carriers  to  increase  their  freight  rates.  They  did,  however, 
permit  the  carriers  to  increase  the  interstate  passenger  rates  to  2.4 
cents  per  mile  in  the  northern  territory  and  make  higher  increases 
in  the  southern  and  western  territory.  Recently  in  the  general  ap- 
plication to  increase  rates  15  per  cent  throughout  the  country,  the 
commissions  again  united  their  forces  and  they  had  their  group  of  men 
here  in  Washington,  who  came  to  study  the  question  for  the  purpose 
of  investigating  the  reasonableness  of  that  demand.  The  commission 
at  that  time  again  denied  the  application  of  the  carriers  to  increase 
their  rates  through  the  western  territory.  The  western  lines  made 
application  to  increase  their  rates  recently.  That  application  was 
to  have  been  heard  by  the  commission  on  the  17th  of  December.  Our 
commissions  again  had  decided  to  be  here  to  attend  the  Interstate 
Commerce  Commission  and  investigate  the  reasonableness  of  that 
charge.  They  have  done  so  recently  in  the  application  of  the  express 
companies  to  increase  express  rates  throughout  the  country. 

So  yon  see  that  the  State  commissions,  with  their  effective  organ- 
izations, with  their  understanding  of  rates  and  accounting,  and  other 
methods,  have  grown  beyond  their  usefulness  as  local  agencies. 
They  have  become  very  important  agencies  of  the  public  in  respect 
to  interstate  commerce  and  do  render  great  assistance  to  the  Inter- 
state Commerce  Commission  in  the  consideration  of  many  of  the 
questions  before  that  body. 

Commissioner  Hall,  of  Nebraska,  just  made  a  suggestion  which 
I  think  is  very  timely,  and  that  is  that  the  Interstate  Commerce 
Commission  recognizes  that  when  the  local  commissions  interest 
themselves  in  these  interstate  problems  it  is  not  in  a  hostile  attitude, 
but  really  as  friends  of  the  court,  to  help  that  body  get  at  the  true 
facts  so  that  it  can  make  a  just  decision,  based  upon  the  law  and 
the  evidence. 

Mr.  Sims.  I  would  like  to  ask  you  one  question,  or  maybe  more. 
Do  you  know  about  what  the  relative  amount  of  freight  and  pas- 
senger charges  collected  in  Minnesota  with  reference  to  intra  and 
interstate  shipments  are  ( 

Mr.  Elmquist.  Our  intrastate  business  is  about  35  per  cent  of  the 
total. 

Mr.  Sims.  What  relation  as  to  the  passenger? 

Mr.  Elmquist.  The  passenger  would  be  larger  than  that.  I  can 
not  tell  you  right  off. 

Mr.  Sims.  But  it  would  exceed  35  per  cent '. 

Mr.  Elmquist.  I  think  so.  Minnesota  is  peculiarly  situated.  We 
have  the  Twin  Cities,  almost  in  the  center  of  the  State.  We  have  a 
large  milling  industry,  and  freight  from  all  over  that  section  is  going 
into  the  cities.  There  is  a  tremendous  quantity  of  it  that  is  being 
shipped  out  from  there. 

Mr.  Sims.  This  gentleman  stated,  and  we  take  it  for  granted,  I 
believe,  that  the  interstate  traffic  of  the  country,  including  freight 
and  passenger,  amounts  to  about  85  per  cent  of  the  whole. 
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Mr.  Elmquist.  Thai   is  aboul   right. 

Mr.  Sims.   But   as  far  as  the  Stale  of  Minnesota  is  concerned,   it 
does  not  amount  to  that  much  \ 
Mr.  Elmquist.  No,  sir. 

Mr.  Sims.  So  that  the  power  of  the  State  commission  of  Minnesota, 
in  so  far  as  they  are  affected — that  is  the  receipts  of  the  railroads  for 
services  performed  in  your  State  are  larger  than  the  average,  and. 
therefore,  any  action  taken  by  your  commission  affecting  local  re- 
ceipts or  receipts  of  the  State  indirectly  has  an  effect  upon  the 
interstate  rates  in  excess  of  the  general  average  of  such  effect  '. 

Mr.  Elmquist.  If  a  schedule  of  rates  were  made  which  was  much 
lower  than  the  interstate  traffic,  of  course  it  would  indirectly  burden 
the  interstate  commerce.  But  in  arranging  all  our  schedules  we 
try  to  take  into  consideration  and  do  take  into  consideration  the 
status  of  the  interstate  rates.  Generally  speaking,  the  rate  per  ton 
per  mile  is  higher  upon  State  than  upon  interstate  traffic  for  the 
same  distance. 

Mr.  Sims.  In  case  the  legislation  asked  for  by  thevailway  execu- 
tives is  passed  and  the  provision  for  the  regional  commission  therein 
suggested  is  passed,  would  such  regional  commission,  in  your  opinion, 
serve  all  the  purposes  that  are  beneficial  to  the  public — the  local 
public  and  the  general  public — that  the  State  commissions  do  now  '. 
Mr.  Elmquist.  That  would  depend  upon  the  size  of  the  territory, 
the  extent  of  the  territory  in  a  regional  zone. 

Mr.  Sims.  As  to  how  many  cities  were  included  in  it  '. 
Mr.  Elmqitist.  Yes,  sir;  and  whether  those  persons  were  appointed 
from  the  State  or  sent  from  other  parts  of  the  country. 
Mr.  Sims.  To  serve  '. 

Mr.  Elmquist.  Yes,  sir;  it  would  be  possible  to  have  regions 
consisting  of  one  State  or  a  group  of  States  of  the  same  geographical 
and  commercial  conditions,  select  a  board  of  three  men  from  that 
territory,  who  understand  local  conditions  and  would  be  able  to 
deal  with  them  fairly.  But  the  danger  of  having  regions  estab- 
lished is  that  there  might  be  a  tendency  to  make  them  too  large  and 
therefore  lose  the  purpose  for  which  they  were  created. 

Mr.  Sims.  Do  you  know  about  what  the  average  cost  to  the  State 
of  Minnesota,  directly  and  indirectly,  is  in  maintaining  its  commis- 
sion and  its  activities!'  I  do  not  mean  to  ask  you  anything  about 
specific  facts,  but  just  in  a  lump. 

Mr.   Elmquist.  I  should  say  about  $70,000  per  annum. 
The  Chairman.  And  its  activities  art1  largely  outside  of  the  rail- 
roads, are  they  not  '. 

Mr.  Elmquist.  Well,  the  large  part  of  the  money — all  of  the 
money,  in  fact,  that  is  used  in  inspection  and  weighing  of  grain  and 
hay  and  straw,  is  secured  by  assessment  against  the  cars  for  service 
performed.  Therefore,  the  expense  of  the  work  is  not  taken  out  of 
the  appropriation  of  the  State.  So  I  would  state  that  $70,000  em- 
braces the  cost  to  the  State  for  service  of  the  commission  and  its 
force  of  men  in  the  control  of  transportation,  express  companies, 
and  now  the  telephone  companies.  This  commission  also  has  charge 
of  tin1  Weights  and  Measures  Department. 

The  Chairman.  It  has  jurisdiction  over  other  public  utilities,  has 
it  not,  also? 

Mr.  Elmquist.  Recently  it  was  given  jurisdiction  of  the  tele- 
phone companies. 


2246  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

The  Chairman.  How  is  it  with  reference  to  gas  companies? 

Mr.  Elmquist.  We  have  not  that  jurisdiction. 

The  Chairman.  And  electric  power  companies? 

Mr.  Elmquist.  No,  sir. 

The  Chairman.  That  is  all. 

Senator  Cummins.  Will  you  state  for  the  record  just  what  your 
position  is  ? 

Mr.  Elmquist.  I  was  a  member  of  the  Minnesota  Railroad  and 
Warehouse  Commission  for  nine  years  and  severed  my  connection 
with  that  body  on  the  15th  of  November  to  assume  the  position  of 
solicitor  for  the  valuation  committee  of  the  National  Association 
of  Railway  and  Utilties  Commissioners. 

Senator  Cummins.  Mr.  Elmquist,  one  of  your  observations  pre- 
sents a  very  interesting,  and  I  think  a  very  important  matter.  I 
would  like  to  develop  it  a  little.  These  State  commissions,  which 
have  appeared  before  the  Interstate  Commerce  Commission  in 
the  proceedings  that  relate  to  interstate  rates,  are  authorized  gen- 
erally to  do  it  by  statutory  authority,  are  they  not  ? 

Mr.  Elmquist.  By  the  act  of  Congress  as  well  as  by  the  State 
laws. 

Senator  Cummins.  And  that  is  a  work  entirely  apart  from  the 
work  that  they  do  in  controlling  intrastate  rates? 

Mr.  Elmquist.  Yes,  sir. 

Senator  Cummins.  In  the  proceedings  before  the  Interstate  Com- 
merce Commission,  the  State  committees  appear  as  representatives 
of  the  interests  of  their  various  localities,  I  assume  ? 

Mr.  Elmquist.  Yes,  sir. 

Senator  Cummins.  And  not  in  any  sense  as  judges  or  as  clothed 
with  authority  to  do  anything  except  to  represent  their  various 
localities. 

Mr.  Elmquist.  They  are  to  represent  the  public  interests. 

Senator  Cummins.  If  the  authority  to  maintain  and  conduct 
offices  for  the  purpose  of  adjusting  intrastate  rates  were  taken  away 
from  the  State  commission,  do  you  think  they  would  be  as  well 
qualified  and  as  efficient  in  appearing  before  the  Interstate  Com- 
merce Commission  to  inquire  into  interstate  rates,  as  they  are  now  ? 

Mr.  Elmquist.  No,  sir;  because  they  would  lose  their  interest  in 
the  rates  as  well  as  their  knowledge  of  the  rates.  A  man  is  valuable 
as  his  experience  grows,  and  if  he  did  not  have  any  experience  in 
making  and  considering  State  rates,  he  naturally  would  have  very 
little  ability  in  present  questions  involving  interstate  rates. 

Senator  Cummins.  So  if  their  organization  for  the  purpose  of 
adjusting  or  regulating  intrastate  matters  were  taken  away  from 
them,  they  would  practically  disappear  as  representatives  before  the 
Interstate  Commerce  Commission? 

Mr.  Elmquist.  I  think,  Senator  Cummins,  that  if  the  States  were 
to  lose  their  control  over  State  rates,  the  only  protection  the  public 
could  expect  would  be  that  which  would  come  from  regularly  em- 
ployed counsel  and  rate  men  of  some  of  the  large  shippers  or  large 
corporations. 

Senator  Cummins.  Do  you  think  it  would  be  practicable  in  the 
event  the  State  commissions  were  legislated  out  of  existence  to  sub- 
stitute for  them  any  other  organization  which  could  do  the  latter 
thing;  that  is,  appear  for  their  various  communities  before  the 
Interstate  Commerce  Commission? 
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Mr.  Elmquist.  Well,  the  only  substitute  that  you  could  have  for 
the  State  commission,  which  would  be  effective  at  all,  would  be  by 
the  establishment  of  zones  and  the  creation  of  officers  within  those 
zones  who  would  have  authority  to  do  the  same  things  that  the  State 
commissions  are  doing  now  in  regard  to  service,  and  also  to  decide,  to 
hear,  and  determine  questions  involving  interstate  rates.  But  there 
can  be  no  development  of  the  regulation  of  the  carriers  that  will  be 
fair  which  ignores  the  right  of  the  public  to  have  local  representation. 

Senator  Cummins.  But  to  maintain  any  such  independent  organi- 
zation, even  if  it  were  done  by  the  authority  of  the  State,  and  to  give 
it  the.  familiarity  which  is  necessary  to  be  helpful,  it  would  be  about 
as  expensive  as  the  present  State  commissions,  would  it  not? 

Mr.  Elmquist.  I  should  think  so.  This  is  a  suggestion,  Senator 
Cummins,  and  I  do  not  want  to  include  this  at  all,  if  it  is  improper 
The  newspaper  have  been  intimating  within  the  last  few  days  that  the 
Government  will  take  over  the  operation  of  the  railroads  during  the 
war.  If  the  Government  should  take  over  the  operation  of  these 
railroads  during  the  war,  and  should  eliminate  these  local  commis- 
sions with  their  strong  organizations,  I  think  it  would  find  itself  in  a 
very  peculiar  position.  Local  questions  will  always  be  with  us  and 
the  public  must  have  local  tribunals  to  whom  local  complaints  can  be 
presented.  The  Government  would  find  these  local  organizations  to 
be  very  useful  and  indeed  necessary  to  the  successful  operation  of  the 
railroads. 

So  if  the  Government  would  conclude  to  take  over  these  railroads 
during  the  war,  it  should  do  so  with  the  express  understanding  that 
it  would  utilize  these  local  commissions  with  their  vast  experience 
and  their  strong  local  organizations. 

Mr.  Sims.  If  you  will  permit  me  to  make  a  suggestion  there,  I 
have  not  the  slightest  doubt  myself  if  that  were  done,  but  that  the 
Government  would  find  it  both  desirable  and  necessary  to  do  just 
what  you  spoke  of. 

Mr.  Elmquist.  I  am  glad  to  hear  you  say  so,  Mr.  Sims. 

Senator  Cummins.  I  wanted  to  make  that  one  point  clear.  I  have 
nothing  further  to  ask. 

Mr.  Esch.  From  what  you  said,  I  judge  you  could  well  qualify 
as  a  valuation  expert. 

Air.  Elmquist.  Not  as  a  valuation  expert. 

Mr.  Esch.  You  have  familiarity  with  values  ? 

Mr.  Elmquist.  That  is  an  engineering  problem. 

Mr.  Esch.  But  you  have  valuation  experience  ? 

Mr.  Elmqc^ist.  Yes,  a  little. 

Mr.  Esch.  While  you  were  on  a  commission,  and  a  commission 
which  has  developed  a  valuation  as  few  States  have  developed  it, 
what,  in  your  opinion,  is  the  utility  of  the  physical  valuation  of  rail- 
roads by  the  Interstate  Commerce  Commission1?  Do  you  think  the 
work  should  be  continued  ? 

Mr.  Elmquist.  That  is  a  big  question.  Certainly  the  work  should 
be  continued.  There  is  chaos  throughout  the  country  in  respect  to 
the  valuation  of  railroads.  Different  States  have  valued  their  prop- 
erties for  different  purposes.  Your  own  State  places  the  valuation 
for  taxation  purposes,  and  so  does  Michigan;  we  have  them  valued 
for  rate-making  purposes. 
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There  is  a  strong  suspicion  that  the  capitalization  exceeds  the  value 
of  the  railroad  properties.  Now  it  occurs  to  me  that  valuation  is 
important  for  four  reasons:  First,  we  can  use  the  valuation  not  in 
interstate  and  in  State  matters,  as  a  basis  for  the  determination  of 
reasonable  rates.  It  can  not  be  expected  as  regulation  advances 
that  many  States  will  go  to  the  large  expense  of  valuing  these  rail- 
roads and  keeping  up  the  value  of  additions  and  betterments  every 
year,  just  for  the  purpose  of  being  able  to  determine  what  a  reasonable 
rate  shall  be  of  a  just  or  proper  amount  of  taxation.  It  is  a  tremen- 
dously expensive  job.  So  from  that  standpoint  alone,  when  this 
valuation  has  been  completed  and  the  report  has  been  made  to 
Congress  showing  the  cost  of  the  different  classes  of  property  which 
go  to  make  up  a  railroad,  and  this  value  is  shown  upon  State  lines, 
all  of  the  States  will  have  the  information  which  is  necessary  to 
enable  them  to  determine  the  different  questions  that  come  before 
the  commissions,  the  taxing  officers,  and  other  tribunals. 

That  is  one  branch  of  the  subject.  Truly  there  can  be  no  way  of 
determining  the  proper  relation  of  capitalization  to  the  valuation  of 
properties  that  the  public  are  using  until  the  Interstate  Commerce 
Commission  has  completed  this  work,  and  it  seems  to  me  that  if 
there  is  anything  that  is  vitally  necessary  in  this  country,  it  is  to 
stabilize  securities  by  having  this  valuation  completed.  Then  we 
are  not  going  to  have  the  shocking  experience  of  the  vast  rise  and 
fall  of  railroad  securities  without  any  apparent  reason. 

So  from  the  standpoint  of  the  stockholder,  it  is  immensely  impor- 
tant to  have  this  work  completed.  On  the  question  of  your  inter- 
state rates,  let  me  point  out  this  illustration  to  you. 

In  the  Western  Advance  Rate  cases — and  pardon  me  if  I  have  taken 
too  much  of  your  time — which  were  tried  a  few  years  ago,  41  railroad 
companies  consolidated  into  really  one  system  of  railroads.  They  pre- 
sented their  case  as  one  system.  They  came  before  the  commission 
and  showed  that  the  net  operating,  return  for  all  of  those  41  railroads 
was,  if  I  remember  correctly,  3.4  per  cent.  Of  course  in  that  group 
of  railroads,  there  were  some  that  were  good  and  very  many  that 
were  bad;  but  they  recognized  the  whole  as  one  system.  They 
made  a  return  upon  the  basis  of  the  book  value  of  those  properties 
and  regulating  bodies  are  pretty  well  convinced  that  book  value  is 
not  a  reliable  basis  of  value. 

What  could  the  State  commissions  do  to  meet  that  situation  ?  We 
did  not  know  the  value  of  all  or  any  of  those  41  different  railroads; 
we  did  not  know  how  much  had  been  taken  out  of  earnings  and 
expended  in  betterments  and  improvements;  we  did  not  know  even 
that  the  accounting  system  was  correct.  If  the  Interstate  Commerce 
Commission,  in  that  proceeding,  had  known  what  all  or  most  of 
those  different  railroads  were  worth  in  the  western  territory  it  would 
have,  at  once,  been  able  to  ascertain  what  returns  the  net  operating 
income  produced  upon  the  value  of  those  properties. 

Recently  we  have  had  the  15  per  cent  case,  which  was  nation-wide, 
and  the  commission  had  to  depend  absolutely  upon  the  operating 
income  by  years,  making  a  sort  of  comparison,  which,  after  all,  is 
not  the  best  way  to  find  out  what  return  the  carrier  is  entitled  to 
By  this  system  no  knowledge  can  be  obtained  to  show  the  return 
upon  the  value  of  the  property  or  the  actual  investment. 
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1  could  proceed  at  length  along  this  line  to  show  the  necessity,  it 
seems  to  me,  of  determining  the  value  of  these  properties. 

Now,  you  are  facing  Government  operation.  I  do  not  think  that 
any  rational  person  will  underestimate  the  importance  of  that  step. 
We  are  passing  through  an  era  of  high  prices;  the  cosl  of  living  is 
increasing  day  by  day.  People  are  making  huge  profits  out  of  the 
goods  they  are  manufacturing. 

In  my  section  of  the  conutry,  the  stable  farmers  and  other  people 
are  flocking  to  socialism  by  the  thousands  and  tens  of  thousands. 
Thar  plainly  indicates  that,  as  the  war  continues,  there  will  be  a 
demand  for  an  extension  of  governmental  activities.  If  the  Govern- 
ment, during  this  crisis,  succeeds  in  operating  the  railroads  in  a  satis- 
factory way,  giving  better  service,  eliminating  useless  competition, 
pooling  their  equipment  and  succeeding  in  giving  the  country  better 
transportation  at  less  cost,  I  think  all  of  us  realize  that  it  will  start 
an  agitation  for  public  ownership.  When  that  time  comes,  gentle- 
men, how  are  we  to  determine  what  to  do  unless  we  know  something 
about  the  value  of  the  properties?  So,  it  occurs  to  me.  that  there  is 
a  greater  and  more  substantial  reason  for  completing  the  valuation 
of  that  property  to-day  than  there  was  when  Congress  passed  the  act. 
Mr.  Esch.  I  am  glad  you  made  that  extended  statement.  If  the 
State  commissions  are  abolished  under  the  proposed  plan,  then  the 
States  would  have  no  longer  any  interest  in  making  State  valuations. 
Mr.  Elmquist.  No,  sir. 

Mr.  Esch.  And  that  would  increase  the  necessity  of  valuation  by 
the  Government  '. 

Mr.  Elmquist.  Surely. 

The  Chairman.   I   wish   to   ask   a  few  questions.     What    do  you 
make  the  standard  of  valuation  in  Minnesota? 
Mr.  Elmquist.  In  the  valuation  of  properties? 
The  Chairman.  Yes. 

Mr.  Elmquist.  We  had  made  it  upon 

The  Chairman.  I  mean  in  considering  rates. 

Mr.  Elmquist.  We  made  it  upon  two  bases  in  Minnesota.  The 
one  sought  to  establish  the  present  reproductive  value  without  con- 
sidering overheads,  multiples,  or  contingencies:  the  other  included 
them.  The  work  was  new  and  we  wanted  both  of  these  methods  for 
use  in  rate  cases.  The  Minnesota  rate  cases  were  pending  at  that 
time. 

Hie  Chairman.  Now,  take  the  reproductive  value:  The  cost  of 
a  railroad,  1  imagine,  consists  principally  of  the  acquisition  of  the 
right  of  way,  the  grading  of  the  road — includes  cuts  and  fills — the  ties, 
the  rails,  the  side  tracks,  stations,  equipment  of  the  road,  and  other 
things. 

Now  assuming  that  you  had  the  quantities  of  everything  deter- 
mined on  a  given  road,  the  number  of  cubic  yards  of  earth  removed, 
the  cost  of  the  right  of  way,  the  number  of  tons  of  rails,  the  num- 
ber of  ties,  and  everything  of  that  kind,  and  you  were  to  consider  the 
question  of  valuation  in  1913,  we  will  say,  before  the  war,  in  the 
determination  of  rates,  would  you  take  the  reproductive  value  of 
that  date  and  the  cost  of  removing  the  earth,  the  cost  of  rails,  ties, 
and  equipment,  etc.,  as  of  that  date? 
Mr.  Elmquist.  No. 
The  CHAIRMAN.   Would  you  take  that  us  your  standard  '. 
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Mr.  Elmquist.  No;  what  we  did  in  Minnesota  is  this:  We  first 
attempted  to  find  the  normal  or  naked  land  values,  then  the  quan- 
tities of  grading,  normal  unit  prices,  and  the  present  condition  of 
the  units  of  property. 

The  Chairman.  Let  me  go  a  little  further  in  my  question. 

Mr.  Elmquist.  I  beg  your  pardon. 

The  Chairman.  Now,  I  ask,  then,  if  you  were  to  do  that,  how 
would  you  do  to-day  if  the  question  of  the  return  to  the  railroads 
comes  up?  Would  you  estimate  that  value  upon  the  basis  of  the 
cost  of  removing  a  cubic  yard  of  earth  to-day,  which  may  be  twice 
what  it  was  in  1913;  the  cost  of  rails,  which  is  probable  double  the 
cost  of  rails  in  1913,  the  cost  of  the  cars  which  is  three  times  as 
great,  the  cost  of  locomotives,  which,  I  believe,  now  cost  something 
like  $60,000,  whereas  they  used  to  cost  $30,000,  etc.— in  other 
words,  is  the  reproductive  value  to  be  determined  upon  the  date 
of  every  investigation,  or  if  not,  upon  what  date  is  it  to  be  based? 
Do  I  make  myself  clear  ? 

Mr.  Elmquist.  I  do  not  care  to  answer  your  question  by  yes  or 
no,  if  I  may  be  permitted.  I  will  say  this,  however,  Assuming  that 
we  are  valuing  the  property  as  of  June  30,  1917,  we  would  find  the 
value  of  the  right  of  way,  and  possibly  measure  that  by  the  value 
of  the  adjoining  property  similarly  located  and  circumstanced. 
That  would  be  done  for  the  purpose  of  determining  the  fair  normal 
value  of  that  right  of  way.  Manifestly,  whether  that  can  be  used 
as  the  basis  of  rate  making  depends  upon  the  method  of  its  acquisi- 
tion. That  is  a  legal  question.  But  we  would  get  that.  Then  we 
would  measure  up  the  yards  of  earth  that  had  been  removed  in  con- 
struction, and  we  would  apply  to  those  various  items  of  construc- 
tion, bridges,  grading,  etc.,  not  the  prices  of  June  30,  1917,  of  labor 
and  material  and  supplies,  but  a  normal  price  that  has  been  calcu- 
lated after  the  consideration  of  the  prices  that  have  prevailed  for  a 
number  of  years. 

Back  in  our  State  we  use  10-year  periods  for  determining  normal 
prices.  It  would  never  do,  Senator  Newlands,  to  say  that  railroad 
properties  to-day  should  be  valued  upon  the  basis  of  the  present  cost 
of  material  and  of  supplies,  because  to  do  that  would  be  to  give  to  the 
carriers  not  millions  but  billions  without  the  expenditure  of  a  single 
dollar.  So  we  have  got  to  apply  normal  prices  for  the  quantities  of 
construction  that  we  find. 

The  Chairman.  And  you  ascertain  that  normal  price  by  taking  a 
period  of  10  years? 

Mr.  Elmquist.  We  do  in  our  State.  I  understand  the  Interstate 
Commerce  Commission  is  generally  using  a  period  of  five  years.  These 
valuations  would  be  as  of  June  30,  1914. 

The  Chairman.  Now,  then,  we  will  assume  that  the  present  high 
prices  are  consistently  maintained  during  the  next  10  years;  that  the 
tremendously  increased  cost  of  labor  is  maintained,  and  that  necessa- 
rily will  mean  an  increase  of  the  cost  of  everything  in  which  labor 
enters;  we  will  assume  that  as  a  means  of  easing  the  way  toward  the 
payment  of  the  national  debts,  that  silver,  for  instance,  it  remonetized 
and  thus  the  volume  of  units  of  metallic  money  is  largely  increased, 
thus  diminishing  the  purchase  power  of  every  unit,  enabling  wheat 
and  other  products  to  pay  more  of  the  national  and  private  debts; 
we  will  assume  that  paper  money  is  also  issued,  in  order  to  meet  the 
requirements  of  some  countries  that  can  not  get  metallic  moneys, 
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and  thus  the  money  volume  of  the  world  is  enlarged  so  as  to  make 
each  unit  of  that  money  buy  less,  and  then,  at  the  end  of  that  10-year 
period,  the  commission  should  inquire  into  what  is  the  normal  value 
of  all  these  things  that  enter  into  railroad  consl  ruction  and  equipment . 
That  normal  value  would  be  the  high  values  that  are  the  result  of  1  lie 
conditions  which  I  have  referred  to,  which  are  entirely  possible. 
Now,  would  you  regard  that  as  a  stable  value  standard  upon  which 
to  determine  the  returns  that  the  railroads  are  entitled  to  for  their 
services  >. 

Mr.  Elmquist.  Well,  of  course,  we  have  not  faced  that  condition 
yet,  but  my  offhand  curbstone  opinion  is  that  we  could  not  or  should 
not  recognize  abnormal  cost  conditions  for  the  purpose  of  establishing 
normal  unit  prices  of  fair  present  value  of  these  properties.  While 
that  world-wide  war  may  result  in  an  increased  cost  of  labor  and 
supplies  for  a  few  years,  yet  that  is  an  abnormal  situation,  and  the 
Government  must  apply  ordinary  horse  sense  in  the  construction  of 
unit  prices,  and  in  doing  so  they  naturally  must  recognize  normal 
rather  than  abnormal  conditions. 

Mr.  Sims.  Regardless  of  how  long  the  abnormal  condition  may  last  ? 

Mr.  Elmquist.  I  think  so.  Suppose  you  do  find  the  physical 
value  of  the  railroad  property  ?  That  is  but  one  of  the  elements  to  be 
considered  in  a  rate  case,  and  even  in  the  purchase  of  the  properties, 
because  you  should  know  the  original  investment — what  the  public  has 
put  into  those  properties;  you  should  know  its  operating  conditions, 
the  volume  of  tonnage,  the  rates  charged  its  earning  power,  and  com- 
petitive conditions,  as  well  as  many  other  things. 

The  Chairman.  I  suppose  you  realize  that  10  years  ago,  if  it  should 
have  been  stated  that  the  values  of  to-day  are  what  they  are  and  that 
the  values  of  labor  would  be  what  they  are,  that  a  statement  of  that 
kind  would  have  been  regarded  as  abnormal,  would  it  not? 

Mr.  Elmquist.  Yes,  sir. 

The  Chairman.  Even  previously  to  this  war  I  imagine  that  if  10 
years  prior  to  1914  the  prediction  had  been  made,  or  in  1913,  the 
prices  for  labor  and  commodities  would  have  been  what  they  were, 
they  would  have  been  regarded  as  abnormal,  would  they  not  % 

Mr.  Elmquist.  What  they  are  to-day  ? 

The  Chairman.  Yes. 

Mr.  Elmquist.  Yes,  sir. 

The  Chairman.  Now,  we  will  assume  that  a  railroad  is  commenced 
during  this  abnormal  period  of  1914  and  finished  during  the  period 
of  war,  lasting  three  or  four  or  five  years.  You  would  not  regard 
these  prices  then  as  abnormal  as  applied  to  that  railroad,  would  you  ? 

Mr.  Elmquist.  If  a  railroad  were  to  be  built  and  completed  during 
an  abnormal  condition  of  this  kind,  of  course  we  would  expect  it 
to  keep  very  close  account  of  the  original  cost  of  that  property.  At 
some  future  time,  if  the  Government  or  State  were  to  value  that 
same  railroad,  at  a  time  when  normal  conditions  had  again  been 
restored,  it  would  have  to  apply  to  that  valuation  the  same  basic 
principles  we  apply  now;  establish  the  normal  unit  prices  to  the 
quantities  that  are  there,  and  it  might  be,  Senator  Newlands,  that 
the  value  would  be  less  than  the  original  cost  of  construction.  But 
it  must  be  remembered  that  the  physical  value  is  not  the  only  factor 
to  be  considered  in  a  rate  case. 

The  Chairman.  You  would  not  regard  that  as  a  very  reliable 
3Tardstick,  would  you  % 
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Mr.  Elmquist.  It  would  be  one  kind  of  evidence  to  be  considered 
in  a  proceeding  then  pending  before  a  tribunal. 

Senator  Cummins.  All  of  which  goes  to  show  it  is  the  investment 
and  not  the  reproductive  value  that  is  the  real  standard. 

The  Chairman.  That  is  all. 

Mr.  Elmquist.  I  thank  you  very  much  indeed. 

Mr.  Bristow.  Now,  Mr.  Shaughnessy,  of  Nevada. 

MR.  JOHN  F.   SHAUGHNESSY. 

The  Chairman.  Will  you  give  your  name  and  vocation,  please  '. 

Mr.  Shaughnessy.  John  F.  Shaughnessy,  member  of  the  Nevada 
Railroad  Commission. 

The  Chairman.  Your  residence  \ 

Mr.  Shaughnessy.  Carson  City.  Mr.  Chairman,  I  wish  to  be 
heard  on  the  long-and-short-haul  question,  as  we  understand  it  in  our 
territory,  and  also  the  railway  question  in  general.  I  will  make  my 
opening  statement  by  reading  from  manuscript,  if  it  is  satisfactory. 

The  Chairman.  Certainly. 

Mr.  Shaughnessy.  In  opening,  I  desire  to  read  Nevada  Senate 
joint  and  concurrent  resolution  No.  10,  passed  by  the  Nevada 
Legislature  March  13,  1917,  unless  it  be  that  you  gentlemen  would 
not  care  to  hear  it  and  would  prefer  to  have  it  filed,  because  copies 
have  heretofore  been  officially  served  on  the  Members  of  Congress. 

The  Chairman.  Just  briefly  state  its  contents  and  file  it. 

Mr.  Shaughnessy.  Among  other  things  it  authorizes  the  Nevada 
Railroad  Commission  to  bring  the  matter  of  an  absolute  long-and- 
short-haul  amendment  to  section  4  of  the  act  to  regulate  commerce 
before  Congress  in  such  maimer  as  will  most  effectively  support  and 
promote  its  passage.     The  resolution  reads  as  follows: 

Relative  to  the  amendment  to  section  4  of  the  Federal  act  to  regulate  commerce, 
and  petitioning  the  President  of  the  United  States  and  our  Representatives  in  Congress 
to  take  such  action  as  will  provide  in  said  amendment  for  an  absolute  long-and-short- 
haul  provision  eliminating  the  grossly  unjust  and  discriminatory  back-haul  charges 
which  are  assessed  against  the  people  of  .Nevada  on  both  oast  and  west  bound  trans- 
continental freight  traffic. 

Whereas  the  people  of  the  State  of  Nevada  have  suffered,  and  are  suffering,  under  a 
most  unjust  and  oppressive  discrimination  arising  from  the  imposition  of  a  system  of 
infamous  differentials  or  back-haul  charges  in  freight  rates  on  both  east  and  west 
bound  transcontinental  freight  traffic,  assessed  against  Nevada  points  through  the 
medium  of  the  transcontinental  freight  bureau  of  Chicago,  111.,  the  membership  of 
which  is  made  up  of  all  interstate  railways  which  participate  in  said  transcontinental 
business;  and 

Whereas  said  differentials,  or  back-haul  charges  when  defined,  amount  to  the  charg- 
ing of  a  higher  rate  upon  freight  traffic  between  all  Nevada  points  and  all  points  of 
origin  or  destination  in  eastern  defined  territory  than  is  charged  to  or  from  the  longer 
distant  Pacific  coast  terminal  points,  or,  conversely  stated,  the  charging  of  a  lower 
rate  on  said  traffic  to  and  from  said  farther  distant  Pacific  coast  terminal  points  than  is 
charged  to  and  from  said  shorter  distant  Nevada  points;  and 

Whereas  said  discriminatory  and  preferential  system  of  charging  is  defended  upon 
the  theory  that  the  same  is  forced  and  compelled  because  of  the  presence  of  water  com- 
petition at  San  Francisco,  Los  Angeles,  and  other  Pacific  coast  terminal  points  or  ports 
of  call ;  and 

Whereas  with  rare  exceptions  said  ocean-going  traffic  has  never  amounted  to  more 
than  10  per  cent  of  the  all-rail  transcontinental  traffic  moving  to  and  from  the  said 
Pacific  coast  terminals;  and 

Whereas  since  the  slides  in  the  Panama  Canal  in  1915  and  the  European  war,  there 
has  never  been  any  ocean-going  competition,  nor  is  there  any  to-day;  and 

Whereas,  in  exemplification  of  the  arbitrary  and  unjust  character  of  said  discrimina- 
tion imposed  against  the  people  of  Nevada  and  other  intermountain  territory,  embrac- 
ing all  of  that  great  country  lying  between  a  line  running  north  and  south  from  Canada 
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to  Mexico  through   Denver,  and  another  north  and  south  line  immediately  east  of 

Seattle.  Portland,  San  Francisco,  Los  Angeles,  and  San  Diego,  let  it  he  stated  that 
the  final  carriers  reaching  said  Pacific  coast  terminals  or  ports  of  call  absorb  said 
entire  differentials  or  back-haul  charges  assessed  againsl  our  people,  notwithstanding 
the  self-evident  fad  that  if  said  water  competition  were  truly  forceful  and  compelling, 

as  alleged,  the  connecting  carriers  east  of  Ogden,  El  Paso,  and  St.  Paid  would  be  as 
vitally  concerned  and  insistent  upon  a  participation  in  said  higher  charges  for  said 
shorter  hauls  as  are  the  final  carriers;  and 

This  means,  taking  the  rale  of  $17  per  ton  on  printing  paper  from  New  York  to  San 
Francisco  as  fairly  representative  that  the  Union  Pacific  Railroad  for  its  1,000  mile 
haul  between  Omaha  and  Ogden  would,  roughly  speaking,  receive  approximately 
$6  as  its  division  of  said  §17  through  rate,  and  the  Southern  Pacific  Co.,  the  final  carrier, 
for  its  haul  of  785  miles  from  Ogden  to  San  Francisco,  would  receive  as  its  division, 
approximately  $5  per  ton;  but  if  the  shipment  is  from  New  York  to  Reno  the  charge 
is  $22  per  ton,  and  while  the  division  to  the  Union  Pacific  is  confined  to  its  proportion 
of  the  $17  through  rate  to  San  Francisco  (namely,  $6  per  ton),  the  Southern  Pacific 
Co.  would,  in  addition  to  its  $5  division  of  said  through  rate  to  San  Francisco,  also 
absorb  entirely  the  long  and  short  haul  arbitrary  of  $5,  the  difference  between  the 
$17  and  $22  per  ton  rates  charged  respectively  to  San  Francisco  and  Reno. 

Whereas,  as  further  indicating  that  said  water  competition  is  not  a  compelling  con- 
sideration, let  it  be  emphasized  that  there  have  never  been  any  differentials  or  back- 
haul charges  assessed  against  the  people  of  eastern  interior  territory  (Indiana,  Ohio, 
etc. )  tributary  to  the  Atlantic  coast,  on  eastbound  transcontinental  traffic  from  Pacific 
coast  terminals  or  interior  points  tributary  thereto.  On  the  contrary,  while  these 
arbitraries  are  not  assessed  against  eastbound  traffic  to  the  same  extent  as  on  west- 
bound, yet  whenever  levied  against  said  eastbound  traffic,  as  in  the  case  of  wool 
shipments,  the  Nevada  wool  producer  pays  said  back-haul  charge  and  the  originating 
carrier  absorbs  it ;  and 

Whereas  said  system  of  back-haul  charging  never  was,  and  is  not  now,  predicated 
upon  any  principle  of  justice  or  fair  dealing  to  the  people  of  said  intermountain  terri- 
tory, from  which  it  follows  that  this  theory  or  basis  of  rate  making  will  not  stand  the 
test  of  a  fair  analysis;  and 

Whereas  the  effect  of  said  lower  charges  for  the  longer  haul  to  and  from  said  more 
distant  points  results  in  building  up  great  industrial  and  commercial  enterprises,  and 
in  centralizing  and  enlarging  the  population  at  said  Pacific  coast  terminal  points,  a 
substantial  proportion  of  which  is  at  the  expense  of  Nevada  and  other  intermountain 
States;  and 

Whereas  the  effect  of  said  higher  charges  for  the  shorter  haul  to  and  from  said  less- 
distant  points  results  in  retarding  the  growth  and  development  of  Nevada's  industrial 
and  commercial  prosperity,  and  in  restricting  the  State's  growth  in  population  and 
wealth;  and 

Whereas  the  Railroad  Commission  of  Nevada  in  1908  brought  a  proceeding  before 
the  Interstate  Commerce  Commission  and  did  then,  and  has  ever  since,  been  con- 
tending in  numerous  hearings  which  have  been  held,  that  these  arbitrary  back-haul 
charges  should  be  entirely  removed  on  westbound  transcontinental  traffic;  and 

Whereas  when  said  proceeding  was  brought  in  1908,  the  average  back-haul  charge 
a-sissed  against  Nevada  points  amounted  to  rates  approximately  75  per  cent  higher 
Than  those  charges  on  similar  traffic  passing  through  Nevada  to  San  Francisco  and 
Los  Angeles;  and 

Whereas  since  that  time  said  railroad  commission  of  Nevada  has  been  successful 
in  securing  reductions  in  class  and  commodity  rates  from  all  eastern  defined  territory, 
which  have  had  the  effect  of  reducing  said  differentials  or  back-haul  charges  to  ap- 
proximated 25  per  cent,  as  compared  with  75  per  cent  when  the  cases  was  started 
in  1908;  and 

Whereas  the  railroad  commission  has  conclusively  shown  throughout  the  trial  of 
these  cases,  that  the  lower  rates  charged  to  said  Pacific  coast  terminals  on  said  west- 
bound traffic  wa<  in  every  way  compensatory  when  considered  upon  the  basis  of  the 
cosl  of  moving  said  traffic  in  train-load  lots  without  the  necessity  of  breaking  bulk  in 
transit  during  the  long  haul  across  the  continent;  and 

Whereas  further,  the  people  of  Nevada  have  through  their  railroad  commission 
contended,  and  do  now  contend,  that  said  rates  covering  the  movement  of  westbound 
Transcontinental  traffic  to  Pacific  coast  terminals  are  fully  compensatory;  the  evi- 
dence upon  this  point  being  conclusive  and  having  never  been  refuted  by  The  railroads, 
it  follows  that  the  removal  of  said  back-haul  charges,  and  the  application  of  rates  no 
higher  to  Nevada  points  Than  To  Pacific  coast  terminals,  would  be  equally,  or  in  fact 
more  compensatory,  than  to  said  further  distant  points;  and 

Whereas,  the  carriers  have  from  the  outset,  and  do  now,  elect  to  stand  upon  the 
mere  question  of  the  presence  of  water  competition  at  Pacific  coast  terminals  as  fully 
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justifying  the  charging  of  said  lower  preferential  rates  at  said  Pacific  coast  terminals 
and  the  higher  discriminatory  rates  at  Nevada  points,  and  this  without  regard  to  the 
relationship  existing  between  the  revenue  received  and  the  cost  of  rendering  said 
service,  or  any  other  consideration  and 

Whereas  said  Interstate  Commerce  Commission  has,  in  Nevada  Railroad  Commission 
v.  Southern  Pacific  Company  (19  I.  C.  C,  238),  June  22,  1911,  stated:  "The  carriers 
herein  involved  have  not  shown  that  undue  discrimination  was  not  effected  by  their 
rate  reductions  between  points  in  Nevada  and  points  in  California,  nor  have  they 
established  that  the  rates  to  the  Pacific  coast  cities,  if  extended  by  them  from  eastern 
points  outside  the  zone  of  water  influence,  are  not  fully  compensatory;"  and 

Whereas  the  Interstate  Commerce  Commission  has,  in  its  decision  of  June  5,  1916, 
in  the  matter  of  fourth-section  applications  Nos.  205,  et  al.,  said:  "The  result  of  all 
the  evidence  offered  was  to  show  that  there  is  not  at  this  time  any  effective  water 
competition  between  the  two  coasts,  and  that  there  is  little  likelihood  of  any  material 
competition  by  water  during  the  present  calendar  year,  irrespective  of  the  action 
the  commission  may  take  with  respect  to  these  petitions.  *  *  *  The  war  and  the 
unparalleled  rise  in  prices  of  ocean  transportation  have  so  changed  the  situation  as 
to  transfer  a  relation  of  rates  that  was  justified  when  established,  to  one  that  is  now 
unjustly  discriminatory  against  intermountain  points;"  and 

Whereas  notwithstanding  the  indisputable  character  of  the  evidence  submitted  by 
Nevada  through  its  railroad  commission  and  said  findings  above  quoted,  the  Inter- 
state Commerce  Commission  has  thus  far  failed  to  remove  in  their  entirety  said  arbi- 
trary differentials  or  back-haul  charges  assessed  against  Nevada;  and 

Whereas  during  the  year  1916  the  entire  question  covering  said  differentials  on 
west-bound  freight  traffic  was,  upon  further  application  of  the  Nevada  Railroad 
Commission  for  the  complete  removal  of  said  back-haul  charges,  again  reopened  and 
reheard  by  the  Interstate  Commerce  Commission  and  is  now  submitted  for  decision; 
and 

Whereas  if  said  back-haul  charges  are  removed  by  order  of  said  commission  the  Pacific 
coast  jobbing  interests  and  the  carriers  who  profit  by  the  perpetuation  of  said  system  of 
charging  may  contest  said  order  in  the  Federal  courts  on  the  ground  of  informality, 
irregularity  in  proceedings,  or  otherwise,  thus  resulting  in  unreasonable  and  unneces- 
sary delay:  Therefore  be  it 

Resolved  by  the  senate,  the  assembly  concurring.  That  the  President  of  the  United 
States  and  the  Senators  representing  Nevada,  and  the  Nevada  Representative  in  Con- 
gress be,  and  they  are  hereby,  requested  to  work  for  the  passage  and  vote  for  an  amend- 
ment to  section  4  of  the  act  to  regulate  commerce,  providing  that  it  shall  be  unlawful 
for  any  common  carrier  subject  to  the  provisions  of  said  act  to  charge  or  receive  any 
greater  compensation  in  the  aggregate  for  the  transportation  of  freight  and  passengers 
for  a  shorter  than  for  a  longer  distance  over  the  same  line  or  route  in  the  same  direction, 
the  shorter  being  included  within  the  longer  distance;  but  this  shall  not  be  construed 
as  authorizing  any  common  carrier  within  the  terms  of  said  act  to  charge  or  receive  as 
great  compensation  for  a  shorter  as  for  a  longer  ditance;  and  be  it  further 

Resolved,  That  Congress  be  and  it  is  hereby  memorialized  and  requested  to  provide 
for  and  pass  said  amendment;  and  be  it  further 

Resolved,  That  copies  of  this  resolution  be  forwarded  to  each  Senator  and  Repre- 
sentative in  Congress ;  and  it  is  further 

Resolved,  That  the  Railroad  Commission  of  Nevada  be,  and  it  is  hereby,  authorized 
to  cooperate  with  the  railroad  commissions  and  commercial  organizations  of  all  other 
intermountain  States  hereinbefore  defined,  in  bringing  this  matter  to  the  attention  of 
Congress  when  said  amendment  is  under  consideration,  in  such  manner  as  will  most 
effectively  support  and  promote  its  passage. 

Adopted  in  senate,  March  13,  1917. 

Maurice  J.  Sullivan, 

President  of  the  Senate. 
R.  A.  McKay, 

Secretary  of  the  Senate. 
Adopted  in  assembly,  March  13,  1917. 

Ben.  D.  Luce, 

Speaker  of  the  Assembly. 
H.  W.  Edwards, 
Chief  Clerk  of  the  Assembly. 
Approved  March  15,  1917. 

Emmet  D.  Boyle,  Governor. 
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Since  the  passage  of  this  resolution  the  Interstate  Commerce 
Commission,  on  June  30,  1917,  after  finding  that  ''There  is  no  exist- 
ing competition  necessitated  by  reason  of  water  service  between  the 
two  coasts  (Atlantic  and  Pacific)  which  warrants  the  rail  carriers 
in  maintaining,  under  present  circumstances,  lower  rates  to  the 
Pacific  coast  than  are  normal  and  reasonable  or  lower  than  to  inter- 
mediate points,"  made  an  order  to  become  effective  October  15,  1917, 
removing  all  discrimination  against  intermountain  territory  existing 
in  transcontinental  rates.  In  other  words,  the  orders  ^heretofore 
issued  by  the  commission  granting  relief  to  the  carriers  from  the 
fourth  section  of  the  act  to  regulate  commerce  were  vacated  and 
the  carriers  ordered  to  conform  their  rates  to  the  absolute  long  and 
short  haul  provision  of  section  4.  Thereafter,  because  of  the  pas- 
sage of  an  amendment  to  section  15  of  the  act  to  regulate  commerce, 
requiring  all  earners  to  secure  the  approval  of  the  commission  before 
filing  any  increased  rates,  and  because  the  carriers  had  undertaken 
to  comply  with  said  order  of  June  30  by  increasing  Pacific  coast 
terminal  rates  in  part,  and  by  reducing  intermountain  rates  in  part 
in  order  to  bring  all  westbound  transcontinental  rates  to  a  common 
level,  the  commission,  on  September  28,  issued  an  order  suspending 
the  effective  date  of  said  order  of  June  30  indefinitely.  All  inter- 
mountain rate  cases,  therefore,  were  reopened  and  set  down  for 
further  hearing  at  New  York,  November  5;  Chicago,  November  12; 
and  Portland  Oreg.,  November  20.  Further  than  this  we  are  not 
advised  at  the  present  time. 

The  fourth  section  of  the  act  to  regulate  commerce,  as  amended 
June  18,  1910,  reads  as  follows: 

That  it  shall  be  unlawful  for  any  common  carrier  subject  to  the  provisions  of  this 
act  to  charge  or  receive  any  greater  compensation  in  the  aggregate  for  the  transpor- 
tation of  passengers,  or  like  kind  of  property,  for  a  shorter  than  for  a  longer  distance 
over  the  same  line  or  route  in  the  same  direction,  the  shorter  being  included  within 
the  longer  distance,  or  to  charge  any  greater  compensation  as  a  through  route,  than 
the  aggregate  of  the  intermediate  rates  subject  to  the  provisions  of  this  act;  but  this 
shall  not  be  construed  as  authorizing  any  common  carrier  within  the  terms  of  this 
act  to  charge  or  receive  as  great  compensation  for  a  shorter  as  for  a  longer  distance: 
Provided,  however,  That  upon  application  to  the  Interstate  Commerce  Commission 
such  common  carrier  may,  in  special  cases,  after  investigation,  be  authorized  by  the 
commission  to  charge  less  for  longer  than  for  shorter  distances  for  the  transportation 
of  passengers  or  property,  and  the  commission  may  from  time  to  time  prescribe  the 
extent  to  which  such  designated  common  carrier  may  be  relieved  from  the  operation 
of  this  section. 

Whenever  a  carrier  by  railroad  shall  in  competition  with  a  water  route  or  routes. 
reduce  rates  on  the  carriage  of  any  species  of  freight  to  or  from  competitive  points, 
it  shall  not  be  permitted  to  increase  such  rates  unless  after  hearing  by  the  Interstate 
Commerce  Commission  it  shall  be  found  that  such  proposed  increase  rests  upon 
changes  conditions  other  than  the  elimination  of  water  competition. 

The  position  of  the  carriers  and  the  interpretation  which  they 
have  contended  should  be  placed  upon  this  section,  in  response  to 
their  applications  for  authority  to  meet  water  and  rail  competition, 
is  clearly  and  forcefully  set  forth  by  the  following  rules  which  Un- 
formulated and  put  in  evidence  before  the  Interstate  Commerce 
Commission  in  the  rehearing  of  forth  section  applications  Xos.  '20.") 
et  al.,  decided  as  aforesaid  on  June  30,  1917: 

Rule  1. — Carriers  shall  be  required  to  show — 

(a)  That  proposed  rates  to  or  from  more  distant  points  are  necessitated  by  condi- 
tions which  have  not  been  created  by  the  applicant  carrier,  are  less  than  reasonable, 
and  are  subnormal . 
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(b)  That  such  rat^s  yi°ld  revenue  in  excess  of  the  actual  cost  of  handling  the 
traffic  upon  which  they  are  to  apply,  thereby  adding  some  thing  to  the  net  revenue 
and  avoiding  any  incr^as?d  burd  n  upon  intermediate  points. 

Rule  2. — Reli?f  shall  be  grant  d  the  carriers  to  meet  not  only  actual  sea  compe- 
tition, but  also  pot°ntial  comp  tition  which  has  been  previously  manifested,  and  the 
faciliti  s  for  which  are  still  in  existence,  although  dormant  at  the  time  of  the  appli- 
cation or  the  hearing  thereon. 

Rule  S. — The  actual  movement  of  a  commodity  by  water  shall  determine  whether 
it  is  susceptible  to  sea  competition. 

Rule  4. — Rates  between  Atlantic  or  Gulf  ports  to  the  Pacific  ports  shall  be  author- 
ized which^re  the  practical  equivalent  of  the  rates  by  sea,  taking  into  account  the 
relative  cost  and  disparities,  i.  e.,  accomplishing  a  fair  equalization  of  the  rates, 
the  rates  at  intermediate  points  to  be  considered  separately  and  without  relation 
to  the  terminal  adjustment. 

Rule  5. — Rates  between  interior  points  of  origin  and  eastern  defined  territory  and 
Pacific  coast  terminals  shall  be  whatever  shall  be  determined  necessary  to  enable 
carriers  to  obtain  and  hold  a  fair  proportion  of  the  traffic,  taking  into  consideration — 

(a)  The  rat' s  from  principal  points  of  origin  via  sea  routes  to  destination  ports. 

(b)  The  additional  chang.  s  incident  to  water  transportation. 

(c)  A  fair  allowance  for  the  intangible  difference,  if  any,  due  to  superior  service. 
id)  Competition  of  carriers  from  other  points  of  origin,  the  rates  at  intermediate 

points  to  be  considered  separately  without  relation  to  the  t<  rminal  adjustment. 

Rule  6. — When  the  carriers  shall  have  fully  supporte  d  their  fourth  section  appli- 
cations as  contemplated  by  the  preceding  rubs,  the  commission  shall  exercise  tne 
authority  d^le.^ated  by  the  fourth  section  to  authorize  the  carriers  to  charge  less  for 
longer  than  for  shorter  distances,  anel  from  time  to  time  pri  scribe  the  extt  nt  to  which 
such  common  carrier  may  be  relieved,  by  consid<  ring  what  rates  in  fact  are  justified 
and  fixing  in  the  determination  of  all  applications  the  specific  rates  which  shall  be 
authorized  to  meet  wat  r  competition  without  aff<  cting  rat'  s  at  intermediate  points, 
except  that  the  carriers  shall  not  be  permitted  to  exceed  the  combination  of  the 
authorized  rate  to  the  port  plus  full  local  rate  thence  to  interior  d<  stination. 

Except  as  to  rule  2,  and  subject  to  certain  qualifications  as  to  the 
others,  the  Interstate  Commerce  Commission  gives  approval  to  these 
rules  in  the  following  language: 

Paragraphs  (A)  and  (B)  of  rule  1  are  in  accord  with  principles  stated  and  applied 
by  us  in  "Fourth  Section  Violations  in  the  Southeast"  (30  I.  C.  C.  153). 

Rule  2  is  of  more  dembtful  character  as  a  principle  of  action.  A  water  service 
which  for  one  cause  or  another  has  been  abandoned  may  have  been  effective  at  some 

Eeriod  in  the  past  in  r<  ducing  rail  rates  to  a  level  lower  than  they  otherwise  would 
ave  been,  but  there  may  not  be  at  present  any  likelihoe>d  of  the  restoration  of  that 
service,  although  some  of  the  facilities  for  the  service  are  still  in  existence.  The 
maintenance  of  lower  rates  under  these  circumstances  to  the  more  distant  than  to 
intermediate  points  may  not  be  justified,  although  the  lower  rate  when  established 
was  necessitated  by  the  competition  then  existing  and  the  higher  rates  to  interme- 
diate points  are  not  unreasonable.  There  are  so  many  varying  circumstances  which 
apply  to  situations  of  this  kind  that  we  are  unable  to  subscribe  to  rule  2  as  a  fixed 
rule  of  acticn. 

We  can  see  no  reason  to  object  to  rule  3  or  to  rule  4,  except  in  so  far  as  rule  4  re- 
quires the  s  parate  consideration  of  intermediate  and  terminal  rates.  The  business 
of  a  carrier  can  not  usually  be  so  separated  into  two  parts.  While  it  is  obviously 
unfair  to  adept  a  rate  made  to  a  competitive  point,  reduced  below  a  reasonable  basis 
by  nee  s-dty,  as  the  standard  by  which  to  measure  rates  to  points  where  such  neces- 
sity does  not  c  xist,  it  is  not  unfair  to  regard  both  rates  to  intermediate  and  depressed 
rate  points  together  as  parts  of  one  system  of  rates. 

A  similar  qualification,  to  wit,  that  rates  to  and  from  intermediate  points  may  be 
reasonably  adjusted  as  between  these  points  and  water  competitive  points  should 
be  applied  to  paragraph  (d)  of  rule  5,  and  the  concluding  phrases  of  rule  6;  in  other 
words,  we  construe  it  to  be  our  duty  in  acting  under  that  clause  of  the  fourth  section 
which  permits  us  from  time  to  time  to  prescribe  the  extent  to  which  such  common 
carriers  may  be  relieved,  to  weigh  the  claims  made  as  to  the  necessity  for  the  lower 
rate  at  the  more  distant  point  and  to  determine  whether  the  rates  so  necessitated 
is  in  fact  substantially  lower  than  is  reasonable  under  the  transportation  condition 
existing.  Th"!  rates  to  intermediate  points  must  also  be  scanned  at  the  same  time 
to  determine  whether  or  not  they  are  higher  than  the  rates  on  the  same  or  other  semi- 
larly  situated  lines  for  like  distances.  It  will  not  be  possible  always  to  reach  an 
adjustment  as  to  the  exact  measure  of  the  rates  that  should  be  applied  to  interme- 
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diate  points,  but  it  is  possible  to  put  sueh  reasonable  limitations  upon  these  rates 
that,  eonsiderins;  the  terminal  and  intermediate  rates  together,  glaring  discrepancies 
will  be  avoided  and  all  apparently  undue  discriminations  will  be  prevented.  This 
has  been  our  conception  of  our  power  and  duty  under  the  law,  and  we  have  endeavored 
to  act  accordingly  in  our  previous  reports  concerning  these  transcontinental  rates 
in  so  far  as  the  records  furnished  a  base's.  (  Nt  vada  Railroad  Commission  v.  S,  /'.  Co 
21  I.  G.  G.  329;;  City  of- Spokane* v.  N.  P.  Co.,  21  I.  C.  C,  400;  Commodity  rates  to 
Pacific  Terminals,  supra;  Rates  on  Asphaltum,  Barley,  Beans,  and  Canned  Goods,  33 
I.  C.  C.  480.) 

Here,  gentlemen,  the  commission  has  validated  the  carriers'  pro- 
posals to  meet  water  or  rail  competition  at  out-of-pocket  cost  rates 
to  and  from  the  long-haul  competition  points,  and  that  the  actual 
movement  of  any  commodity  by  water,  without  regard  to  the  volume 
of  its  movement  which  may  be  greater  at  interior  points  than  at  water 
points,  shall  authorize  the  carriers  to  establish  rates  the  practical 
equivalent  of  the  water  rates  without  at  the  same  time  affecting  the 
rates  at  the  short-haul  points;  also  while  the  commission  states  that 
the  higher  intermediate  rates  will  be  "scanned"  yet  it  will  not  be 
unfair  to  regard  both  the  said  long  and  short  haul  charges  as  one  sys- 
tem of  rates.  If  I  understand  the  matter  correctly,  this  affords  com- 
plete relief  from  the  operation  of  the  law  whenever  and  wherever 
water  competition  is  found. 

Also,  it  means  the  complete  control  by  the  rail  carriers  of  water 
competition  on  the  one  hand,  and  on  the  other  placing  the  cost  of  its 
control  or  elimination  upon  the  short-haul  shippers  and  consumers. 
Likewise,  that  the  perpetuation  of  long  and  short  haul  rates  occa- 
sioned by  long-line  carriers  meeting  the  short-line  rates  at  large 
industrial  and  commercial  centers  over  circuitous  routes,  will  be  main- 
tained and  made  possible  at  the  expense  of  the  short-haul  shippers 
and  consumers. 

Now  the  evidence  offered  in  the  Intermountain  Rate  Cases  on 
behalf  of  the  shippers  and  Pacific  and  Atlantic  coast  commercial  and 
industrial  interests,  supported  the  contentions  of  the  carriers,  except 
that  certain  witnesses  expressed  opinions  that  some  of  the  Pacific 
coast  terminal  rates  were  reasonable  in  and  of  themselves,  and  should 
not  be  increased,  but  both  Pacific  and  Atlantic  coast  interests  op- 
posed any  substantial  increase  in  the  rates  to  the  Pacific  coast. 
They  urge  that  rates  to  the  Pacific  coast  ports  should  be  maintained 
v  ith  a  certain  degree  of  stability,  in  order  that  they  may  be  able  to 
lorecast  the  future  of  business  conditions,  and  that  the  basis  of  the 
rates  so  maintained  may  rest  upon  the  usual  normal  conditions  affect- 
ing these  rates,  and  not  upon  abnormal  and  extraordinary  conditions 
created  by  the  war.  Practically  all  of  these  shippers  urged  the  main- 
tenance of  blanket  rates  from  eastern  defined  territory  to  the  Pacific 
coast,  upon  the  ground  that  the  parity  of  rates  heretofore  maintained 
from  all  the  great  territory  lying  east  of  the  Missouri  River  to  the 
Atlantic  coast,  has  afforded  manufacturers  in  this  territory  equal 
opportunity  to  market  their  products  on  the  Pacific  coast,  and  has 
also  afforded  the  coast  cities  the  benefit  of  a  wide  market  and  a 
competition  in  prices  resulting  therefrom. 

At  this  point  it  is  interesting  to  note  that  the  importance  of  the 
market  and  the  development  of  the  great  intermountain  inland 
empire  was  entirely  overlooked  in  the  plea  of  these  interests  for  a 
wider  market  and  competition  in  prices.     In  this  connection  let  it 
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be  said  that  the  great  intermountain  and  the  central  and  eastern 
California,  Washington,  and  Oregon  country,  comprising  all  that 
area  between  a  line  drawn  north  and  south  through  Denver  from 
the  Canadian  to  the  Mexican  line,  and  one  a  few  miles  inland  from 
Pacific  coast  ports,  is  now  known  as  back-haul  territory.  In  1910 
this  territory  had  a  population  of  5,361,590,  compared  with  which 
the  Pacific  coast  terminals  had  a  combined  population  of  1,898,638. 
Unfortunately,  there  are  no  official  figures  available  as  to  the  total 
westbound  rail  tonnage  reaching  this  back-haul  territory  and  the 
Pacific  coast  terminals,  but  I  heard  it  estimated  by  a  prominent 
traffic  manager  in  Washington  early  in  1916  that  the  total  rail  ton- 
nage reaching  said  Pacific  coast  terminals  is  not  less  than  7,000,000 
tons  a  year;  compared  with  which  the  average  annual  water  ton- 
nage from  Atlantic  coast  to  Pacific  coast  ports  and  Hawaii  for  the 
five-year  period  ending  in  June,  1916,  was  492,000  tons,  or  7.03  per 
rent  of  the  all-rail  tonnage.  Included  in  this  average  was  the  abnor- 
mally large  tonnage  of  951,000  tons  which  moved  by  water  the  year 
following  the  opening  of  the  Panama  Canal,  in  1914. 

Although  the  eastbound  ocean-going  traffic  from  the  Pacific 
coast  and  Hawaii  to  the  Atlantic  coast  prior  to  the  war  was  heavier 
than  the  westbound  traffic,  no  attempt  has  been  made  to  apply  long- 
and-short-haul  carload  rates  to  the  consumers  of  Indiana,  Ohio, 
Pennsylvania,  New  York,  or  other  interior  States  compared  with 
Atlantic  coast  terminal  points  on  eastbound  transcontinental  rail 
traffic.  On  the  contrary,  practically  all  products  of  the  soil,  forest, 
and  mines  are  moved  east  on  blanket  rates,  beginning  at  Denver  and 
extending  clear  across  the  country  to  and  including  the  Atlantic 
coast  terminals.  This  is  explained  by  the  carriers,  stating  they 
wished  to  favor  the  movement  of  products  of  the  soil  to  all  eastern 
territory  at  practically  uniform  rates  in  order  to  afford  the  widest 
market  possible  therefor. 

On  wool  traffic,  however,  moving  clear  across  the  country  to  Boston, 
Mass.,  long-and-short-haul  rates  are  assessed  against  the  Nevada  wool 
producer  as  follows:  The  rate  from  San  Francisco  to  Boston  is  $20 
per  ton,  whereas  from  Winnemucca,  Nev.,  it  is  $38.80  per  ton. 

Now,  surely  the  foregoing  ratio  of  7.03  per  cent  of  the  westbound 
transcontinental  traffic  can  not  be  said  to  be  an  abnormal  or  unrea- 
sonable proportion  of  the  traffic  to  be  allotted  to  the  water  carriers. 
Also  can  it  be  fairly  said  that  this  competition  was  so  forceful  as  to 
justify  making  the  entire  country  a  "special  case?"  and  in  pursuance 
thereof  the  maintenance  of  long-and-short-haul  rates  to  intermoun- 
tain points  from  all  territory  east  of  the  Missouri  River.  In  this 
connection  let  me  emphasize  that  since  early  in  1915  the  American- 
Hawaiian  Steamship  Co.  and  the  Luckenbach  Steamship  Co.  have, 
on  two  different  occasions,  appeared  before  the  Interstate  Commerce 
Commission  in  the  Intermountain  Rate  cases  and  protested  against 
the  carriers'  applications  to  continue  the  present  low  rates  to  Pacific 
coast  terminals  under  the  guise  of  meeting  water  competition.  In 
this  connection  their  position,  if  I  understand  it  correctly,  has  been 
and  is  that  there  is  only  a  relative  amount  of  water  competitive 
traffic  which  they  can  regularly  secure,  and  that  therefore  it  is  their 
desire  that  the  relationship  of  rates  maintained  by  the  carriers  and 
the  water  lines  in  the  past  might  reasonably  be  increased  to  a  some- 
what higher  level. 
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In  leaving  the  domestic  service  to  enter  the  European  and  South 
American  trade,  at  rates  from  3  to  10  times  higher  than  the  domestic 
rates,  the  traffic  managers  of  said  American-Hawaiian  and  Lucken- 
bach  Steamship  companies  notified  the  Interstate  Commerce  Com- 
mission that  they  would  ultimately  return  to  the  coast-to-coast  trade, 
but  that  the  period  within  which  they  would  return  would  depend 
largely  upon  the  compensatory  character  of  the  rates  that  they 
might  be  able  to  secure  in  competition  with  the  transcontinental 
rail  carriers. 

At  the  present  time,  therefore,  there  is  no  water  competition  be- 
tween the  two  coasts,  nor  has  there  been  any  companies  operating  a 
regular  service  since  early  in  19 Hi.  In  this  connection  the  testimony 
of  the  traffic  managers  of  the  American-Hawaiian  and  Luckenbach 
Steamship  companies  was  to  the  effect  that  after  the  war  closed  there 
would  be  sufficient  business  in  furnishing  materials  and  supplies  for 
the  rehabilitation  of  Europe,  to  keep  all  boats  regularly  and  profit- 
ably employed  for  from  three  to  five  years.  In  view  of  the  demand 
for  ships  for  use  in  the  prosecution  of  the  war,  and  the  world-wide 
shortage  of  ocean-going  steamships  due  to  the  exceedingly  large 
number  which  have  been  and  will  continue  to  be  destroyed  through- 
out the  war,  the  aforesaid  estimate  of  from  three  to  five  years  profit- 
able business  in  the  European  trade  after  the  war  closes,  seems  to  be 
entirely  conservative. 

Commenting  on  the  long-and-short-haul  system  of  rate  making  as 
applied  to  the  intermountain  territory  the  Interstate  Commerce 
Commission,  in  its  decision  of  June  30,  1917,  said: 

We  are  of  the  opinion  that  the  best  interests  of  the  public,  of  the  transcontinental 
carriers,  and  these  intermountain  cities  in  particular,  will  be  served  by  a  policy  that 
permits  the  transcontinental  carriers  to  share  with  the  water  lines  in  the  traffic  to  and 
from  Pacific  coast  ports.  *  *  *  The  shippers  at  the  coast  are  thereby  given  the 
benefit  of  competing  rates  and  competing  markets  of  supply.  The  railroads  are 
enabled  to  fill  up  their  trains  with  traffic,  which,  though  not  highly  profitable,  yields 
a  revenue  greater  than  the  " out-of-pocket''  cost  of  securing  and  handling  the  traffic, 
thereby  adding  to  the  net  revenue  of  the  carriers,  and  to  that  extent  lightening  the 
transportation  burdens  borne  by  other  localities. 

While  such  a  policy  is  doubtless  beneficial  to  the  railroads  in 
eliminating  water  competition,  and  to  the  Pacific  coast  industrial  and 
commercial  interests  in  the  broadening  of  purchasing  markets  and 
prices  and  distributing  territory,  the  fact  that  it  is  not  beneficial  to 
the  intermountain  territory,  is  strongly  evidenced  in  the  following 
paragraph  of  the  commission's  finding: 

It  is  perfectly  clear  that  the  Pacific  coast  cities  have  always  paid  lower  transpor- 
tation rates  than  they  would  have  paid  were  it  not  for  the  facilities  they  have  enjoyed 
for  bringing  manufactured  articles  from  eastern  manufacturing  districts  and  for  send- 
ing east  the  products  of  the  coast  States  by  water.  It  is  also  clear  that  the  inter- 
mountain section  of  the  country  has  paid  and  now  pays  rates  for  the  transporattion  of 
these  manufactured  articles  which  are  higher  proportionately  than  is  paid  i>.  the  coast 
cities,  and  probably  higher  than  it  would  be  necessary  to  maintain,  if  the  rates  to  the 
coast  cities  could  be  maintained  at  a  level  more  nearly  proportionate  to  the  service 
given. 

We  ask  why  should  not  the  shippers  and  consumers  of  the  great 
intermountain  territory  be  accorded  the  equal  benefit  of  the  com- 
peting markets  and  prices  of  all  eastern  defined  territory  at  rates 
that  arc  uniform  instead  of  the  high  short-haul  rates  referred  to  by 
the  commission  '.  This,  gentlemen,  has  been  our  plea  before  the 
Interstate  Commerce  Commission  f-r  the  past  10  years,  and  we  now 
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renew  it  before  this  honorable  committee  with  the  request  that  you 
have  enacted  legislation  which  will  forever  remove  and  prevent  rate 
adjustments  of  this  nature. 

If,  as  some  would  have  us  believe,  the  Pacific  coast  terminals  enjoy 
a  natural  advantage  by  reason  of  their  location  upon  the  sea,  why 
do  we  find  the  industrial  and  commercial  agencies  thereof  solidly 
lined  up  behind  the  transcontinental  carriers  in  the  fixing  of  rates 
which  have  the  effect  of  putting  the  ocean  carriers  out  of  business? 

From  my  experience  in  the  intermountain  rate  cases,  I  am  unable 
to  escape  the  conclusion  that  the  Pacific  coast  and  Atlantic  coast 
industrial  and  commercial  interests  feel  that  in  so  far  as  possible  the 
great  interior  section  of  the  country  is  legitimate  prey  for  exploita- 
tion, and  that  this  result,  which  amounts  to  the  centralization  of  the 
industrial  and  commercial  activities  and  population  of  the  respective 
sea. board  lines,  can  best  be  accomplished  by  cooperation  with  the 
railroads  in  the  promotion  of  long-haul  traffic.  In  fact,  double  hauls 
on  the  raw  products  in  and  the  finished  products  out  from  Atlantic 
coast  territory  and  similarly  long  cross-country  hauls  to  Pacific 
coast  ports  for  storage  and  back-haul  jobbing  inland  from  Pacific  coast 
territory. 

.  Therefore,  in  practically  all  Xat ion-wide  rate  inquiries  during  the 
past  these  communities  have  been  found  lined  up  on  the  side  of  the 
railroads.  Perhaps  not  always  openly,  but  understandingly.  For 
these  reasons  the  great  producing  and  yet  largely  undeveloped  interior 
country  which  makes  possible  these  densely  populated  centers  will 
doubtless  continue  in  the  future  as  in  the  past  to  bear  the  burden  of 
the  opposition  ;>f  these  sectional  interests  to  the  establishment  of 
nondiscriminatory  rates  to  interior  points.  Also  the  burden  of  their 
support  to  carrier's  applications  for  rate  increases  from  time  to  time, 
which  relatively  will  bear  much  more  heavily  on  the  higher  rates 
within  the  interior  country  than  upon  said  lower  long-haul  rates  in 
which  these  communities  are  chiefly  concerned. 

THE    SOUTHEASTERN    LONG-AND-SHORT-HAUL    CASKS. 

Illustrating  what  is  said  above,  and  in  further  support  of  our 
contention  for  an  absolute  long-and-short-haul  provision,  and  as 
evidence  that  the  present  fourth-section  provision,  as  understood 
and  administered,  is  in  contravention  of  a  wise  national  policy,  it 
will  be  necessary  to  review  at  some  length  the  "Southeastern  cases" 
(30  I.  C.  C,  153),  decided  April  13,  1914,  and  the  "Shreveport  case" 
^3  I.  C.  C,  31,  and  234  U.  S.,  342),  decided  June  8,  1914.  Around 
th  jse  cases  is  centered  the  railroad's  fight  at  the  present  time  for  the 
centralization  of  all  power  of  control  and  regulation  of  railroads  in 
the  Interstate  Commerce  Commission,  to  the  exclusion  of  the  various 
State  constitutions,  legislatures,  commissions,  and  courts. 

At  the  time  of  its  investigation  in  the  Southeastern  cases  during 
1912  the  commission,  among  other  things,  found  that  "there  were  no 
regular  boat  lines  in  operation  from  Ohio  and  Mississippi  River 
points  to  New  Orleans,"  and  "that  there  had  not  been  any  for  a 
number  of  years  prior  thereto,  although  there  was  testimony  to 
show  that  each  year  during  high  water  a  considerable  tonnage  of 
coal,  iron,  and  steel  articles  carn^  down  the  Ohio  and  Mississippi 
Rivers  from  Pittsburgh  to  New  Orleans." 
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Formerly,  from  1815,  subject  to  interruptions  by  the  Civil  War 
between  the  years  1 861 -1865,  regular  water  transportation  service- 
was  rendered  on  the  Ohio  and  Mississippi  Rivers  until  about  1898. 
The  decline  in  the  water  traffic  <»n  the  Mississippi  River  between 
St.  Louis  and  New  Orleans,  is  illustrated  by  the  table  at  page  '-21 
of  the  opinion,  which  shows  that  the  water  tonnage  in  1889  was 
844,000  tons,  whereas  in  1908  it  had  fallen  to  88,500  tons.  In  the 
maintenance  of  lower  rates  from  Chicago,  Cairo,  Cincinnati,  Louis- 
ville, and  St.  Louis  to  Vicksburg,  Natchez,  Baton  Rouge,  New 
Orleans,- Mobile,  Pensacola,  and  Tampa,  than  to  intermediate  rail 
point,  the  commission  justified  this  action  in  the  following  Language: 

It  is  evident  that  the  rates  and  facilities  afforded  by  the  rail  lines  have  had  the 
effect  of  eventually  attracting  to  these  lines  nearly  all  of  the  long  distance  traffic 
between  Ohio  River  points,  upper  Mississippi  River  points,  and  Missouri  TUver 
points  on  the  one  hand,  and  New  Orleans,  on  the  other.  There  is  no  reason  for  be- 
lieving that  the  rates  to  New  Orleans  when  established  by  the  rail  lines  in  1887  and 
since  maintained  were  not  necessitated  by  an  active  compelling  water  competition. 
Without  doubt,  the  changing  demands  of  commerce,  the  increased  facilities  of  the 
railroads,  their  better  organization  and  regularity  of  service,  have  been  influential 
in  winning  for  them  not  only  a  share  of  the  traffic,  but  nearly  all  of  the  traffic  The 
water  competition,  once  actual  and  compelling,  is  still,  however,  potential,  and  it  is 
most  earnestly  contended  by  the  petitioners  herein  that  any  substantial  increase  in 
the  rates  to  New  Orleans  will  have  the  effect  of  reestablishing  water  competition, 
with  the  subsequent  loss  of  traffic  and  revenue  to  the  rail  lines.  It  is  represented  that 
having  secured  this  traffic  through  years  of  struggle,  there  is  nothing  in  the  fourth 
section  of  the  act  to  regulate  commerce,  as  amended  in  1910,  that  puts  upon  the  rail 
carriers  an  obligation  to  establish  rates  which  will  restore  to  the  boat  lines  the  traffic 
they  have  lost. 

Here,  gentlemen,  is  a  situation  throughout  the  Southern  States, 
that  is  closely  analogous  to  the  intermountain  rate  condition.  The 
same  system  of  back-haul  charges  or  arbitraries  are  added  to  the 
through  rates  from  New  Orleans  and  the  aforesaid  Mississippi  River 
points  north -of  New  Orleans,  and  Mobile,  Pensacola,  and  Tampa,  to 
make  the  higher  short-haul  rates  at  intermediate  points  within  the 
Southern  States,  that  have  in  the  past  been  added  to  the  Pacific 
coast  terminal  rates,  to  make  rates  at  intermountain  points  through- 
out the  intermountain  territory.  Here  we  have  the  statement  of 
the  Interstate  Commerce  Commission  that  it  will  perpetuate  the 
discrimination  against  intermediate  points  in  the  Southern  States, 
but  not  because  of  real  compelling  competition.  Quite  the  contrary, 
The  river  transportation  lines  Bad  long  since  found  the  railway 
competition  to  severe  and  retired;  therefore  the  long  and  short 
haul  rates  were  justified  on  the  potential  competition  due  to  the 
existence  of  the  Ohio  and  Mississippi  Rivers,  and  the  apprehension 
that  if  the  rates  were  readjusted,  the  water  carriers  might  reenter  the 
service  and  regain  some  of  the  business  which  the  rail  carriers  had 
taken  away  from  them  by  the  maintenance  of  the  discriminatory 
long  and  short  haul  rates  in  question.  This  case  is  illustrative  of 
others  that  might  be  cited  from  the  reported  decisions  of  the  Inter- 
state Commerce  Commission  where  effective  water  competition  has 
been  eliminated,  but  because  of  potential  competition  due  to  the 
existence  and  the  availability  of  rivers,  lakes,  and  oceans,  discrimina- 
tory long  and  short  haul  rates  have,  upon  application  of  the  carriers 
for'fourth  section  relief,  been  treated  by  the  commission  as  'special 
cases,"  and  their  continued  application  authorized.  Thus,  for  many 
years,  in  fact,  since  the  Interstate  Commerce  Commission  was  created 
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in  1887,  we  find  a  legislative  branch  of  our  Government,  and  also  the 
courts,  in  construing  the  policy  outlined  by  Congress  in  the  act  to  regu- 
late commerce,  validating  rate  schemes  designed  in  the  interest  of 
the  highest  railway  development.  Unfortunately,  however,  the  policy 
authorized  and  administered  under  the  fourth  section  of  the  act  to 
regulate  commerce,  since  its  inception  in  1887,  has  been  at  the 
sacrifice  of  the  water  carriers  and  wise  national  waterway  develop- 
ment, while  at  the  same  time  placing  the  cost  of  maintaining  artificial 
rate  adjustments,  designed  in  most  cases  for  the  ultimate  elimination 
of  water  competition,  upon  the  shippers  and  consumers  at  interior 
points,  removed  from  our  natural  waterways. 

THE    TEXAS    SITUATION. 

Now,  let  us  observe  the  far-reaching  effect  of  this  unwise  national 
policy  by  reviewing  the  Texas  situation.  The  railway  regulations 
enforced  by  the  Texas  Railroad  Commission  since  its  creation  in 
1891  are  more  bitterly  complained  of  by  the  carriers  than  any  others 
throughout  the  country.  However,  as  will  clearly  appear,  the  under- 
lying and  justifying  reason  for  the  exercise  of  this  State's  sovereign 
power  for  the  protection  of  its  people  and  commerce  was  made 
imperative  because  of  the  railroad's  long-continued  practice  of 
maintaining  long  and  short  haul  rates  against  Texas  on  interstate 
traffic. 

In  connection  with  the  Southeaster]!  cases  it  is  to  be  said  that  at 
Shreveport,  La.,  because  of  its  location  on  the  Red  River,  about 
20  miles  east  of  the  Texas  line,  and  because  of  her  proximity  to  the 
Mississippi  River  through  Vicksburg,  Miss.,  the  preferential  benefits 
of  long  and  short  haul  rates  on  interstate  traffic  from  all  northern  and 
eastern  defined  territory,  formerly  granted  by  the  carriers,  were  not 
disturbed.  Thus,  Shreveport  enjoys  carload  rates  from  all  northern 
and  eastern  defined  territory,  much  lower  in  fact  than  the  rates 
from  such  territories  to  points  in  Texas  for  equivalent  or  shorter 
distances  by  direct  rail  lines  which  do  not  touch  Shreveport  at  all. 

Manifestly,  some  action  was  necessary  to  offset  this  differential. 
Otherwise  it  would  give  Shreveport  the  advantage  of  warehousing 
northern  and  eastern  freight  which  could  thereafter  be  shipped  to 
various  points  in  Texas  at  rates  less  than  it  would  be  possible  for 
commercial  jobbers  at  Dallas,  Fort  Worth,  and  other  Texas  points  to 
bring  freight  in  and  warehouse  it,  and  thereafter  reship  to  interior 
Texas  points  at  local  rates  in  competition  with  Shreveport. 

Facing  this  condition  of  affairs,  the  Railroad  Commission  of  Texas 
in  the  early  nineties  prescribed  its  Texas  freight  classification  and  a 
schedule  of  local  class  and  commodity  rates  which  offset  the  unnatural 
advantages  against  Texas  jobbers  and  shippers  due  to  the  afore- 
said preferential  long  and  short  haul  basing  rates  applied  at  Shreve- 
port on  all  traffic  inbound  to  Texas  from  northern  and  eastern  terri- 
tory. For  approximately  20  years  the  carriers  published  and 
observed  these  Texas  rates. 

On  March  8,  1911,  the  Railroad  Commission  of  Louisiana,  on 
behalf  of  various  merchants,  manufacturers,  jobbers,  and  others 
residing  at  Shreveport,  brought  a  proceeding  before  the  Interstate 
Commerce  Commission  complaining  that  rates  between  Shreveport 
and  Texas   points  were   unjust,    unreasonable,    and   discriminatory 
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when  compared  with  Texas  rates.  The  Railroad  Commission  of 
Texas  was  not  made  a  party  to  this  proceeding.  On  March  1 1 .  1912, 
the  Interstate  Commerce  Commission  made  its  decision  reducing  the 
class  rates  from  Shreveport  to  specified  points  in  Texas  cast  of 
Dallas  and  north  of  Houston  to  the  level  of  the  class  rates  prescribed 
by  the  Texas  Commission.  In  addition  thereto  the  lines  serving  this 
territory  were  ordered  to  cease  and  desist  from  charging  higher  rates 
upon  any  commodity  from  Shreveport  into  Texas,  than  were  con- 
temporaneously charged  for  the  carriage  of  such  commodities  from 
Dallas  and  Houston  toward  Shreveport  for  an  equal  distance.  'Phis 
decision  was  appealed  by  the  carriers  to  the  then  existing  Commerce 
Court,  where,  on  April  29,  1913,  the  order  was  upheld.  And  on 
appeal  by  the  same  carriers  to  the  Supreme  Court  of  the  I  Pnited  States, 
the  decisions  of  the  Interstate  Commerce  Commission  and  the 
Commerce  Court  were  upheld  by  the  Supreme  Court  on  June  s,  1914. 
(Houston  East  and  West  Texas  Ry.  y.  United  States,  234  l\  S..  .",42.) 
Following  the  Supreme  Court  decision,  the  carriers,  on  August  1, 
1914,  complied  with  this  decision  by  putting  into  effeel  the  "West- 
ern freight  classification"  in  lieu  of  the  "Texas  classification "  and 
also  reduced  the  class  rates  as  ordered;  but,  in  removing  the  dis- 
crimination in  commodity  rates,  the  order  was  complied  with  by 
increasing  the  rates  within  the  State  of  Texas  to  the  level  of  the  rates 
out  of  Shreveport.  This  had  the  effect  of  very  substantially  increas- 
ing the  commodity  rates  covering  the  movement  of  traffic  wholly 
within  Texas  from  Dallas  east  and  Houston  north. 

On  or  about  this  time  a  supplemental  petition  was  filed  with  the 
Interstate  Commerce  Commission  by  the  Railroad  Commission  of 
Louisiana,  requesting  that  the  same  rate  structure  as  prescribed  in 
the  aforesaid  order  be  applied  to  all  carriers,  in  the  transportation 
of  all  carload  and  less  than  carload  traffic  in  all  territory  lying  east 
of  a  line  drawn  through  Gainesville,  Fort  Worth,  Waco,  and  thence 
along  the  Brazos  River  to  the  Gulf  of  Mexico.  Said  rates  to  apply 
to  traffic  whether  moving  wholly  within  the  State  of  Texas  or  from 
or  to  Shreveport  to  or  from  such  Texas  points. 

On  June  17,  1915,  the  Interstate  Commerce  Commission  decided 
this  supplemental  complaint  by  extending  the  territory  to  the  Jne 
drawn  through  Texas  as  above  requested  and  prescribing  reduced 
class  rates  between  Shreveport  and  all  points  within  this  substantially 
enlarged  territory  on  a  basis  the  equivalent  of  the  Texas  Commission 
class  rate  schedule  up  to  a  distance  of  245  miles,  and  beyond  on  the 
basis  of  the  Texas-Oklahoma  scale  to  400  miles.  Likewise  the  same 
order  as  to  commodity  rates  was  made  as  in  the  former  decision. 
The  carriers  filed  tariffs  in  compliance  with  the  order  to  take  effect 
on  September  15,  1915.  These  tariffs  were  suspended,  subject  to 
further  hearing  because  of  complaint  on  behalf  of  various  cities, 
commercial  organizations,  and  industries  of  Texas. 

On  December  17,  1915,  the  whole  case  was  reopened,  at  which 
time  the  Shreveport  interests  filed  a  supplemental  petition  requesting 
that  the  same  rate  structure  previously  ordered  and  heretofore  con- 
fined to  eastern  Texas  be  extended  so  as  to  cover  the  entire  State  of 
Texas.  On  July  7,  1916,  the  prayer  of  the  complainants,  practically 
in  its  entirety,  was  granted  by  the  Interstate  Commerce  Commission, 
this  being  its  third  order.  The  commission  reaffirmed  its  findings 
in  the  former  cases,  but  extended  its  rate  adjustment  to  the  en ti re 
State  of  Texas. 
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In  pursuance  of  this  order  the  carriers  filed  with  the  Interstate 
Commerce  Commission,  Texas  Lines  Tariff  2-B,  to  take  effect 
November  1  and  to  apply  to  the  whole  State  of  Texas.  This  tariff 
substantially  followed  the  Texas  class  rates,  but  increased  the  com- 
modity rates  to  the  level  of  the  Shreveport  rates;  also  the  Western 
classification  was  substituted  for  the  Texas  classification.  Following 
this  action  an  injunction  was  secured  by  the  carriers  before  one  of 
the  district  Federal  courts  restraining  the  Texas  Commission  from 
undertaking  to  interfere  with  the  carriers'  tariffs  filed  in  pursuance 
of  the  order  of  the  Interstate  Commerce  Commission  in  said  Shreve- 
port cases. 

Regarding  the  effect  of  the  action  taken  in  these  cases  by  the 
Interstate  Commerce  Commission,  the  Texas  Commission,  in  its 
report  for  1916  at  page  7-9,  says: 

Since  November  1,  1916,  when  said  Texas  Lines  Tariff  2-B,  issued  in  alleged  pur- 
suance of  the  Shreveport  order,  took  effect,  this  commission  has,  by  reason  of  an 
injunction,  been  prevented  from  prosecuting  the  carriers  that  have  ignored  the  rates 
of  this  commission  on  intrastate  traffic,  and  have  without  this  commission's  authority 
published  and  applied  rates  on  freight  at  variance  with  and  much  in  excess  of  those 
prescribed  by  this  commission.  Although  being  handicapped  by  said  injunction, 
which  applies  to  Texas  shippers  as  well  as  against  this  commission,  such  shippers, 
assisted  by  this  commission,  have  used  all  their  available  means  to  relieve  themselves 
of  this  unreasonable  and  unlawful  burden  in  the  way  of  freight  rate  increases.  Prior  to 
the  taking  effect  of  said  Texas  Lines  Tariff  2-B,  the  Interstate  Commerce  Commission 
was  asked  to  suspend  the  same  on  grounds  and  for  the  reasons  fully  and  extensively  set 
out  to  it.  This,  however,  it  declined  to  do.  except  as  to  some  three  commodities — 
cord  wood,  live  stock,  and  lignite — but,  in  declining  to  suspend  the  tariff  as  a  whole, 
that  commission  did  set  a  date,  to  wit,  December  G,  1916,  when  it  would  hear  pro- 
testants  on  the  proposition  of  reopening  the  Shreveport  Case.  At  this  hearing  the 
protestants  appeared  and  again  the  Interstate  Commerce  Commission  was  asked  to 
suspend  the  tariff  and  reopen  the  case,  and  in  pursuance  of  these  requests,  that  com- 
mission has  reopened  the  case  and  will  further  hear  the  same;  but  it  has  again  declined 
to,  in  the  meantime,  suspend  said  tariff  2-B.  Thus,  it  appears,  the  shippers  of  Texas 
will  be  compelled  to  carry  the  burden  of  these  unlawful  and  abnormally  increased 
rates  for  ah  indefinite  period. 

Since  this  time  (December  6,  1916)  the  cases  have  been  reopened, 
reheard,  and  are  now  submitted  to  the  Interstate  Commerce  Com- 
mission for  further  decision  of  the  matters  in  controversy. 

It  will  be  interesting  to  note  the  reasons  given  by  the  Railroad 
Commission  of  Texas  as  to  why  it  prescribed  and  maintained  a  sched- 
ule of  rates,  both  class  and  commodity,  which  were  substantially 
lower  than  those  maintained  by  the  carriers  from  Shreveport  to 
interior  Texas  points.  '  In  its  annual  reports  for  1895-6  the  Texas 
Railroad  Commission  said: 

To  Texas  as  a  whole  it  is  of  the  most  vital  concern  that  there  should  be  within 
her  limits  /it  proper  places  jobbing  and  manufacturing  establishments.  Besides  add- 
ing to  the  citizenship  of  the  State  a  desirable  population  and  furnishing  employment 
to  persons  already  in  our  midst,  and  enhancing  the  taxable  values  of  the  State,  and, 
as  a  consequence,  under  wisely  administered  government,  aiding  in  ultimately  reduc- 
ing the  rate  of  taxation,  and  besides  the  home  market  they  afford  to  the  tiller  of  the 
soil  and  other  producers,  including  manufacturers,  for  their  products,  if  men  in  Texas 
having  the  capital  to  engage  in  a  wholesale  business  or  in  a  manufacturing  enter- 
prise, for  the  success  of  which  natural  conditions  are  favorable,  they  have  as  much 
right  to  invest  their  means  in  such  business  or  enterprise  as  a  man  in  Illinois  or  Mis- 
souri has  to  embark  in  such  business  or  enterprise  in  his  State.  Some  of  the  Texas 
lines  of  railway  constituting  parts  of  interstate  systems  of  railway,  interested  in  long 
hauls,  appear  to  be  hostile  to  a  policy  which  would  foster  Texas  jobbing  and  manu- 
facturing interests,  while  other  lines  manifestly  favor  such  a  policy.  Outside  cities 
bring  to  bear  every  pressure  they  can  to  coerce  the  Texas  lines  into  a  course  favorable 
to  their  interests  and  adverse  to  the  interests  of  Texas  cities  with  respect  to  jobbing 
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and  manufacturing  *  *  *.  This  commission  has  always  had  in  mind  the  securing 
of  relatively  just  State  and  interstate  rates,  with  a  view  of  enabling  Texas  merchants 
and  manufacturers  to  do  business  in  competition  with  outsiders. 

This  commission  has  often  stated  to  the  freight  and  traffic  managers  in  their  meet- 
ings with  it  that  if  the  railroad  companies  engaged  in  interstate  shipments  would 
make  and  maintain  rates  which  would  be  fairly  compensatory  to  them  on  such  ship- 
ments this  commission  would  do  all  in  its  power,  by  its  rates,  to  secure  them  reason- 
able revenue  on  their  railroad  investments  in  this  State,  and  we  now  repeal  that 
statement,  but  this  suggestion  contemplates  good  faith  on  both  sides  in  the  making 
and  maintenance  of  rates. 

And  again  the  commission  said  in  its  annual  report  for  the  year 
1896: 

The  commission  did  not  feel  disposed  when  it  gave  notice  in  the  form  stated,  nor 
has  it  ever  been  inclined  to  deny  to  the  railroad  companies  such  rales  as  are  reason- 
ably compensatory,  even  though  to  do  so  would  necessitate  an  increase 'in  rates,  yet 
as  a  condition  precedent  to  anything  like  a  general  increase  in  said  rates  the  commis- 
sion was  and  is  determined  that  the  railroad  companies  shall  show  that  they  receive 
reasonable  compensation  for  transportation  by  them  of  interstate  freights  in  order 
that  it  may  be  seen  by  the  commission  that  they  are  not  sacrificing  their  revenues  on 
interstate  hauls  and  seeking  to  recoup  their  losses  against  the  people  of  Texas.  *  *  * 
In  making  the  demand  there  was  no  injustice  to  the  railroads,  for,  viewed  merely 
as  roads  operating  in  the  State,  it  is  to  their  interest  to  favor  our  policy  of  bringing 
goods  from  abroad  into  Texas  cities  in  carload  quantities  and  in  distributing  them 
from  a  jobbing  house  in  such  cities  in  less  than  carload  quantities  among  the  retailers. 
The  freight  charges  they  receive  on  local  less  than  carload  shipments  within  the  State 
added  to  what  they  receive  in  the  division  of  their  through  rates  on  carload  shipments 
to  the  Texas  jobber  usually  amount  to  more  than  they  receive  in  the  division  of  their 
rates  on  less-than-carload  shipments  from  the  jobber  outside  the  State  to  a  retailer  in 
the  State;  and  it  can  be  shown  to  be  to  their  advantage  to  pursue  a  policy  favorable 
to  the  development  of  manufacturing  in  Texas.  While  by  pursuing,  along  the  lines 
indicated,  a  course  favorable  to  the  upbuilding  of  Texas  jobbing  and  manufacturing 
enterprises  the  interests  of  Texas  roads  considered  as  such  would  be  subserved,  yet, 
constituting,  as  some  of  the  Texas  roads  do,  parts  of  interstate  systems,  the  interests 
of  the  systems  rather  than  the  interests  of  the  Texas  lines  are  too  often  regarded. 
Here  lies  the  main  difficulty  in  our  opinion  in  securing  a  just  arrangement  of  inter- 
state rates. 

These  statements  were  made  a  part  of  the  record  in  the  Shreveport 
case  before  the  Interstate  Commerce  Commission,  and  there  was  also 
introduced  the  following  letter  from  Hon.  Allison  Mayfield,  chahman 
of  the  Texas  Railroad  Commission,  to  the  secretary  of  the  Progressive 
League  of  Marshall,  Tex. 

Austin,  Tex.,  September  12,  1911. 

Deae  Sir:  We  beg  to  acknowledge  the  receipt  of  your  letter  of  the  9th  instant,  with 
which  you  inclose  letter  from  Mr.  A.  T.  Kahn,  of  Shreveport,  to  Mr.  W.  L.  Martin, 
of  this  city,  with  reference  to  securing  a  reduction  of  rates  on  classes  from  Shreveport, 
and  we  note  your  request  for  a  statement  from  this  commission  in  order  that  you  may 
properlv  understand  the  matter  involved,  and  in  reply  you  are  advised:  For  the  rates 
referred  to  from  Shreveport  to  Texas  points  to  be  reduced,  would  in  the  opinion  of  this 
commission,  be  very  much  against  the  interest  of  the  Texas  jobber,  whom  it  has  been 
the  endeavor  of  this  commission  to  protect,  and  by  way  of  explanation  we  will  state: 
Shreveport  enjoys  now,  and  has  for  some  years  past,  very  low  carload  rates  from 
northern  and  eastern  points,  much  lower  than  the  carload  rates  on  the  same  commodi- 
t  ies  from  the  same  points  to  Texas  jobbing  points.  These  carload  rates  in,  plus  their 
(Shreveport)  local  rate  out,  to  Texas  points  gave  them,  of  course,  an  advantage  over 
the  Texas  jobber,  and  to  offset  this  the  (Texas)  commission  adopted  its  adjustment  of 
rates.  For  the  local  rates  to  be  now  reduced  from  Shreveport  to  Texas  points  would 
tend  to  counteract  the  effect  of  this  commission's  action,  and  to  place  the  Texas  jobber 
at  the  same  disadvantage  under  which  he  previously  labored. 

Here  we  have  an  official  statement  regarding  the  circumstances 

surrounding  theenforcementof  the  long-and -short-haul  discrimination 
against  Texas  by  the  interstate  railway  systems,  including  reference 
to  the  coercive  methods  employed  by  industrial  and  commercial  inter- 
ests outside  the  State.     Much  has  been  said  about  the  coercion  which 
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the  railways  have  suffered  under  Texas  railway  regulation,  but  not 
one  word  has  ever  been  heard  regarding  the  pressure  exerted  by  the 
nonresident  and  nontaxpaying  industrial  and  commercial  interests, 
which  would,  under  discriminatory  rates,  monopolize  the  commerce 
of  Texas  and  retard  its  growth  and  development.  This  result,  how- 
ever, was  avoided  in  Texas  by  its  railroad  commission  reducing  the 
local  rates  and  thus  offsetting  the  discrimination.  It  is  also  interest- 
ing to  note  that  the  Texas  commission  has  always  been  ready  to  par- 
ticipate with  the  carriers  in  the  working  out  of  a  just  and  reasonable 
system  of  rates,  even  though  this  might  entail  increasing  the  local 
Texas  rates. 

The  Interstate  Commerce  Commission  has  justified  the  mainte- 
nance of  these  long-and-short-haul  rates  between  northern  and  eastern 
defined  territory  and  Shreveport  in  the  following  language: 

If  Shreveport  is  so  situated  by  reason  of  her  position  on  the  Red  River  and  her 
proximity  to  the  Mississippi  that  the  railroads  serving  her  are  justified  in  extending 
to  her  inbound  rates  which  are  lower  than  those  extended  to  Dallas  and  other  cities 
in  Texas,  this  is  her  advantage,  of  which  she  may  take  full  benefit.  The  carriers  may 
not  sav  that  they  will  absorb  in  outbound  rates  such  advantages  as  Shreveport  has 
upon  her  inbound  rates.  Railroads  may  assume  that  they  have  the  right  to  control 
the  destinies  of  cities  and  limit  their  jobbing  territory  or  extend  it  ae  they  see  fit, 
but  this  is  not  a  policy  consistent  with  the  theory  of  governmental  regulation.  If  the 
inbound  rates  to  Shreveport  are  compelled  by  natural  conditions,  the  discrimination 
in  her  favor  is  not  undue.  If,  however,  this  is  an  artificial  relation  established  by 
the  railroads,  it  is  unlawful.  If  natural,  the  railroads  certainly  should  not  destroy  it. 
If  artificial,  it  should  not  have  been  established,  and  should  now  be  removed.  The 
act  to  regulate  commerce  is  the  outgrowth  of  a  popular  conviction  that  the  railroads r 
when  unhampered  by  restrictive  law.  attempted  successfully  to  prescribe  and  define 
the  channels  of  commerce  in  such  a  way  as  to  favor  certain  localities,  industries,  and 
individuals.  We  do  not  here  pass  upon  the  relation  between  the  rates  into  Shreve- 
port from  the  north  and  east  and  those  extended  by  the  carriers  .to  Texas  points.  If 
Texas  communities  have  just  reason  to  complain  of  this  relationship  which  has  been 
created  by  the  carriers,  hearing  will  be  given  them  upon  this  matter  and  the  full 
power  of  the  commission  exercised  to  correct  any  wrong  which  may  exist  in  this  situa- 
tion.    (Shreveport  Case,  23  I.  C.  C.) 

Pursuant  to  the  foregoing  invitation  extended  by  the  Interstate 
Commerce  Commission,  the  Dallas  Chamber  of  Commerce,  on  Janu- 
ary 2,  1915,  filed  a  petition  with  the  commission  in  which  it  put  in 
issue  87  representative  carload  commodity  rates  covering  the  move- 
ment of  traffic  from  St.  Louis  and  Kansas  City  to  Dallas  and  Fort 
Worth  and  other  northeastern  Texas  points,  alleging  that  these 
commodity  rates  to  said  Texas  points  were  approximately  50  per 
cent  in  excess  of  the  rates  on  the  same  commodities  from  the  said 
northern  points  to  Shreveport,  La.  The  main  issue  was  the  long- 
and-short-haul  system  of  rate  making  and  the  commission  was  peti- 
tioned to  remove  this  50  per  cent  differential  in  favor  of  Shreveport. 

The  northeastern  section  of  Texas  is  exceedingly  prosperous  and 
comprises  an  area  of  200  miles  east  and  west  by  100  miles  north  and 
south,  and  has  within  its  borders  two  of  the  largest  cities  of  Texas, 
viz,  Dallas  and  Fort  Worth. 

The  combined  railway  mileage  from  St.  Louis  and  Kansas  City  to 
Dallas  through  Shreveport  is  754  miles,  compared  wTith  which  the 
direct-line  mileage  to  Dallas  and  Fort  Worth  is  approximately  690 
miles  from  St.  Louis  and  510  miles  from  Kansas  City.  The  average 
short-line  mileage  from  St.  Louis  to  this  section  is  650  miles;  from 
Kansas  City  about  550  miles.     On  the  other  hand,  the  short-line 
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mileage  from  St.  Louis  and  Kansas  City  to  Shreveport  is  562  miles, 
being  practically  the  same  from  both  points.  Shreveport  is  189 
miles  east  of  Dallas,  but  is  not  intermediate  to  Dallas  on  the  direct 
railway  lines  from  St.  Louis  and  Kansas  City  to  Dallas  and  other 
northeastern  Texas  points.  On  the  other  hand,  it  is  172  miles  west 
of  Vicksburg  on  the  Mississippi  River  and  188  miles  west  of  Natchez, 
227  miles  northwest  of  Baton  Rouge,  and  304  miles  northwest  of 
New  Orleans.  Class  rates  from  all  of  these  Mississippi  River  points 
to  Shreveport  range  from  40  to  50  per  cent  lower  than  the  class 
rates  prescribed  by  the  Railroad  Commission  of  Texas,  and  also  those 
prescribed  by  the  Interstate  Commerce  Commission  for  outbound 
traffic  from  Shreveport  into  Texas. 

In  deciding  this  case  (Dallas  Chamber  of  Commerct  v.  Atchison, 
Topeka  &  Santa  Fe  Railway,  40  I.  C.  C,  019)  the  commission  reaf- 
firmed its  decision  in  the  Southeastern  Cases,  30  I.  C.  C,  the  Shreveport 
Cast,  23  I.  C.  C,  and  also  the  Texarkana  Case,  28  I.  C.  C,  569,  to  the 
effect  that  the  long  and  short  haul  rates  maintained  by  the  carriers 
to  Shreveport  had  formerly  been  compelled  by  water  competition, 
and  in  lieu  of  granting  the  petition  of  Dallas  for  the  removal  of  the 
discrimination  in  favor  of  Shreveport,  reduced  the  rates  from  St. 
Louis-Kansas  City  to  northeastern  Texas  points  SI  per  ton. 

The  effect  of  this  adjustment,  and  the  rates  as  they  stand  to-day, 
is  illustrated  by  taking  the  carload  rate  covering  the  movement  of 
printing  paper  from  St.  Louis  to  Dallas  and  Fort  Worth.  The  rate 
to  the  publishers  at  Dallas  and  Fort  Worth  was  $12  per  ton,  whicli  by 
said  order  was  reduced  to  SI  1  per  ton,  but  the  long-and-short-haul  rate 
to  the  Shreveport  publishers  was  not  disturbed,  and  was  allowed  to 
remain  at  $6.60  per  ton.  This  comparison  exhibits,  not  actually  but 
in  a  general  way,  the  disparity  in  the  through  rates  covering  the  87 
Texas  commodities  referred  to  and  forcefully  exemplifies  why  the 
Texas  Commission  found  it  necessary  to  offset  this  discrimination  by 
a  reduction  in  the  local  rates.  While  the  disparity  in  through  rates 
will  vary  in  other  territories,  the  general  effect  of  the  long-and-short- 
haul  rates  as  applied  throughout  all  of  the  Southern  and  Intermoun- 
tain  States  is  the  same.  For  example,  as  before  stated,  the  publishers 
at  San  Francisco  are  accorded  a  rate  of  $17  per  ton  on  printing  paper 
from  New  York,  while  the  Nevada  publishers,  who  are  situated  on  the 
main  line  intermediate  to  San  Francisco,  are  required  to  pay  $22  per 
ton,  or  a  differential  of  approximately  30  per  cent.  The  haul  to  Reno 
is  240  miles  shorter  than  to  San  Francisco,  to  Winnemucca  415 
miles,  and  to  Elko  550  miles. 

The  Chairman.  Mr.  Shaughnessy,  I  think  we  will  take  a  recess 
now  until  10  o'clock  on  Monday  morning. 

(Thereupon,  at  12.45  o'clock  p.  m.,  the  committee  adjourned  until 
Monday,  December  17,  1917,  at  10  o'clock  a.  m.) 
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MONDAY,  DECEMBER   17,    1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjourn- 
ment, Senator  Francis  G.  Newlands,  presiding. 

STATEMENT    OF    MR.    J.    F.    SHAUGHNESSY— Resumed. 

The  Chairman.  Mr.  Saughnessy,  are  you  ready  to  proceed  ? 

Mr.  Shaughnessy.  Yes,  sir.  When  we  closed  on  Saturday  I  was 
dealing  with  the  Texas  situation.     I  will  continue  from  that  point. 

The  effect  of  the  intervention  of  the  act  to  regulate  commerce  in 
the  Shreveport  cases  has,  as  Chairman  Mayneld  predicted  in  his 
letter  to  the  secretary  of  the  Progressive  League,  of  Marshall,  resulted 
in  counteracting  the  orders  of  the  Texas  Commission  equalizing  the 
Shreveport  discrimination  "and  placing  the  Texas  jobber  at  the  same 
disadvantage  under  which  he  previously  labored."  Unless  Congress 
grants  relief  the  inevitable  result  must  be  to  build  up  the  border 
cities  on  and  tributary  to  the  Mississippi  River  and  the  Gulf  of  Mexico 
at  the  expense  of  the  shippers  and  consumers  of  Texas  by  the  main- 
tenance of  these  artificial  long-and-short-haul  rates. 

In  other  words,  the  development  of  Texas,  with  its  area  of  265,800 
square  miles  and  population  of  4,500,000,  will  be  retarded,  and  its 
commercial  and  industrial  business  will  be  largely  handed  over  to 
Louisiana,  with  its  area  of  48,500  square  miles  and  population  of 
1,800,000  people. 

As  indicative  of  fact  that  both  Texas  and  its  railways  have  pros- 
pered under  the  Texas  Commission-made  rates,  it  may  be  said  that 
the  population  has  grown  from  2,235,000  in  1890  to  4,500,000  in  1916; 
that  the  railway  gross  earnings  have  grown  from  $35,000,000  in  1890 
to  $113,000,000  in  1916;  that  the  railway  mileage  has  grown  from 
8,650  to  15,600  miles,  an  increase  of  80  per  cent;  that  the  revenue 
freight  tonnage  has  grown  from  10,944,000  to  58,482,000  tons,  and 
that  the  average  revenue  per  freight-train  mile  has  grown  from  $1.49 
in  1890  to  $2.92  in  1916.  Taking  the  year  1913  as  a  fairly  normal 
period,  the  average  revenue  per  freight-train  mile  was  $2.73  for  all 
classes  of  carriers  in  Texas,  compared  with  which  the  freight-train 
mile  earnings  for  the  southern  district,  embracing  only  roads  of  the 
first  class,  those  having  earnings  in- excess  of  $1,000,000,  was  $2.65. 
These  tests  show  that  both  Texas  and  its  carriers  have  prospered 
and  that  the  Texas  lines  have  enjoyed  a  remarkable  increase  in 
traffic  and  fine  gross  earnings  under  the  regulation  of  the  Texas 
Commission  during  the  time  it  equalized  the  Texas  rates  and  offset 
the  Shreveport  discriminatory  long-and-short-haul  rates.  May  it  be 
fairly  said  that  Texas  should  not  have  exercised  its  sovereign  power 
in  behalf  of  the  accomplishments  herein  referred  to  ?     In  other  words, 
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while  providing  for  equality  and  without  burdening  the  movement 
of  interstate  commerce  to  or  from  its  original  sources  of  supply, 
could  the  State  have  done  anything  less  if  it  was  to  protect  its  people 
and  commerce  from  exploitation,  and  at  the  same  time  insure  a 
steady  growth  in  population,  wealth,  and  State  development? 

RECENT  REPORTS  ON  WATER  TRANSPORTATION. 

In  view  of  the  fact  that  our  petition  before  this  honorable  com- 
mitter for  an  absolute  long-and-short-haul  provision  to  the  act  to 
regulate  commerce  will  affect  all  interior  sections  of  the  country 
served  by  navigable  rivers,  as  well  as  those  sections  of  the  country 
tributary  to  the  Pacific  and  Atlantic  Oceans  and  the  Gulf  of  Mexico, 
let  me  briefly  lay  before  you  some  documentary  evidence  relating  to 
the  matter  of  water  competition  in  general. 

Under  date  of  October  5,  1917,  Hon.  John  H.  Small,  chairman  of 
the  House  Committee  of  Congress  on  Rivers  and  Harbors,  directed  a 
letter  to  the  Secretary  of  War  as  follows-; 

I  am  directed  by  resolution  adopted  by  tbe  Committee  on  Rivers  and  Harbors  of 
the  House  of  Representatives  to  make  this  communication.  It  is  conceded  that  the 
Federal  Government  has  jurisdiction  over  all  navigable  waterways;  and  it  is  the  estab- 
lished policy  of  Congress  to  make  provisions  for  the  improvement  of  meritorious 
projects  consistent  with  the  demands  of  the  country  for  additional  means  of  trans- 
portation by  water. 

As  the  House  of  Representatives  must  initiate  all  legislation  and  appropriations 
for  the  improvement  of  rivers  and  harbors,  and  this  committee  has  jurisdiction,  and 
each  of  the  members  of  the  committee  desire  to  discharge  their  duties  in  the  most 
effective-manner.  The  primary  purpose  in  the  improvement  of  the  rivers  and  harbors 
is  to  provide  adequate  channels  for  navigation  and  thereby  to  promote  transportation 
by  water.  It  is  evident  that  the  mere  deepening  of  the  entrance  to,  or  increasing  the 
depth  and  area  of  a  harbor,  or  the  improvement  of  the  channel  of  an  interior  waterway, 
will  not  establish  water  transportation.  Likewise,  neither  will  the  construction  of  a 
railroad  track  assure  traffic.  They  simply  provide  the  basic  necessity  for  transpor- 
tation. 

There  are  additional  facilities  which  must  be  provided  for  in  the  establishment  of 
water  transportation: 

1 .  There  must  exist  a  demand  for  the  movement  of  products. 

2.  There  must  be  water  terminals  constructed  in  accordance  with  appropriate  plans. 
These  terminals  require  ample  water  front  and  capacious  warehouses.  They  should 
be  physically  connected  by  belt-line  railroad  with  a  railroad  or  railroads  serving  the 
community,  and  one  or  more  good  highways  should  radiate  therefrom.  They  should 
be  equipped  with  modern  appliances  for  transferring  freight  between  the  water  carrier 
and  the  warehouses  to  the  rail  car  in  the  cheapest  and  most  expeditious  manner. 
These  terminals  should  be  constructed  by  a  municipality  or  other  agency  of  the  State 
and  maintained  regularly  for  the  service  of  the  public.  The  size  and  cost  of  such 
terminals  will  vary  according  to  the  population  and  the  financial  ability  of  the  com- 
munity to  be  served  and  the  volume  of  traffic  which  exists. 

3.  There  must  be  one  or  more  established  lines  of  water  transportation  with  suffi- 
cient capital,  requisite  number  of  carriers,  and  a  complete  traffic  organization. 

4.  There  must  be  a  complete  coordination  between  water  transportation  lines  and 
the  railroads,  and  a  pro  rate  of  traffic  as  to  through  rates  between  the  water  carriers 
and  the  rail  carriers,  such  as  now  exist  between  the  several  lines  of  railroads,  to  the 
end  that  each  may  complement  the  other  and  be  jointly  dedicated  to  the  service  of 
the  public. 

The  committee  submit  that  the  above  additional  facilities  are  both  necessary  and 
feasible.  They  further  suggest  as  a  general  proposition  that  water  terminals  must  be 
provided  by  the  State  or  by  municipalities,  or  other  public  agencies  of  the  State,  and 
that  water  carriers  must  be  organized  and  maintained  by  individuals,  corporations, 
or  other  local  agency.  It  may  be  substantially  stated  that  Congress  may  only  improve 
for  purposes  of  navigation  the  capacity  of  the  channels  of  the  interior  waterways.  It 
will  be  admitted  that  there  are  a  limited  number  of  harbors  and  a  larger  number  of 
interior  waterways  on  which  the  foregoing  essentials  have  not  been  provided.     In 
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act,  it  may  be  stated  that  the  people  of  the  country,  including  even  that  forceful 
class  of  citizens  who  manage  large  industrial  units  and  are  vitally  interested  in  trans- 
portation, appear  to  have  slight  knowledge  of  the  primary  essentials  for  securing  trans- 
portation l>y  water.  The  demand  for  the  movement  of  products  by  water  which 
exists  under  normal  conditions  has  been  made  acute  under  war  conditions,  and  in 
many  cases  the  essential  facilities  are  lacking. 

The  committee  are  impressed  with  the  conviction  that  it  is  their  duty  to  draw 
■attention  to  the  serious  derelict  i<  >n  of  duty  upon  the  part  of  the  public,  and  to  express 
the  opinion  that  appropriations  should  not  be  made  for  the  improvement  of  these 
rivers  and  harbors  where  the  communities  and  localities  are  continuously  unwilling 
to  discharge  their  correlative  duty  by  providing  the  facilities  essential  for  the  pro- 
motion of  water  transportation. 

The  committee  have  not  established  any  arbitrary  or  indexible  rule.  They  are 
■conscious  that  the  public  must  be  induced  to  realize  its  obligations  in  the  develop- 
ment of  water  transportation  by  a  process  of  publicity  and  education.  Thev  find  it 
difficult  to  excuse  the  larger  cities,  where  production  is  large  and  additional  facilities 
of  transportation  are  so  insistent  and  where  neither  ignorance  nor  poverty  can  be 
pleaded  in  extenuation.  The  committee  are  further  aware  that  time  will  be  required 
even  where  the  civic  conscience  has  been  aroused  to  provide  these  facilities  and  to 
fullv  utilize  navigable  waterways.  For  the  present  the  committee  only  insists  there 
shall  be  no  willful  disregard  of  local  and  public  obligations  in  this  respect. 

On  behalf  of  the  committee  I  have  the  honor  to  suggest  that  a  copy  of  this  com- 
munication be  transmitted  through  the  department  to  all  the  district  engineers  in  the 
United  States,  with  the  request  that  they  submit  a  copy  of  the  same  to  the  governors 
of  the  States  in  which  their  districts  are  located,  to  the  mayors  of  municipalities, 
to  the  officers  of  all  commercial  and  civic  organizations  in  their  districts,  and  that 
they  give  publicity  to  same  through  the  press  so  far  as  may  be  practicable. 

Here,  gentlemen,  is  a  recognition  by  one  of  the  most  important 
committees  of  Congress,  which  is  charged  with  the  duty  of  providing 
for  the  improvement  of  our  natural  waterways,  that  the  water 
transportation  of  to-day  may  be  considered  practically  nil. 

Recently,  Secretary  Charles  Keller,  of  the  Council  of  National 
Defense's  inland  water  transportation  committee,  said,  among  other 
things : 

The  waterway  connecting  the  Delaware  River  and  New  York  Harbor,  which  is 
under  practically  perpetual  lease  to  the  Pennsylvania  Railroad,  formerly  carried  a 
comparatively  large  traffic  in  hard  coal.  It  is  now  little  used,  although  it  might,  with 
certain  minor  modifications,  be  used  to  advantage  as  one  of  the  principal  links  of  the 
through  water  route  to  New  York.  Its  nonuse  is  naturally  detrimental  to  the  people 
of  the  seaboard  States,  but  no  remedy  appears  to  exist  short  of  the  construction  by 
the  people,  of  a  parallel  route. 

Again,  Mr.  Raymond  B.  Price,  in  a  communication  recently  sent 
out  by  the  conference  committee  on  national  preparedness,  said  in 
part : 

That  the  railroads  owned  perhaps  a  majority  of  the  valuable  docks  and  dock  sites 
all  over  the  country  on  harbor,  bay,  river,  canal,  and  lake;  and  that  this  is  a  relic 
of  antiwater  transportation  policies  which  are  inbred  in  our  railroad  men  from  top  to 
bottom. 

In  an  effort  to  relieve  rail  congestion  and  patriotically  follow  the  plea  of  the  War 
Department  to  use  water  transportation  wherever  possible  the  Keystone  Steel  &  Wire 
Co.  endeavored  recently  to  ship  pig  iron  by  water  route  from  Alabama  to  Peoria,  111. 
A  short  rail  haul  was  necessary,  about  35*  cars  being  needed.  The  Southern  Rail- 
road had  the  cars  but  refused  to  furnish  them  for  that  purpose.  A  trip  to  Washing- 
ton to  get  the  aid  of  the  War  Department  and  Mr.  Daniel  Willard  was  necessary,  and 
with  their  assistance  the  cars  were  obtained  and  the  shipment  started.  Although 
several  tugs  and  barges  better  adapted  to  conditions  for  navigating  the  Tennessee, 
Ohio,  Mississippi,  and  Illinois  Rivers  were  needed,  the  results  of  the  shipment  were 
so  satisfactory  that  another  trip  was  made,  and  water  transportation  became  estab- 
lished for  that  company. 

The  munitions  output  of  -New  England  is  dependent  upon  ocean-going  tugs,  as  two- 
thirds  of  New  England's  coal  supply  is  delivered  by  water,  and  the  overloaded  rail- 
roads are  unable  to  increase  their  coal  deliveries  to  compensate  for  commandeering  of 
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vessels  in  the  New  England  coal  trade.  Thus  again  our  war  achievements  are  limited 
by  our  transportation  facilities  both  on  land  and  on  water. 

The  Interstate  Commerce  Commission  has  ample  testimony  to  prove  that  the 
New  York,  New  Haven  &  Hartford  Railroad  persistently  diverted  traffic  from  its 
own  water  to  its  own  rail  lines,  in  spite  of  the  fact  that  its  boats  were  generally  under- 
loaded and  that  the  water  haul  was  frequently  cheaper  and  quicker.  Unfair  appor- 
tionments of  cost  between  boat  and  rail,  lack  of  compact  packing  of  freight  on  the 
boats,  and  other  methods  were  used  to  obscure  the  issue  from  the  public.  The  public 
certainly  was  defrauded  of  its  rights  to  have  goods  transported  as  cheaply  and  as  expe- 
ditiously as  any  available  means  would  permit. 

The  managers  of  some  of  our  railways,  however,  since  we  entered  the  war.  have 
repeatedly  urged  their  employees  to  do  everything  they  could  to  foster  water  trans- 
portation. The  obstacles  built  up  these  past  80  years  by  the  railroads  against  water 
transportation  can  not  be  overcome  quicklv  through  the  voluntary  efforts  of  railway 
leaders.  The  men  in  general  do  not  realize  our  national  necessities  to  the  same 
degree  that  the  leaders  do.  Hence  it  is  not  so  easy  for  them  to  change  their  state 
of  mind. 

Again,  the  report  of  the  Inland  Waterways  Committee  of  the 
National  Council  of  Defense,  recently  made  public,  contains  the 
f ollowing  remarks : 

Except  as  a  last  resort,  at  present  shippers  will  not  use  the  waterways  unless  water 
carriers  can  offer  a  reasonable  differential  under  the  rail  rates,  thereby  affording  a 
sufficient  Baving  in  cost  of  transporattion  to  compensate  for  the  difference  in  time 
and  service,  and  a  proper  use  of  the  waterways  will  not  be  made  until  this  require- 
ment is  met.  In  a  certain  case  the  rail  rate  was  10  cents  per  hundred,  Arkansas 
City  to  Cairo,  while  the  barge  rate  was  6^  cents.  This  does  not,  however,  mean  a 
saving  of  3i  cents  to  the  shipper,  because  the  latter  pays  the  cost  of  transfer  to  cars 
at  Cairo  and  may,  moreover,  be  at  greater  expense  for  loading  to  barges  at  point  of 
shipment,  since  cars  are  usually  set  conveniently  and  a  wagon  haul  is  often  required 
to  load  the  barges. 

An  example  of  these  water  competitive  rates  was  recently  brought  to  our  notice 
by  a  river  boat  line,  and  inquiry  snowed  that  the  rail  rate  on  lumber  from  Arkansas 
City,  Ark.,  where  water  competition  may  arise,  to  Cairo,  111.,  is  about  two-thirds  the 
rate  from  McGehee,  Ark.,  an  interior  point,  although  traffic  from  Arkansas  City  to 
Cairo  passes  through  McGehee.  Rail  rates  from  the  lumber  producing  territory  in  the 
vicinity  of  Arkansas  City  have  recently  been  raised,  but  those  from  points  having 
possible  water  competition  still  remain  relatively  low.  Illustrations  of  this  kind 
might  be  multiplied  indefinitely. 

At  present  the  inland  waterways  are,  as  a  rule,  lacking  in  the  proper  organization 
of  their  facilities  of  all  kinds.  Originally  business  grew  up  and  was  located  on  the 
banks  of  the  waterways.  When  the  railroads  superseded  the  water  carriers,  and 
partly  because  space  for  expansion  could  also  best  be  obtained  by  removal,  business 
withdrew  from  the  river  bank  or  at  any  rate  readjusted  its  methods  so  as  to  depend 
almost  exclusively  on  the  railroads.  *  *  *  Just  so  long  as  the  railroads  are  per- 
mitted to  carry  part  of  their  traffic  without  the  average  of  profit  and  to  reimburse 
themselves  at  the  expense  of  the  rest  of  the  country,  just  so  long  will  the  waterways 
have  difficulty  in  carrying  their  just  share  of  the  country's  traffic.  We  have  been 
informed  that  in  some  cases  the  railroads  intend  now  to  raise  abnormally  low  rates 
which  are  based  upon  merely  possible,  and  not  actual,  water  competition,  but  the 
readjustment  so  far  appears  slow.  To  the  objection  that  raising  of  rail  rates  to  water 
points  will  benefit  only  the  railroads,  the  reply  is. that  if  rates  to  interior  points  are 
unduly  high,  they  should  be  reduced  and  that,  moreover,  the  water  lines  may  be 
expected  to  charge  rates  at  least  as  low  as  the  present  nominally  competitive  rail- 
road rates,  since  otherwise  the  waterways  will  probably  get  none  of  the  traffic  in  the 
present  circumstances  of  location  and  organization  of  our  mercantile  and  industrial 
community. 

Public  interest  in  inland  water  transportation  is  lukewarm,  and,  in  view  of  the 
abnormal  cost  of  carriers  (boats)  and  of  their  operation,  and  the  risk  involved  in  the 
attempt  to  establish  this  virtually  untried  enterprise,  it  is  natural  that  the  community 
be  reluctant.  In  the  opinion  of  your  committee,  in  the  existing  circumstances,  the 
policy  of  the  United  States  as  to  floating  equipment  should  be  to  give  support,  either 
by  the  direct  construction  of  boats  and  barges  and  their  subsequent  charter  to  trust- 
worthy concerns,  or  by  enabling  materials  to  be  secured  promptly  and  cheaply  by 
such  dependable  concerns  as  are  shown  to  desire  to  build  their  own  fleets.  The  amount 
of  help  given  should  be  the  least  that  will  permit  needed  water  transportation  enter- 
prises of  assured  character  promptly  to  be  initiated,  and  any  investment  by  the 
United  States  should  be  carefully  protected. 
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The  Chairman.  Whence  does  thai  report  come? 

Mr.  Sn.u  <;nxEssY.  This  report  comes  from  the  Inland  Waterways 
Committee  of  the  National  Council  of  Defense.  It  was  recently 
rendered,  some  two  or  throe  weeks  ago. 

Do  not  these  reports  conclusively  prove  thai  there  are  no  effective 
water  competition  agencies  at  the  present  time,  and  that  the  mil 
carriers  maintain  a  long  and  short  haul  rating  policy  not  only  for 
the  purpose  of  meeting  water  competition  bul  for  its  elimination  as 
well? 

Further,  is  this  not  a  profitable  field  wherein  the  Government 
might  properly  become  a  partner  in  the  business  of  transportation? 
First,  for  the  purpose  of  having  well  organized  and  well  developed 
waterway  facilities  for  the  meeting  of  a  national  emergency,  such  as 
the  present  war  entails;  and,  second,  for  the  purpose  of  furnishing  a 
reasonably  adequate  and  constant  service  by  water  instead  of  the 
fluctuating  and  uncertain  service  of  the  past.  And  in  any  event,  if 
this  line  of  transportation  is  to  be  promoted  either  by  private  parties 
or  the  Government  or  both,  is  it  not  absolutely  essential  that  it  must 
receive  the  protection  of  an  absolute  long  and  short  haul  amendment 
to  the  act  to  regulate  commerce,  which  will  effectively  prevent  the 
carriers  from  annihilating  water  competition  as  they  have  in  the 
past? 

I  shall  now  touch  briefly  upon  the  long  and  short  haul  discrimi- 
nation occasioned  by  rail  lines,  competing  for  business  at  certain 
large  cities,, due  to  the  long  mileage  line  or  circuitous  route  under- 
taking to  meet  the  rate  of  the  short  mileage  line  or  lines  at  large 
commercial  and  industrial  centers,  at  rates  less  than  those  charged 
at  interior  points  on  the  line  of  such  circuitous  routes.  This  prac- 
tice results  (1)  in  a  violation  of  the  law  of  economics;  (2)  in  building 
up  large  cities  at  the  expense  of  the  small  interior  towns  and  cities: 
(3)  in  the  wasteful  use  of  freight  cars  which  at  all  times  and  especially 
during  the  present  emergency  should  be  employed  only  over  direct 
routes  of  shipment,  thus  helping  to  relieve  the  car  shortage  and  to 
save  by  so  much  the  present  waste  in  the  public  transportation  bill. 

Speaking  generally,  wre  may  illustrate  the  matter  by  reviewing 
the  operation  of  this  character  of  competition.  Take,  for  example, 
a  new  and  modern  line  writh  superior  facilities,  which  has  been  con- 
structed to  an  important  commercial  center  or  centers  by  a  shorter 
route  than  that  of  the  old  established  line  or  lines,  which  may  not 
have  been  economically  constructed  and  operated,  as  is  often  the 
ease.  The  new  line  is  thus  enabled  to  profitably  establish  lower 
rates  to  said  commercial  centers  than  those  formerly  maintained  by 
the  old  line.  Without  regard  to  any  improvement  in  facilities,  or 
the  reduction  in  mileage,  or  otherwise,  the  older  line  undertakes  to 
meet  the  rates  of  the  new  modern  line  at  said  commercial  center  or 
centers,  while  at  the  same  time  charging  higher  rates  at  many  of  the 
intermediate  points  on  its  line.  This  results  in  a  duplication  and 
waste  of  facilities  at  the  expense  of  the  public  generally  on  the 
one  hand,  and  on  the  other  results  in  building  up  and  centralizing 
population  and  commercial  activity  at  said  centers  at  the  sacrifice 
of  the  towns  and  cities  intermediate  thereto. 

To  authorize  the  continuance  of  this  practice  means  that  the  older. 
less  modern,  and  longer  line  will  not  be  compelled  to  improve  its 
facilities  and  service  in  order  to  meet  competition  on  the  basis  of 
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nondiscriminatory  rates  to  its  patrons  at  all  points  on  its  line,  which 
in  the  interests  of  an  equal  development  of  all  sections  served,  it 
could  and  should  be  required  to  do.  Further,  it  means  putting  a 
premium  on  obsolescence  and  inefficiency  on  the  one  hand  and 
monopoly  on  the  other,  and  therefore  should  not  be  authorized  as  a 
matter  of  governmental  policy.  The  shippers  and  consumers  at 
intermediate  points  can  not  morally  or  justly  be  called  upon  to  con- 
tribute to  the  cost  of  offsetting  the  effect  of  natural  competitive 
conditions  and  facilities  by  the  payment  of  higher  rates  for  shorter 
than  for  longer  hauls.  Such  practices  can  not  properly  be  designated 
as  " meeting  competition."  On  the  contrary,  it  means  in  all  cases 
the  neutralizing  of  competition,  and  in  many  its  complete  destruction. 
In  this  connection  let  me  quote  what  Judge  Cooley  has  to  say  on 
the  moral  and  economic  side  of  this  character  of  discrimination,  at 
page  32  of  the  second  annual  report  of  the  Interstate  Commerce  Com- 
mission : 

It  was  impossible  that  it  should  be  made  to  seem  right  to  the  common  mind  that  such 
distinction  should  exist;  the  sense  of  justice  received  a  shock  when  one  was  told  that 
the  small  dealer  in  the  country  town  was  made  to  pay  three  times  as  much  for  the 
carriage  of  his  goods  as  the  city  merchant  paid  upon  the  like  quantity,  for  even  a 
greater  distance;  and  a  well  founded  feeling  of  discontent  arises  among  any  people 
when  it  can  see  things  done  under  the  protection  of  its  law  which  seem  to  be  plainly 
and  unmistakably  unjust. 

It  will  probably  not  be  claimed  by  any  one  that  it  is  desirable  to  give  by  law  or 
through  the  use  of  public  convenience  an  artificial  stimulus  to  the  building  up  of 
cities  at  the  expense  of  the  country.  In  great  cities  great  social  and  political  evils 
always  concentrate,  grow,  strengthen,  and  the  larger  the  cities  are  the  more  difficult 
it  is  to  bring  these  evils  under  legal  or  moral  restraints.  The  fact  is  so  generally  recog- 
nized that  the  feeling  may  Vie  said  to  be  practically  universal  that  the  interest  of  any 
country  is  best  consulted  when  public  measures  and  the  employment  of  public  favor 
are  devoted  to  the  diffusion  of  population  and  the  profitable  employment  of  industrial 
energy  everywhere,  rather  than  the  concentration  of  population  in  few  localities. 

Exemplifying  what  is  said  above,  this  process  of  centralization  has 
become  so  acute  that  for  many  years  past  theie  has  been  insufficient 
farm  labor  available  for  profitable  operation  and  in  many  cases  the 
owners  of  the  farms  throughout  New  England  and  Eastern  States 
have  put  them  up  for  sale  at  exceedingly  small  prices,  and  moved 
to  the  large  cities  to  engage  in  industrial  and  commercial  pursuits. 

This  emphasizes  the  evil  effect  of  a  governmental  policy  which 
does  not  provide  equal  opportunity  for  the  uniform  development 
of  all  territory  within  its  jurisdiction,  and  therefore,  vigorous  steps 
should  be  taken  looking  toward  the  adoption  of  a  comprehensive 
plan  for  the  decentralization  of  our  population,  and  the  more  equal 
development  of  our  great  resources. 

May  I  not  submit  that  what  has  gone  before  conclusively  proves 
that  there  is  no  water  or  rail  competition  of  sufficient  importance  to 
justify  continuing  the  discriminatory  long  and  short  haul  system  of 
rate  making  for  the  future,  which  during  the  past  has  practically 
destroyed  water  transportation,  prevented  normal  development  of 
our  natural  waterways,  centralized  population,  and  built  up  favored 
industrial  and  commercial  centers  situated  on  or  near  our  waterways 
at  the  expense  of  the  great  interior  sections  of  the  United  States, 
and  contributed  perhaps  more  than  any  one  thing  in  promoting 
community  jealousies  out  of  which  have  grown  much  of  the  resent- 
ment and  hostility  toward  the  railroads.  Further,  while  the  United 
States  has  pursued  a  policy  of  building  up  its  railway  transportation 
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system  at  the  sacrifice  of  and  without  regard  for  the  development 
of  waterway  transportation,  it  can  not  be  too  strongly  urged  that 
the  present  fourth  section  of  the  act  to  regulate  commerce  has  sig- 
nally failed  as  a  matter  of  wise  national  policy,  and  that  the  time 
has  now  arrived  when  an  absolute  long-and-short-haul  provision 
should  be  enacted. 

EFFECT   OF   METHOD   EMPLOYED    BY    THE    INTERSTATE    COMMERCE    COM- 
MISSION   IN    THE    REMOVAL    OF    DISCRIMINATION. 

The  removal  of  the  so-called  Texas  discrimination  by  the  means 
employed  in  the  Shreveport  case  and  others  similar  in  character 
which,  under  an  alternative  order  issued,  permitted  the  carriers  to 
remove  it  by  increasing  the  Texas  rates,  is  justified  by  the  Interstate 
Commerce  Commission  in  its  thirtieth  annual  report  in  the  following 
language: 

If  we  find  rates  in  our  opinion  are  unjust,  unreasonable,  and  unduly  prejudicial  as 
alleged,  it  becomes  our  duty  to  order  the  cessation  of  these  violations  of  the  act,  to 
determine  and  prescribe  just  and  reasonable  interstate  rates  to  be  thereafter  observed 
as  maxima,  to  require  the  carriers  defendants  to  remove  undue  prejudice  found 
existing,  but  we  can  not  prescribe  the  exact  rate  or  minimum  rate  to  be  maintained 
nor  do  we  specify  the  particular  method  to  be  employed  in  removing  the  undue 
prejudice.  The  carriers  remain  at  liberty  to  issue,  in  compliance  with  the  act,  Buch 
rates  as  they  see  fit,  provided  they  do  not  exceed  those  set  as  maxima  and  do  net 
continue  the  undue  prejudice.  In  eliminating  the  latter  they  may  lawfully  reduce 
interstate  rates  to  the  basis  of  the  State  rates,  increase  the  latter  to  the  level  of  the 
former,  or  otherwise  equalize  the  two  in  such  a  way  as  to  do  away  with  the  undue 
prejudice. 

This  construction  of  the  act  received  the  approval  of  the  United 
States  Supreme  Court  in  the  Shreveport  case,  or  more  properly 
speaking  the  Texas  case,  234  U.  S.,  342,  and  in  the  South  Dakota 
Express  Rate  cases,  244  U.  S.,  617. 

The  question  of  State  rights  is  again  vigorously  raised  by  a  con- 
flict between  the  State  and  Federal  courts  in  the  Illinois  passenger 
fare  case  (Business  Men's  League  of  St.  Louis  v.  A.  T.  &  S.  F.  Ry., 
41  I.  C.  C).  The  decision  is  now  on  appeal  before  the  United  States 
Supreme  Court  where  the  case  has  been  argued  and  is  now  submitted. 
There  is  no  reason  to  hope  for  any  different  construction  than  was 
given  in  the  South  Dakota  Rate  case,  244  U.  S.,  617,  where  it  is  held 
that  even  reasonable  rates  themselves  must  yield  if  necessary  in  the 
removal  of  discrimination.  Under  these  alternative  orders  of  the 
Interstate  Commerce  Commission  the  carriers  may  be  empowered  to 
to  destroy  practically  any  and  all  kinds  of  State-made  rates  whenever 
brought  into  issue  by  a  complaint  of  discrimination  from  interests 
outside  the  State,  as  in  the  Shreveport,  South  Dakota,  and  Illinois 
rate  cases.  Likewise  there  is,  as  will  hereinafter  more  clearly  appear, 
grave  danger  of  a  complete  breakdown  of  the  effectiveness  of  rail- 
way regulation  by  a  disregard  of  those  fundamental  principles  of 
regulation  which  after  many  years  of  experience  have  been  adopted 
by  the  people  of  the  various  States  through  the  medium  of  their 
legislatures,  courts,  and  commissions.  Let  me  illustrate,  for  your 
information,  the  trend  in  this  direction  by  an  analysis  of  the  Illinois 
passenger  fare  case. 

The  decision  of  the  Illinois  passenger  fare  case  followed  the  Five 
Per  Cent  Freight  Rate  case,  31  I.  C.  C,  351,  covering  official  classi- 
fication territory,  in  which  case  it  was  held  among  other  things 
that  the  passenger  department  of  the  railways  was  not  paying  its 
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fair-ehare  toward  an  adequate  return  upon  the  property.  There- 
after an  application  of  the  carriers  for  an  increase  in  passenger  fares 
was  heard  and  decided  in  what  is  known  as  Increase  in  Passenger 
Fares  in  Western  Territory,  37  I.  C.  C,  1.  In  this  case  the  Inter- 
state Commerce  Commission  took  as  its  base  the  accumulative  cost 
of  road  and  equipment  without  any  allowance  for  depreciation, 
obsolescence  or  otherwise,  and  decided  that  the  interstate  passenger 
fares  throughout  t  he  Middle  States  territory  should  be  increased  from 
2  cents  to  J. 4  cents  per  passenger  per  mile.  The  rates  thretofore  for 
passenger  service  in  the  State  of  Illinois  had  been  2  cents  per  mile  for 
both  inter  and  intra  State  traffic,  the  '2  cents  fare  for  State  traffic 
having  been  fixed  by  the  Legislature  of  Illinois  in  1907,  and  by  the 
carriers  for  interstate  traffic. 

Following  this  disparity  in  the  rates  created  by  the  order  of  the 
Interstate  Commerce  Commission,  the  Business  Men's  League  of  St. 
Louis,  on  February  10,  1916,  brought  an  action  before  the  Interstate 
Commerce  Commission  complaining  against  the  discrimnatory  appli- 
cation of  the  2.4-cent  fares  between  Chicago  and  St.  Louis,  Mo.,  as 
compared  with  the  2-cent  fare  between  Chicago  and  East  St.  Louis, 
III.  In  removing  this  discrimination,  the  Interstate  Commerce 
Commission  ordered  that  its  previous  findings  regarding  the  inter- 
state base  rate  of  2.4  cents  per  mile  be  affirmed  as  just  and  reason- 
able, and  in  connection  therewith  ordered  the  railways  to  remove 
the  discrimination  which,  under  the  circumstances,  could  only 
be  done  by  increasing  the  2  cent--  per  mile  legislative-made  rate  to 
2.4  cents  per  mile  for  State  traffic.  In  pursuance  of  this  order  the 
carriers  filed  tariffs  establishing  said  2.4-cent  fare  and  applied  to  the 
District  Federal  Court  at  Chicago  for  a  temporary  injunction  before 
Judges  Evans,  Landis,  ami  Carpenter  to  enjoin  the  Illinois  State 
officers  from  prosecuting  them  for  violation  of  the  2-cent  fare  State 
net.  This  application  was  denied  and  the  case  was  thereafter  heard 
on  its  merits  before  Judge  Landis,  who  dismissed  the  action  on  the 
ground  that  "the  undoubted  purpose,  and  the  undoubted  effect  of 
the  words  the  commission  used  in  its  order  of  October  16,  1916,  was 
to  completely  nullify  the  Illinois  2-cent  fare  was  to  kill  the  Illinois 
2-cent  statute,  and  substitute  for  it,  the  authority  of  the  Interstate 
Commerce  Commission  of  the  United  States.  *  *  *."  Further, 
that  the  commission  was  without  constitutional  or  statutory  power 
to  make  an  order  which  had  for  its  purpose  the  abrogation  of  the 
State  2-ccnt  fare  statute;  and  that  the  order  was  broader  than  the 
issue.  In  other  words,  that  the  removal  of  the  discrimination  com- 
plained of  between  Chicago  and  St.  Louis,  did  not  authorize  the 
commission  to  make  an  order  affecting  the  entire  State. 

Upon  appeal  from  this  decision  to  the  Supreme  Court  of  the  United 
States,  Justice  Clark,  also  denied  the  carriers'  application  for  said 
injunction  against  the  officers  of  the  State  of  Illinois,  whereupon 
it  was  stipulated,  at  the  request  of  the  carriers,  that  the  case  be 
advanced  for  hearing  and  argument  before  the  United  States  Supreme 
Court  on  its  merits  October  2,  1917.  Thereafter,  during  May  or 
June  of  the  present  year,  the  Interstate  Commerce  Commission 
brought  a  proceeding  against  the  carriers  before  the  district  Federal 
court  at  St.  Louis,  for  the  enforcement  of  the  order  held  invalid  by 
Judge  Landis  and  denied  upon  said  preliminary  motion  before  the 
United  States  Supreme  Court  by  Justice  Clark  as  aforesaid.     In  this 
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new  proceeding  the  carriers  practically  consented  to  the  entry  of  a 
decree  by  Judge  Dyer  of  the  Federal  court,  requiring  them  to  obey 
said  order.  Upon  notice  of  the  carriers  that  they  would  make  the 
fares  within  Illinois  2.4  cents  per  mile,  the  Attorney  General,  upon 
request  of  the  Illinois  Railroad  Commission  secured  an  injunction 
from  the  Illinois  Superior  Court  at  Chicago  restraining  the  carriers 
from  violating  said  2-cent  fare  act.  Thereupon  the  Interstate  Com- 
merce Commission  asked  the  Federal  court  at  St.  Louis  to  adjudge 
the  carriers  in  contempt  for  failure  to  comply  with  the  aforesaid 
Federal  oourt  order  requiring  the  rates  to  be  made  2.4  cents  per  mile. 

In  granting  the  application  of  the  Interstate  Commerce  Commis- 
sion Judge  Dyer,  in  his  opinion,  gave  notice  to  the  State  of  Illinois 
and  its  authorities  that  if  they  attempted  in  any  way  to  enforce  the 
injunction  issued  by  the  State  superior  court  at  Chicago,  or  prose- 
cuted the  railroad  companies  concerned  in  their  attempt  to  comply 
with  his  order  requiring  the  carriers  to  make  the  fare  2.4  cents  per 
mile,  he  would  adjudge  said  authorities  to  be  in  contempt  and  incar- 
cerate them  in  jail  at  St.  Louis.  Here  it  will  be  noted  was  a  direct 
conflict  between  the  Federal  and  State  courts  on  the  question  at  issue. 
In  order  to  temporarily  adjust  the  controversy  a  joint  and  concurrent 
resolution  was  introduced  before  Congress  by  Senator  Sherman,  of 
Illinois,  June  20,  1917,  directing  the  Interstate  Commerce  Commission 
to  withhold  action  pending  final  determination,  of  the  question  set 
for  hearing  before  the  United  States  Supreme  Court  on  October  2, 
1917. 

In  its  opinion  in  this  case  the  Interstate  Commerce  Commission 
proceeded  at  considerable  length  to  make  out  a  case  against  the 
reasonableness  of  the  2-cent  fare  in.  Illinois  and  among  other  things 
emphasizes  the  increased  cost  of  equipment,  its  increase  in  weight 
and,  by  inference,  the  increased  cost  of  operating  same  in  passenger 
trains  for  the  year  1913  as  compared  with  1903.  In  this  connection 
it  was  shown  that  the  purchase  cost  of  a  six-car  train  operating 
between  Chicago  and  St.  Louis  over  the  Illinois  Central  Railroad  has 
increased  $36,473,  whereas  the  weight  has  increased  252,500  pounds 
or,  in  other  words,  an  increase  of  126  tons  per  train. 

Without  desire  to  indulge  in  criticism,  but  because  of  the  impor- 
tance of  protecting  and  preserving  the  fundamental  principles  of 
regulation  which  have  been  adopted  by  the  States  and  approved  by 
the  courts,  exception  must  be  taken  to  the  use  of  total  accumulative 
cost  as  a  basis  upon  which  to  increase  rates  and  predicate  a  fair 
return.  This  is  a  most  serious  departure  from  time-honored  prac- 
tices in  the  field  of  regulation.  In  tact,  it  is  the  very  annihilation  of 
the  principle  that  ''an  adequate  return  shall  be  predicated  only  upon 
the  fair  present  value  of  the  property  at  the  time  of  the  inquiry." 
Until  adopted  in  these  cases,  no  court,  commission,  or  other  regulative 
tribunal  in  this  country  has  ever  subverted  such  an  important  prin- 
ciple as  this  in  its  determination  of  what  is  just  and  reasonable  to 
the  public.  I  consider  the  action  exceedingly  harmful  for  the  reason 
that  it  will  be  invoked  against  the  public  regulating  bodies  and  courts 
by  the  public  service  corporations  throughout  the  country,  and, 
while  the  United  States  Supreme  Court  is  thus  far  firmly  committed 
Hgjiinst  any  such  propaganda,  it  may,  because  the  findings  of  the 
Interstate  Commerce  Commission  on  questions  of  fact  are  rarely 
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overturned  by  the  courts  and  usually  accepted  as  final,  result  in  plac- 
ing upon  the  public  an  absolutely  unjustifiable  burden. 

Covering  250,000  miles,  the  accumulative  cost  of  our  railways  now 
totals  approximately  $18,000,000,000,  or  an  average  of  $72,000  per 
mile. 

Mr.  Esch.  Where  are  you  getting  those  figures  ? 

Mr.  Shaughnessy.  These  are  figures  from  the  Interstate  Commerce 
Commission  report. 

Mr.  Esch.  Eighteen  billions  ? 

Mr.  Shaughnessy.  Yes;  are  the  figures  higher  than  you  had  in 
mind  ? 

Mr.  Esch.  Higher  than  some  of  the  testimony  that  has  been 
presented. 

Mr.  Shaughnessy.  This  is  the  total  accumulative  cost.  It  is  not 
the  net  cost.  It  is  the  actual  accumulative  cost  or  the  book  value, 
the  book  cost;  all  the  money  that  has  gone  into  the  railroads  since 
their  inception. 

In  the  western  5  per  cent  advance  rate  cases  before  the  Interstate 
Commerce  Commission  in  1915  there  was  introduced  on  behalf  of 
the  western  railroad  commissions,  including  the  Nevada  commis- 
sion, testimony  showing  that  the  appraised  present  value  of  twenty- 
five  (25)  railways  serving  Michigan,  Wisconsin,  Minnesota,  South 
Dakota,  and  Nebraska,  comprising  29,000  miles  of  line,  was  $937,- 
000,000,  or  an  average  of  $32,330  per  mile,  compared  with  which  the 
stock  and  bond  par  value  (not  the  market  value)  was  $1,459,000,000, 
and  that  the  accumulative  property  investment  cost  was  $1,489,000,- 
000,  or  an  average  of  851,340  per  mile. 

In  Nevada,  the  Interstate  Commerce  Commission  has  just  com. 
pleted  its  reproduction  valuation  of  the  propert}7  of  the  Tonopah  & 
Goldfield  Railroad  covering  113  miles  of  line.  As  indicative  of  the 
wide  variation  between  the  company's  book  cost  and  the  inventory 
value  found  by  the  Federal  valuation  engineers,  let  it  be  said  that  the 
accumulative  cost  of  road  and  equipment  reported  by  the  railroad 
company  is  $3,700,000,  or  an  average  of  $32,680  per  mile  compared 
with  which  the  Commission's  reproduction  new  value  is  $2,180,000 
or  an  average  of  $19,225  per  mile. 

The  Nevada  Railroad  Commission  has,  because  not  able  to  bear 
the  expense,  of  an  inventory  valuation  of  large  railway  systems,  en- 
deavored to  secure  a  fairly  close  estimate  of  the  fair  present  value  of 
railway  property  for  rate  making  purposes  by  a  comparison  of  the 
construction  cost  of  new  properties  with  those  similar  in  standard  and 
by  requiring  the  carriers  to  submit  an  inventory  of  the  cost  of  repro- 
ducing their  properties  whenever  possible.  By  combining  these 
methods  fairly  satisfactory  results  have  been  secured  both  to  the 
carriers  and  to  the  Commission. 

The  fallacy  of  using  book  cost  is  quickly  demonstrated  by  the  car- 
riers themselves  when  their  property  is  under  consideration  for  tax- 
ation. Showing  is  always  strongly  and  properly  made  that  accumu- 
lative cost  must  not  be  used  because  it  does  not  take  account  of  the 
obsolete  and  discarded  property,  and  that  it  does  not  fairly  measure 
the  real  value  of  the  property  then  in  existence  and  beneficially  used 
in  the  public  service.  The  State  authorities  have,  I  believe,  without 
exception,  accepted  this  view  as  sound,  and  a  number  of  States, 
notably  Wisconsin,  Michigan,  and  New  Jersey,  have  made  inventory 
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valuations  of  their  railway  property  for  the  purpose  of  accurately 
establishing  the  actual  cash  value  for  taxation.  In  finding  the  "cash 
value"  for  taxation  and  sale  (the  rule  being  the  same  in  both  cases) 
there  is  included  the  intangible  value  made  up  from  the  earnings  on 
the  rates  fixed  on  the  "fair  present  value."  The  Monongahela  Case 
148,  U.  S.  312 ;  The  Backus  Case,  154  U.  S.  439.  Therefore,  the  sale 
or  taxation  cash  value  can  not  ordinarily  be  taken  for  rate  fixing  pur- 
poses because  to  do  so  would  justify  continuing  increases  in  the  rates 
if  the  business  remains  normal  or  is  upward  in  tendency.  There  is 
much  confusion  in  the  public  mind  regarding  these  distinctions  in 
value — many  people  believing  that  the  "cash  value"  evidenced  by 
stocks  and  bonds  in  some  eases  and  'by  the  earnings  in  others  should 
be  the  basis  upon  which  to  fix  rates  for  the  shippers  and  consumers, 
but  as  before  stated  this  would  justify  a  continuing  increase  in  rates 
without  in  any  way  increasing  the  service  to  the  shipper  or  the  cost 
thereof  to  the  carrier.     (See  New  Jersey  Gas  Case,  87  Atl.  651 .  i 

If  all  of  the  250,000  miles  of  railway  within  the  United  States,  large 
and  small,  including  main  and  branch  lines,  both  productive  and  non- 
productive should. upon  final  appraisement  by  the  Federal  valuation 
board  reach  an  average  valuation  of  $50,000  per  mile,  which,  all 
things  considered  seems  high  for  rate  fixing  purposes  the  fair  present 
value  of  the  railways  would  be  12^  billion  dollars,  compared  with 
which  the  book  cost  value  is  approximately  IS  billion  dollars.  If 
upon  said  fair  present  value  the  carriers  should  for  the  future,  under 
normal  conditions  and  reasonable  rates,  earn  900  millions  net  per 
annum,  after  deducting  operating  expenses  and  taxes,  it  will  be  the 
equivalent  of  15  billion  dollars  on  a  6  per  cent  basis,  and  this  amount 
will  be  the  condemnation  or  sale  value. 

The  variations  in  the  valuations  above  referred  to  speak  for  them- 
selves and  emphasize  the  danger  and  injustice  to  which  the  various 
States  will  be  subjected  if  just  and  reasonable  rates  for  intrastate 
traffic  are  to  be  omitted,  and  thereafter  increased  by  an  order  of  the 
Interstate  Commerce  Commission  predicated  on  the  basis  of  accumu- 
lative cost  value  instead  of  fair  present  value,  as  was  done  in  the 
Illinois  Case.  In  this  behalf  the  Interstate  Commerce  Commission 
said  in  the  Western  Passenger  Fare  Case,  37  I.  C.  C.  16,  upon  which 
the  Illinois  Case  was  based: 

"The  liability  of  error  in  accepting  the  book  cost  of  property  as 
the  basis  for  the  computation  of  return  on  investment  is  fully  real- 
ized." 

Further,  if  such  accumulative  cost  of  the  railroad  property  is 
validated  or  recognized,  will  it  not  make  it  exceedingly  difficult  to 
hereafter  bring  into  the  equation  the  matter  of  the  fair  inventory 
valuation  of  the  railways  now  being  made  by  the  Interstate  Com- 
merce Commission  under  an  act  of  Congress  ?  This  matter  is  of  such 
vital  importance  that  attention  should  be  given  to  it  in  time  to  pre- 
vent a  burdensome  surplusage,  such  as  here  indicated,  being  added 
to  our  transportation  bills,  and  to  prevent  the  railroads  from  denying 
the  public  the  benefit  of  such  just  and  reasonable  rates  as  should  be 
prescribed  on  the  basis  of  fair  present  value. 

Exception  must  also  be  taken  to  the  use  of  increased  weight,  in- 
creased cost  of  equipment,  and  increased  cost  of  operating  passenger 
trains,  as  a  justification  for  increased  local  passenger  fares.  This 
line  of  reasoning  is  not  convincing,  and  standing  by  itself,  is  almost  as 
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fallacious  a  base  upon  which  to  predicate  just  and  reasonable  passen- 
ger fares  for  State  traffic  as  is  the  matter  of  using  the  total  accumu- 
lative cost  of  road  and  equipment  instead  of  "fair  present  value," 
for  the  reason  that  while  intimation  is  made  by  the  commission  as  a 
preface  to  its  analysis,  that  these  improved  passenger  train  facilities 
have  been  demanded  by  the  public,  they  have,  as  probably  all  know, 
been  inaugurated  largely  for  the  benefit  of  the  through  long-haul 
interstate  traffic  and  not  for  the  benefit  of  purely  local  State  passen- 
ger traffic.  It  is,  therefore,  unreasonable  to  intimate  that  any  sub- 
stantial portion  of  the  cost  of  these  increased  facilities  should  be 
charged  against  local  State  traffic.  In  this  connection,  it  is  to  be 
stated  that  it  has  been  the  uniform  policy  of  the  railways  for  years, 
and  is  to-day,  to  use  its  passenger  department  largely  as  an  adver- 
tising medium,  as  well  as  for  the  purpose  of  rendering  an  adequate 
public  service.  It,  therefore,  results  that  the  carriers  maintain  a 
policy  of  building  this  branch  of  the  service  far  in  advance  of  the 
public  needs,  and  in  vying  with  each  other  in  an  effort  to  make  its 
passenger  service  just  a  little  bit  better  and  more  inviting  than  that 
of  its  rivals,  in  order  to  encourage  travel  to  its  lines,  and  thus  by 
furnishing  a  superior  and  more  luxurious  service,  secure  freight  busi- 
ness. This  in  turn  has  resulted  in  a  wasteful  duplication  of  passenger 
train  service  between  important  interstate  centers  of  travel,  and  it 
is  also  responsible  for  the  exceedingly  costly  State  passenger  train 
service  furnished  on  account  of  said  trains  being  made  up  of  heavy 
standard  and  tourist  sleeping  cars,  buffet  cars,  observation  cars,  and 
dining- ears;  also  the  operation  of  trains  de  luxe,  used  exclusively 
for  the  benefit  of  through  traffic,  and  special  train  service  accommo- 
dating heavy  colonization  and  excursion  business — practically  all  of 
which  is  properly  chargeable  to  interstate  traffic,  and  with  which 
local  traffic  is  only  incidentally  concerned.  Yet  the  Interstate  Com- 
merce Commission,  by  its  decision  in  the  Illinois  Pass*  nger  Fare  Case, 
holds  that  the  people  who  are  traveling  locally  between  points  within 
the  State  must  bear  their  proportionate  share  of  all  these  burdens, 
without  regard  to  the  fact  that  the  incidental  benefit  to  them  is  small 
and  that  they  are  in  no  way  responsible  for  the  heavy  train  and 
locomotive  equipment  which  is  made  necessary  in  order  to  maintain 
this  through  competitive  service.  From  the  standpoint  of  what,  all 
things  considered,  may  constitute  a  reasonably  adequate  local  service 
the  distinction  to  be  observed  between  through  and  local  train  service, 
is  fairly  exemplified  by  the  electric  railway  lines  upon  which  a  com- 
fortable and  expeditious  passenger  service  is  maintained  throughout 
different  States  at  rates  ranging  from  1^  to  2  cents  per  mile. 

The  train  facilities  used  by  the  carriers  in  furnishing  a  through 
passenger  service  are  without  question  the  finest  to  be  found  in  the 
world,  but  there  is  reason  to  seriously  question  whether  the  cost 
thereof  is  not  becoming  too  burdensome  to  both  the  railways  and  the 
traveling  public.  The  average  passenger  train  to-day  is  six  cars  and 
locomotive,  comprising  mail,  baggage,  and  express  cars,  coaches, 
and  dining,  sleeping,  and  observation  cars. 

Estimating  that  all  steel  cars  are  used,  which  the  railways  have 
been  and  are  adopting  as  rapidly  as  possible,  the  dead-weight  tonnage 
of  such  a  train  will  average  approximately  550  tons.  The  average 
train  capacity  is  not  less  than  150  passengers,  whereas  the  average 
load  is   54    passengers   or  36   per  cent   of   capacity.     Further,  the 
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analysis  indicates  that  in  the  use  of  the  modern  six-car  all-steel 
trains  an  average  of  10  tons  of  equipment  is  used  in  transporting 
each  passenger.  Is  this  not  an  unreasonable  waste?  No  such 
tonnage  as  this  is  reasonably  necessary,  and  unless  steps  ure  taken 
to  correct  it,  the  bulk  of  the  local  passenger  business  will,  due  to 
improvements  in  the  art  of  transportation  by  self-propelled  overland 
vehicles,  be  taken  from  the  rail  carriers.  In  this  connection  it  is 
interesting  to  note  the  rapid  growth  of  automobile  and  auto-stage 
traffic,  and  to  keep  in  mind  that  an  attractive  and  comfortable  local 
service  is  furnished  through  this  medium  by  the  use  of  facilities 
averaging  about  one-fourth  ton  per  passenger,  as  compared  with  the 
aforesaid  10  tons.  In  my  opinion,  passenger-train  weight  should  be 
cut  right  in  two  and  the  public  at  large  given  the  benefit  of  as  eco- 
nomical a  passenger  service  as  is  consistent  with  comfort  and  safety. 
The  present  passenger  facilities  are,  for  the  above  reasons,  wasteful 
and  place  too  heavy  a  burden  upon  the  public  in  carrying  and  main- 
tenance costs  and  investment.  No  regulation  of  this  feature  of 
railway  service  has  been  undertaken  on  behalf  of  the  public.  Unless 
it  is  taken  in  hand  the  carriers  are  free  to  go  on  increasing  the  capacity 
of  their  facilities  and  likewise  the  strength  of  then-  tracks,  because 
the  former  forces  the  latter,  and  thus  building  into  the  future  and 
increasing  the  investment  sufficiently  to  not  only  offset  the  normal 
increase  which  takes  place  in  traffic,  but  ultimately  to  justify,  under 
the  policy  authorized  in  the  Illinois  case,  4-cent  local  fares. 

Carrying  the  analysis  a  step  further,  the  railway  operating  statis- 
tics show  that  freight-carrying  equipment  has  largely  outgrown 
reasonable  proportions;  that  it  is  cumbersome  and  expensive  in 
investment,  operation,  and  maintenance;  and  that  it  does  not  show 
the  operating  and  service  efficiency  that  might  reasonably  be  expected. 
The  average  dead  weight  of  cars  and  engines  in  train  lots  for  1915 
was  approximately  24  tons  per  car  and  their  average  carrying  capacity 
was  40  tons  each,  but  the  average  load  of  freight  carried  was  only  13.8 
tons  per  car,  or  a  load  factor  of  34^  per  cent.  From  this  it  will  be 
seen  that  a  nonproductive  dead  weight  of  65|  per  cent  in  equipment 
was  hauled  during  the  year  1915.  Besides  the  waste  involved  in 
investment,  operation,  and  maintenance  of  the  entire  plant  these 
excess-capacity  facilities  are  largely  responsible  for  a  very  slow 
freight  movement  to  the  disadvantage  of  the  shipping  public.  Regu- 
lation and  relief  should  be  provided  for  along  these  lines.  Recently 
Daniel  Willard,  Esq.,  railway  president  and  member  of  the  Council 
«>f  National  Defense,  made  the  statement  that  freight  cars  were  in  the 
hands  of  shippers  37  per  cent  of  the  time,  and  that  of  the  balance,  or 
63  per  cent  of  the  time  that  the  cars  are  in  possession  of  the  carriers, 
they  are  moving  but  11  per  cent  of  the  time. 

Again,  the  statement  recently  issued  by  the  Railway  War  Board 
shows  that  the  average  engine  movement  on  the  railways  of  the 
United  States  is  only  68  miles  per  day,  and  that  the  car  movement  is 
only  28  miles  per  day,  or  hardly  the  equivalent  of  ordinary  everyday 
suburban  truck  and  automobile  mileage.  In  view  of  the  fact  that 
thus  far  there  has  been  no  effort  on  the  part  of  the  Interstate  Com- 
merce Commission  or  Congress  to  prescribe  freight  movement  speed 
regulations  and  as  the  matter  has  been  one  of  railway  policy  and 
management  it  can  not  be  said  that  State  or  National  regulation  is 
responsible  for  this  condition  of  affairs.     On  the  contrary  it  may  be 
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said  that  it  is  because  of  the  absence  of  such  regulation — which,  mani- 
festly, is  necessary  for  the  future. 

Seemingly,  everything  has  been  subverted  to  the  question  of  in- 
creased train  loading,  upon  the  theory  that  it  would  result  in  greatly 
improved  operating  economy.  It  is  doubtful,  however,  whether  this 
result  has  been  satisfactorily  accomplished  when  proper  consideration 
is  given  to  the  largely  increased  investment  made  necessary  in  track 
and  equipment,  the  heavy  cost  of  maintenance  of  engines  and  cars 
occasioned  by  "drag  tonnage  trains,"  and  the  wasteful  cost  of 
handling  the  enormous  dead  weight  in  equipment,  which,  as  before 
shown  on  a  load  factor  basis,  is  unreasonably  excessive  in  capacity. 
As  before  stated,  this  policy  of  heavy  train  loading  has  resulted  in  an 
exceedingly  slow  freight  movement  to  shippers  and  consumers,  and 
it  is  responsible  for  much  of  the  car  shortage  which  exists  to-day.  It 
has  also  limited  the  monthly  mileage  of  train  and  enginemen,  upon 
which  the  adequacy  of  their  compensation  largely  depends  and  has 
forced  them  to  make  frequent  demands  for  an  increase  in  the  mileage 
units  of  pay  in  order  to  secure  a  fair  monthly  compensation.  I 
believe  that  if  the  train  and  enginemen  had  been  enabled  as  traffic 
grew  to  increase  their  monthly  mileage  reasonably  and  without  undue 
hardships,  instead  of  sacrificinu'  everything  to  tonnage  train  loading, 
it  would  not  have  been  difficult  to  adjust  the  wage  question  satis- 
factorily without  the  intervention  of  legislation  in  the  various  forms 
it  has  taken  during  recent  years.  And  by  the  same  means  the  public 
would  have  received  the  expedited  freight  movement  to  which  it  is 
fairly  entitled,  and  which  it  will  ultimately  demand  and  enforce  by 
requiring  a  movement  averaging  15  or  20  miles  per  hour  between 
terminals  instead  of  the  present  speed  of  approximately  10  miles  per 
hour. 

Aside  from  the  reluctance  or  the  refusal  of  the  States  to  relinguish 
their  sovereign  power  to  regulate  their  own  internal  commerce  and 
its  instrumentalities,  these  are  the  reasons  why  they  can  not  consent 
to  any  scheme  of  regulation  which  will  put  them  at  the  mercy  of  such 
practices  as  are  herein  referred  to. 

In  closing,  let  me  state  that  I  am  opposed  to  Government  owner- 
ship of  railways.  In  lieu  thereof,  I  believe  the  antitrust  laws  should 
be  loosened  up  and  the  railways  allowed  to  consolidate  under  either 
State  or  National  holding  companies,  thus  enabling  all  of  the  East 
and  West  railway  lines  to  merge  under  the  ownership  of  three  or  four 
ocean-to-ocean  systems,  and  likewise  the  North  and  South  lines  to 
merge  into  one  or  more  Great  Lakes-Gulf  systems.  Possibly  one 
great  national  holding  compan}^  might  be  created  to  hold  or  own 
them  all.  This  would  enable  the  system  or  systems  to  adequately 
provide  for  the  weaker  lines,  which  now  are  unable  to  meet  their 
financial  obligations  without  rate  increases  that  are  not  needed  by 
the  strong  lines,  and  it  would  also  enable  the  system  to  carry  neces- 
sary extensions  built  into  new  territory  until  the  country  served 
becomes  sufficiently  developed  to  make  the  investment  profitable. 

Such  an  arrangement  would  prevent  the  wasteful  duplication  of 
investment  and  facilities  which  now  takes  place  and  forever  eliminate 
the  railroad  receiverships,  some  of  which  have  been  honest  and  others 
criminal,  from  which  it  follows  that  thoroughgoing  protection  would 
be  afforded  to  the  public  and  the  investors  in  railway  stocks  and 
bonds,  while  at  the  same  time  insuring  the  highest  form  of  railway 
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credit.  But  in  perfecting  this  organization  it  should  be  provided 
that  all  of  the  railway  corporations  making  up  these  merged  systems 
or  system  shall  remain  subject  to  their  present  charter  obligations  in 
all  matters  relating  to  taxation,  rates,  and  service  within  the  various 
States.  This  will  retain  to  the  States  the  same  dignity  they  now 
enjoy.  Transportation  is  an  exceedingly  important  function  of  gov- 
ernment— State  government  as  well  as  National — and  therefore  the 
States  should  not  he  asked  to  relinquish  this  sovereign  right.  The 
State  must  be  considered  in  any  plan  devised  for  consolidation  and 
Nation-wide  operation.  Otherwise,  if  the  States  are  made  subordi- 
nate in  power  and  dignity  to  the  railways,  as  in  the  Texas  and  Illinois 
rate  cases,  the  failure  of  the  end  sought  will  be  foreordained  from  the 
start. 

The  Chairman.  Mr.  Shaughnessy,  your  contention  is  that  water 
competition  should  be  permitted  to  operate  to  the  advantage  of  the 
public  ? 

Mr.  Shaughnessy.  Yes,  sir. 

The  Chairman.  Without  attempting  upon  the  part  of  legislation 
or  regulation  to  enable  the  rail  carrier  to  compete  with  it  ? 

Mr.  Shaughnessy.  Yes,  sir:  I  think  that  would  be  the  wisest 
policy,  Senator. 

The  Chairman.  That  is  all.  Senator  Cummins,  have  you  any 
questions  ? 

Senator  Cummins.  I  had  intended  to  put  the  suggestion  that  I  am 
now  about  to  make  before  some  of  the  witnesses  when  we  were  meet- 
ing at  San  Francisco,  but  the  time  there  did  not  seem  to  be  sufficient, 
therefore  I  omitted  it. 

Your  insistence  is  that  Congress  should  declare  that  in  no  case 
shall  a  common  carrier  charge  more  for  the  shorter  than  the  longer 
distance,  the  same  direction,  over  the  same  line  '. 

Mr.  Shaughnessy.  Yes,  sir. 

Senator  Cummins.  That  is  the  equivalent  of  a  legislative  declara- 
tion that  it  is  unreasonable  and  unjust  to  charge  more  for  the  shorter 
than  the  longer  distance.  You  are  a  lawyer,  I  take  it,  from  your 
very  careful  review  of  these  decisions? 

Mr.  Shaughnessy.  No,  sir;  I  do  not  qualify  as  a  lawyer. 

Senator  Cummins.  Well,  it  is  perfectly  plain  that  you  have  a  very 
fair  and  adequate  conception  of  the  law  upon  the  subject.  And  that 
prompts  me  to  ask  you  this  question:  How  far,  in  your  opinion,  could 
a  court  review  that  declaration  on  the  part  of  Congress? 

Mr.  Shaughnessy.  An  absolute  long-and-short-haul  amendment? 

Senator  Cummins.  Yes. 

Mr.  Shaughnessy.  Well,  it  would  be  my  judgment,  without 
knowing  very  much  about  the  law,  that  the  rule  of  Congress  would 
be  supreme  on  the  subject,  or  practically  so. 

Senator  Cummins.  Could  it  be  said  that  there  is  no  case  in  which 
it  is  reasonable  and  fair  to  charge  more  for  the  shorter  than  the 
longer  distance? 

Mr.  Shaughnessy.  Well,  now,  1  can  not  imagine  such  a  case. 

Senator  Cummins.  I  am  not  now  asking  of  you  whether  we  have 
the  physical  power  to  say  so,  but  can  it  be  the  case  that  there  is  no 
instance  in  which  the  higher  charge  for  the  shorter  distance  would 
be  reasonable  \ 
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Mr.  Shaughnessy.  No;  I  do  not  believe  there  is  any  such  case  as 
that,  Senator. 

Senator  Cummins.  In  order  to  justify  a  positive  declaration  of  that 
kind  it  is  necessary  to  have  in  mind,  anyhow,  the  basis  upon  which 
rates  should  be  adjusted  and  charges  made? 

Mr.  Shaughnessy.  Yes. 

Senator  Cummins.  What  is  the  basis  you  have  in  mind,  what  is  it 
that  controls,  or  ought  to  control,  a  carrier,  in  fixing  rates  ? 

Mr.  Shaughnessy.  Well,  of  course,  the  controlling  thing  that 
they  consider  is  the  commercial  conditions,  and  it  is  pretty  difficult  to 
say  to  a  railroad  that  they  shall  not  consider  those  commercial  con- 
ditions. In  fact,  they  will  consider  the  commercial  and  competitive 
conditions  in  so  far  as  they  are  not  prohibited  by  law,  and  when  you 
come  down  to  the  consideration  of  the  commercial  and  competitive 
conditions,  why  the  rates  vary  necessarily  with  the  different  circum- 
stances and  conditions  met,  and  I  do  not  think  that  the  traffic  man- 
ager undertakes  to  say  that  each  and  every  rate,  or  he  can  not  tell,  at 
least,  that  each  and  every  rate  is  compensatory.  That  is  the  system 
of  rates  under  which  we  are  operating  at  the  present  time. 

Senator  Cummins.  Why  are  you  satisfied  with  a  declaration  that 
there  shall  be  no  greater  charge  for  a  shorter  than  the  longer  distance  ? 
Why  do  you  not  insist  that  there  shall  be  a  lesser  charge  for  the 
shorter  distance? 

Mr.  Shaughnessy.  A  proportional  rate,  according  to  mileage? 

Senator  Cummins.  I  did  not  say  that,  but  I  put  it  a  little  more 
broadly  than  that.  Why  do  you  not  come  before  us  and  insist  that 
i  making  rates  in  this  country  there  shall  be  a  lesser  charge  for  the 
shorter  distance;  if  it  can  be  said  there  shall  be  no  greater  charge  for 
a  shorter  distance,  why  can  it  not  be  said  there  shall  be  no  lesser 
charge  for  a  longer  distance  ? 

Mr.  Shaughnessy.  I  think  perhaps  we  are  entitled  to  mileage  dis- 
tance rates  by  reason  of  our  location  being  the  shorter  included  within 
the  longer,  but  we  have  felt  that  we  would  be  willing  to  get  along 
very  nicely  on  the  basis  of  equal  rates,  the  business  of  our  country 
is  largely  made  up  now,  that  is,  the  loiig-haul  business,  on  equal  or 
blanket  rates,  and  it  may  be — personally  I  believe  the  blanket  rates 
scheme  must  be  followed  in  this  country,  and  I  do  not  know  that  we 
can  overturn  that  system  of  rate  making  or  that  it  would  be  wise 
to  do  so. 

Senator  Cummins.  But  when  Congress  is  asked  to  declare  a  positive 
rule  upon  that  subject,  that  is,  a  rule  beyond  the  decree  that  all  rates 
must  be  fair  and  reasonable  and  just  and  nonconfiscatory,  it  ought 
to  declare  the  true  rule,  if  it  can  find  it.  Now,  it  is  apparent  to  me 
that  the  declaration  that  there  shall  be  no  greater  charge  for  the 
shorter  distance  than  the  longer  is  a  mere  arbitrary  declaration;  that 
we  must  go  further  and  discover,  if  we  can,  the  true  rule. 

Mr.  Shaughnessy.  Well,  that  involves  mileage  rates,  I  should  im- 
agine, and  mileage  rates  might  work  all  right  on  certain  traffic,  per- 
haps manufactured  articles  westbound,  but  when  we  come  to  work 
the  same  rule  eastbound,  I  doubt  very  much  whether  it  would  work 
so  beneficially,  because  eastbound  it  is  necessary  to  have  as  near  a 
blanket  rate  on  the  products  of  the  soil  and  the  products  of  the 
forest  and  the  products  of  the  mines  as  you  can  get  in  order  to  enable 
the  producers  to  get  into  the  various  markets  on  an  equality. 
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Senator  Cummins.  But  your  argument,  carried  to  its  logical  end, 
condemns  all  blanket  rates,  as  well  as  greater  rates  for  the  shorter 
distance  than  the  longer  one,  does  it  not  ? 

Mr.  Shaughnessy.  I  did  not  mean  for  my  statement  to  condemn 
the  blanket-rate  system.  I  favor  it  for  long-haul  interstate  traffic, 
because  it  insures  equal  opportunities  for  markets  and  community 
development. 

Senator  Cummins.  I  know  you  appear  to  be  satisfied  with  the 
blanket  rate,  but  the  argument  in  and  of  itself  that  Congress  should 
establish  a  positive  rule  upon  the  subject  seems  to  me  to  lead  to  the 
conclusion  that  there  should  be  no  blanket  rates.  Is  there  not  in 
your  mind  after  all,  and  in  the  mind  of  everyone  who  argues  in  favor 
of  an  absolute  declaration  upon  this  subject  the  idea  that  the  charges 
of  a  carrier  for  its  service  should  be  proportionate  to  the  cost  of  the 
service  ? 

Mr.  Shaughnessy.  Yes;  it  is  in  a  general  way  fair  to  base  the 
rates  according  to  the  length  of  the  haul  and  cost  of  making  it,  and 
matters  of  that  kind. 

Senator  Cummins.  If  that  is  the  real  foundation  for  the  argu- 
ment in  favor  of  a  positive  declaration  on  this  subject,  does  it  not 
seem  to  you  that  the  argument  destroys  itself,  in  that  if  we  follow 
that  plan  we  must  give  to  some  tribunal  the  jurisdiction  to  ascertain 
what  is  the  cost  of  the  service,  and  to  apportion  or  fix  the  rates 
accordingly  ? 

Mr.  Shaughnessy.  That  jurisdiction  is  already  placed,  as  I 
understand  it,  Senator,  in  the  hands  of  the  Interstate  Commerce 
Commission. 

Senator  Cummins.  For  instance,  a  positive  rule  upon  this  subject, 
according  to  your  claim,  would  seem  to  imply  that  a  railroad  might 
charge  as  much  for  carrying  a  carload  one  mile  as  for  carrying  it  a 
thousand  miles  ? 

Mr.  Shaughnessy.  Of  course  literally  construed  that  might  be 
the  basis  of  what  we  ask  for,  but  I  do  not  think  it  would  ever  be 
carried  to  any  such  extreme  as  that,  Senator. 

Senator  Cummins.  What  you  really  want  to  say  is,  I  assume, 
that  no  greater  charge  shall  be  made  for  the  lesser  distance,  but  that 
the  commission  ought  to  go  further  and  if  it  finds  the  shorter  haul 
should  have  a  lesser  charge,  that  then  it  shall  so  establish  it  ? 

Mr.  Shaughnessy.  Yes.  The  commission,  I  think,  has  that  power 
at  the  present  time. 

Senator  Cummins.  Yes,  but  do  you  not  see  that  that  after  all  puts 
up  to  the  commission  the  ascertainment  of  the  reasonableness  of 
the  two  rates  ? 

Mr.  Shaughnessy.  Yes. 

Senator  Cummins.  The  through  rate  and  the  intermediate  rate? 

Mr.  Shaughnessy.  Yes. 

Senator  Cummins.  And  I  can  not  see  any  reason  for  cutting  off 
the  jurisdiction  of  the  commission  at  just  the  point  which  you  suggest, 
namely,  that  the  charge  shall  be  no  greater  for  the  lesser  distance. 
In  order  to  be  logical  it  would  seem  to  me  that  we  ought  to  say  that 
the  charges  for  this  business  ought  to  be  made  according  to  the  cost 
of  doing  business,  without  regard  to  the  compulsion,  if  you  please, 
of  competition,  either  at  the  water's  edge  or  in  the  interior  when 
brought  about  by  competition  of  railways  alone. 
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Mr.  Shaughnessy.  I  suppose  you  have  in  mind  that  in  order  to 
make  that  work  on  the  products  of  the  soil,  the  forest,  and  the  mines 
from  our  section,  that  if,  instead  of  the  blanket  rates  we  now  carry 
from  Denver  to  all  eastern  points  we  should  be  required  to  graduate 
the  rates  upward  as  distance  increases  it  doubtless  would  restrict  our 
markets  and  production. 

Senator  Cummins.  I  have  no  settled  conviction  upon  the  question. 
It  is  the  most  difficult  one  which  I  know  of  relating  to  the  adjust- 
ment of  rates,  but  what  you  want  is  to  say  that  competition  shall  not 
be  regarded  to  the  extent  of  reducing  the  terminal  rate  below  the 
intermediate  rate  ? 

Mr.  Shaughnessy.  That  is  the  point;  yes,  sir. 

Senator  Cummins.  But  if  we  do  that,  how  can  we  stop  short  of 
saying  that  competition  shall  not  be  regarded  sufficient  to  reduce  the 
terminal  rate  below  a  fair  proportion,  or  to  reduce  the  terminal  rate 
below  a  point  that  will  establish  a  fair  relation  between  the  inter- 
mediate point  and  the  terminal  point  ? 

Mr.  Shaughnessy.  Well,  if  we  have  an  absolute  long-and-short- 
haul  pro  vision  there  would  not  be  any  occasion  of  that  kind,  would 
there,  Senator? 

Senator  Cummins.  Yes,  but  we  have  got  to  find  some  solid  ground, 
some  principle  upon  which  to  base  a  declaration  of  that  kind.  We 
have  said  that  all  rates  shall  be  fair  and  just  and  reasonable.  We 
have  given  that  to  the  commission.  Now  we  arc  taking  away  from 
the  commission  a  part  of  the  jurisdiction  which  we  formerly  conferred 
and  establishing  a  legislative  status,  and  when  we  do  that  we  have 
got  to  establish  it  upon  some  principle,  it  would  seem  to  me.  And 
that  is  the  point  that  has  perplexed  me  in  regard  to  an  absolute  long- 
and-short-haul  clause.  I  call  it  to  your  attention  so  that  you  can 
reflect  upon  it.     I  do  not  know  whether  there  is  any  merit  in  it  or  not. 

That  is  all,  Mr.  Chairman. 

The  Chairman.  Mr.  Sims. 

Mr.  Sims.  Let  Mr.  Esch  proceed  first. 

Mr.  Escn.  I  have  a  few  questions  to  ask.  In  your  statement  you 
said,  Mr.  Shaughnessy,  that  on  eastbound  traffic  the  rates  were 
blanketed  east  of  the  Denver  line  ? 

Mr.  Shaughnessy.  Yes. 

Mr.  Esch.  And  the  railroads  of  the  intermountain  and  western 
section  justifies  the  blanketing  of  rate  on  agricultural  products  on 
the  ground  that  it  afforded  to  your  farmers,  horticulturists,  and  so  on, 
a  better  market  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  Then  you  cited  the  fact  that  wool,  however,  did  not 
receive  the  blanket  rate,  but  that  for  a  ton,  that  the  carrier  charged 
$20  a  ton  from  San  Francisco  to  Boston,  if  I  remember  rightly,  and 
for  Winnemucca,  which  is  east  of  Reno,  it  was  $38  a  ton? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  How  did  the  carriers  justify  that  discrimination?  That 
is  a  product  of  the  soil  anyway  ? 

Mr.  Shaughnessy.  They  justify  the  maintenance  of  the  $20  rate 
from  San  Francisco  upon  the  ground  that  they  are  compelled  to  meet 
the  Australian  competition,  upon  the  wool  coming  from  Australia, 
all-water  to  Boston,  and  they  claim  that  it  is  necessary  to  have  a  rate 
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of  $20  a  ton  from  San  Francisco  and  other  Pacific  coast  ports  to 
Boston,  all-rail,  in  order  to  meet  that  Australian  water  competition. 

Mr.  Esch.  Does  that  amount  to  a  differential  of  $18  a  ton. 

Mr.  Shaughnessy.  It  certainly  does. 

Mr.  Esch.  Do  they  make  any  discrimination  as  to  sugar  ? 

Mr.  Shaughnessy.  No;  there  is  no  discrimination  as  to  sugar. 

Mr.  Esch.  Why  would  not  the  same  argument  apply  as  to  the 
Hawaiian  Islands? 

Mr.  Shaughnessy.  It  might.  It  is  an  example  that  is  in  point, 
which  is  absolutely  in  point,  but  they  have  never  done  so.  The  sugar 
goes  upon  a  basis,  I  think,  of  $13  a  ton  all  territory  east  of  Denver  to 
Chicago  and  $15  a  ton  east  of  Chicago  territory,  and  when  you  get 
down  in  Louisiana  territory  where  sugar  is  produced,  it  goes  up  to 
$17  a  ton. 

Mr.  Esch.  You  gave  a  very  elaborate  review  of  the  Shreveport 
cases  and  cited  also  the  Illinois  rate  cases  and  the  South  Dakota 
express  rate  cases,  showing  conflicts  between  the  States  and  the 
Federal  commissions.  What  is  your  opinion  of  this  recommenda- 
tion, made  in  the  last  report  of  the  commission '( 

That  without  abdication  of  any  Federal  authority  to  finally  control  questions  affect- 
ing interstate  and  foreign  commerce  the  commission  be  expressly  authorized  to  coop- 
erate with  State  commissions  in  efforts  to  reconcile  upon  a  single  record  the  conflicts 
between  the  State  and  the  interstate  rates. 

Mr.  Shaughnessy.  I  agree  with  that. 

Mr.  Esch.  In  your  opinion  then  the  sitting  of  a  State  commission 
with  the  Federal  commission  would  not  cause  a  conflict  of  authority  '< 

Mr.  Shaughnessy.  There  probably  would  be  conflicts  to  some 
extent,  but  not  greatly  so,  Mr.  Esch.  I  believe  practically  all  those 
situations  could  be  pretty  well  ironed  out  by  the  various  State 
commissions  and  the  Interstate  Commerce  Commission  sitting 
together.  However,  I  do  not  think  that  the  jurisdiction  of  the  State 
over  its  own  internal  commerce  should  be  taken  from  it,  because  of 
that  cooperation.  In  fact,  I  think  the  jurisdiction  of  the  various 
States  should  be  made  entirely  clear  on  that  point,  that  it  is  not  to 
be  abrogated  or  usurped,  because  unless  that  is  done  we  are  going  to 
create  an  awful  lot  of  jealousy  and  opposition  in  the  minds  of  the 
people  at  large,  and  as  a  matter  of  wise  policy  I  do  not  think  you  can 
afford  to  incur  that,  nor  can  the  Interstate  Commerce  Commission 
and  the  railroads  reasonably  afford  to  incur  that  opposition  and  that 
hostility,  and  I  think  you  can  better  settle  that  by  providing  speci- 
fically that  the  States  shall  retain  their  full  jurisdiction  over  internal 
commerce  and  its  instrumentalites,  and  then  go  on  and  provide  for 
making  effective  the  recommendation  of  the  Interstate  Commerce 
Commission  for  the  cooperation  of  the  interstate  and  the  State 
tribunals  on  matters  that  affect  discrimination. 

Mr.  Esch.  You  think,  then,  that  the  reconciling  on  a  single  record 
of  these  differences  between  the  State  and  Federal  authorities  over 
rates  should  be  encouraged  '. 

Mr.  Shaughnessy.  I  do;  yes,  sir, 

Mr.  Esch.  Of  course  you  would  nevertheless  recognize  the  supreme 
control  or  power  of  the  Interstate  Commerce  Commission  \ 

Mr.  Shaughnessy.  Yes,  sir.  Subject  to  the  qualifications  and 
safeguards  I  just  referred  to  that  would  be  the  fundamental  rule. 
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Mr.  Esch.  Just  one  other  question,  with  reference  to  efficiency. 
I  think  you  have  stated,  if  I  recollect  your  figures  rightly,  that  the 
dead-weight  tonnage  of  the  average  passenger  train  now  is  550  tons-? 

Mr.  Shaughnessy.  Yes;  that  is,  figuring  on  the  all-steel  equip- 
ment. 

Mr.  Esch.  And  containing  six  cars  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  With  a  passenger  capacity  of  150? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  But  an  average  patronage  of  54  to  the  train  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  And  you  deduce  from  that  that  that  would  mean  10 
tons  dead  weight  per  passenger  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  And  I  infer  from  what  you  said  that  that  was  ineffi- 
ciency ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  But  how  would  you  overcome  that  ?  If  the  people  insist 
that  they  should  be  carried  in  steel  cars,  would  you  want  to  go  back 
to  the  wooden  shells  that  we  used  to  have,  with  the  frightful  dis- 
asters of  telescoping  and  burning  people  in  the  wrecks?  How  wuold 
you  overcome  that? 

Mr.  Shaughnessy.  My  view  on  that  may  be  somewhat  different, 
Mr.  Esch.  In  the  first  place  I  do  not  believe  that  the  all-steel  equip- 
ment has  provided  an  absolute  safety  factor.  Of  course  it  is  some- 
what more  safe  than  the  old  wooden  cars,  but  not  greatly  so.  For 
instance,  to-day  the  all-steel  equipment,  when  you  are  in  a  very 
severe  collision,  telescopes  and  breaks  up,  perhaps  not  to  the  same 
extent  that  the  old  wooden  equipment  did;  but  as  to  the  fire  hazard, 
the  fire  hazard  in  the  old  days  came  from  the  use  of  lamps  and  gas; 
to-day  that  is  largely  removed  by  the  use  of  electrical  equipment, 
and  it  is  my  contention  that  wooden  equipment  could  be  substi- 
tuted, especially  at  this  time,  to  great  advantage.  It  is  much 
cheaper  than  the  steel  materials,  and  it  is  among  the  classes  of 
material  that  have  not  greatly  increased  in  price. 

Mr.  Esch.  Your  views  run  counter  to  the  repeated  declarations  of 
the  Interstate  Commerce  Commission,  do  they  not? 

Mr.  Shaughnessy.  I  am  not  in  accord  with  them  on  that,  because 
the  operating  results  do  not  show  the  things  that  were  hoped  to  be 
accomplished  by  steel  equipment. 

Mr.  Esch.  In  their  recommendations  they  say  that  the  use  of 
steel  cars  in  passenger- train  service  be  required,  and  that  the  use  in 
passenger  trains  of  wooden  cars  between,  or  in  front  of  steel  cars,  be 
prohibited. 

Mr.  Shaughnessy.  Yes;  that  is  true. 

Mr.  Esch.  I  think  that  the  reports  of  the  Chief  of  the  Division  of 
Safety  Appliances  in  the  Interstate  Commerce  Commission,  Mr. 
Belknap,  all  seem  to  trend  one  way,  of  the  increased  safety  to  the 
traveling  public  resulting  from  the  use  of  steel  cars. 

Mr.  Shaughnessy.  Yes. 

Mr.  Esch.  I  appreciate  what  you  say,  that  the  use  of  steel  cars 
adds  greatly  to  the  dead-weight  tonnage  of  the  train,  necessitating 
heavier  locomotives,  and  ol  course  heavier  rights  of  way? 

Mr.  Shaughnessy.  Yes,  sir. 
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Mr.  Esch.  But  the  public  will  insist  on  the  continuance,  in  my 
opinion,  of  the  steel-car  equipment. 

Mr.  Shaughnessy.  Perhaps  they  feel  safer  in  it.  I  think  there  are 
equally  good  reasons,  Mr.  Esch,  and  better  results  to  be  obtained  by 
a  wise  and  reasonable  use  of  both  steel  and  wood  in  reducing  the 
present  excessive  dead  weight.  I  know,  I  am  very  sure  it  will  be 
found  after  all  equipment  is  converted  to  steel,  that  we  have  been 
hauling  around  a  lot  of  dead  weight,  aggregating  10  tons  per  passen- 
ger in  our  passenger  equipment,  and  we  will  later  on  go  back  to  a  very 
much  lighter  standard  of  ear  than  that.  The  increased  safety  factor 
that  we  are  all  striving  for  at  the  present  time  will  be  obtained  through 
other  methods,  will  be  obtained  through  the  use  of  automatic  train 
stops,  which  will  amount  to  preventing  the  collision  rather  than  build- 
ing battleship  equipment  to  withstand  the  shock  when  the  collision 
occurs.  Automatic  train  stops  will  prevent  the  collisions  and  loss 
of  life,  and  their  adoption,  which  should  be  required  forthwith,  will 
insure  the  maximum  of  safety  and  the  economical  use  of  light  equip- 
ment. 

Mr.  Esch.  The  commission  has  recommended  the  use  of  automatic 
stops;  there  are  train-control  devices,  and  our  committee  in  the 
House  has  recommended  such  a  bill  to  the  House  in  a  former  session. 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  Mr.  Chairman,  shall  I  proceed  ? 

The  Chairman.  Yes,  sir. 

Mr.  Sims.  I  do  not  know  that  I  understood  that  statement  in  the 
reply  you  made  to  Mr.  Esch.  Is  it  necessary  to  carry  wool  from  San 
Francisco,  or  some  point  on  the  Pacific  Ocean,  to  New  York  at  $2' ) 
a  ton  in  order  to  meet  the  competition  in  wool  from  Australia  ? 

Mr.  Shaughnessy.  That  is  their  justifying  reason  for  the  mainte- 
nance of  the  wool  trade. 

Mr.  Sims.  What  is  the  reason  given  by  the  railroads  themselves '( 

Mr.  Shaughnessy.  By  the  railroads;  yes,  sir. 

Mr.  Sims.  Now  suppose  we  shipped  a  ton  of  wool,  or  ten  or  a  hun- 
dred tons  from  San  Francisco  to  New  York  or  Boston,  that  goes 
at  $20? 

Mr.  Shaughnessy.  Yes,  sir;  when  shipped  in  carloads. 

Mr.  Sims.  Suppose  you  make  the  same  shipment  from  Salt  Lake 
City,  what  would  it  go  at  ? 

Mr.  Shaughnessy.  The  freight  is  somewhat  less  from  Salt  Lake 
City.     I  do  not  just  remember. 

Mr.  Sims.  Well,  from  your  own  State,  from  Reno  ? 

Mr.  Shaughnessy.  Take  it  from  Winnemucca,  our  average  repre- 
sentative point,  $38  a  ton. 

Mr.  Sims.  Eighteen  dollars  a  ton  more  for  a  ton  of  wool  of  the  same 
kind  going  over  the  same  road  from  Whmemucca  to  New  York  or 
Boston  than  from  a  Pacific  Ocean  point  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  Then  wool  from  the  interior,  Winnemucca,  shipped  from 
there,  can  not  compete  with  Australian  wool  in  the  eastern  markets  ? 

Mr.  Shaughnessy.  It  has  been  able  to  because  of  the  demand  for 
wool. 

Mr.  Sims.  How  can  it  do  it  if  it  is  necessary  for  the  wool  shipped 
from  California  to  go  at  $20  ? 
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Mr.  Shaughnessy.  That  would  be  true  in  most  commodities,  and 
it  would  be  true  in  wool,  too,  if  there  was  not  a  very  keen  demand 
for  it ;  but  for  a  number  of  years  the  Nevada  wool  has  always  been 
in  demand,  and  there  has  always  been  a  market  for  it,  therefore  it 
did  not  prevent  its  moving. 

Mr.  Sims.  This  Australian  wool  is  not  shipped  from  San  Francisco, 
is  it? 

Mr.  Shaughnessy.  No,  sir. 

Mr.  Sims.  It  is  shipped  from  Australia  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  There  is  no  railroad  connecting  with  the  Atlantic  coast 
from  Australia,  is  there  ? 

Mr.  Shaughnessy.  No,  sir. 

Mr.  Sims.  Then  how  is  it  enabling  a  railroad  company  in  the  United 
States  to  meet  water  competition  in  the  United  States  by  giving  them 
a  rate  against  a  foreign  country  ? 

Mr.  Shaughnessy.  I  do  not  think  it  is  at  all  justifiable. 

Mr.  Sims.  I  want  to  find  the  ground — upon  what  grounds  it  was 
permitted  by  the  Interstate  Commerce  Commission,  if  they  have  any 
power  to  control  it. 

Mr.  Shaughnessy.  Other  than  the  Australian  competition,  I  do 
not  know,  sir. 

Mr.  Sims.  I  asked  that  simply  because  I  wanted  to  get  it  clearly 
in  my  mind.  Is  that  correct,  that  from  the  Pacific  points,  I  mean 
from 

Mr.  Shaughnessy.  San  Francisco. 

Mr.  Sims.  From  Pacific  coast  points,  both  in  the  interior  or  on  the 
coast,  that  all  rates  are  the  same  for  points  east  of  Denver? 

Mr.  Shaughnessy.  Well,  not  all,  but  largely  the  products  of  the 
soil;  the  principal  products  of  the  soil  are  upon  the  same  basis  after 
you  pass  Denver  going  east,  into  all  markets — practically  all  markets. 

Mr.  Sims.  It  does  not  matter  how  much  beyond  Denver  it  may  be  ? 

Mr.  Shaughnessy.  No,  sir;  for  instance,  I  might  illustrate  that  by 
taking  the  rate  on  oranges,  which  are  raised  in  large  volume  in  Cali- 
fornia. The  rate  from  California  points  to  Denver  is  SI.  15,  and  to  all 
points  east  from  Denver,  including  Atlantic  coast  terminal  points,  it 
is  $1.15. 

Mr.  Sims.  From  California  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  And  the  railroads  actually  haul  oranges  from  California, 
I  mean  to  the  territory  east  of  Denver,  for  nothing  ? 

Mr.  Shaughnessy.  Well,  I  do  not  look  at  it  quite  that  way. 

Mr.  Sims.  Is  it  not  a  fact,  though,  if  they  charge  the  $1.15  to 
Denver,  and  do  not  charge  over  that  to  Chicago,  Boston,  and  New 
York,  if  they  are  hauling  it,  if  it  going  the  same  way,  if  the  rest  of 
the  haul  is  not  absolutely  free  to  the  owners  of  the  oranges  or  to  the 
purchasers  of  them  ? 

Mr.  Shaughnessy.  No;  I  hardly  look  at  it  that  way. 

Mr.  Sims.  Does  he  pay  any  more  money  ? 

Mr.  Shaughnessy.  No,  sir;  he  does  not. 

Mr.  Sims.  I  mean  in  the  money  sense — the  railroad,  or  the  shipper, 
or  the  purchaser? 

Mr.  Shaughnessy.  I  might  say  yes  to  your  question,  in  the  ab- 
stract, but  you  must  take  into  account  the  justifying  conditions  upon 
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which  they  have  based  the  initial  rate  before  you  can  say  it  is  done 
for  nothing. 

Mr.  Sims.  Well,  as  far  as  the  railroad  haul  is  concerned  from 
Denver  cast  of  that  box  of  oranges,  or  that  carload  of  oranges,  from 
there  on  the  cost  is  absolutely  nil,  is  it  not? 

Mr.  Shattghnesst*!  Yes,  sir;  that  is  true. 

Mr.  Sims.  The  railroad  does  not  get  one  cent  more  for  carrying 
them  beyond  there  than  if  they  stopped  at  Denver? 

Mr.  Shaughnessy.  No,  sir. 

Mr.  Sims.  Then  is  that  not  absolutely  a  free  service,  so  far  as  the 
railroads  are  concerned  ? 

Mr.  Shaughnessy.  Yes,  taken  in  that  light. 

Mr.  Sims.  It  does  not  increase  revenues? 

Mr.  Shaughnessy.  No,  sir. 

Mr.  Sims.  But  it  does  increase  expenses,  does  it  not  \ 

Mr.  Shaughnessy.  No,  sir;  I  do  not  see  it  that  way. 

Mr.  Sims.  It  has  got  to  take  a  train  on  from  Denver  to  Chicago  or 
New  York,  and  get  no  more  for  carrying,  then  what  is  the  reason  it 
does  not  increase  transportation  expenses  on  that  carload  of  oranges  ? 

Mr.  Shaughnessy.  Of  course,  that  may  be  one  way  of  looking  at  it. 

Mr.  Sims.  Is  it  not  a  fact? 

Mr.  Shaughnessy.  Well,  I  would  not  say  it  was.  Of  course,  it  is 
the  volume  of  business  that  the  rate  is  fixed  upon  in  the  first  instance, 
and  they  figure  there  will  be  a  volume,  say,  of  50,000  cars  of  oranges 
per  year,  which  I  think  there  is.  On  that  volume  they  could  make  a 
rate  of  Si.  15  a  hundred,  or  $23  a  ton  to  all  territory,  beginning  at 
Denver,  and  serving  all  points  east  of  Denver,  and  including  the 
Atlantic  coast  points. 

Mr.  Sims.  They  figure  that  on  the  entire  volume  of  business  they 
can  make  a  profit  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  Then  it  must  necessarily  mean  that  they  must  charge 
more  than  it  is  worth  for  part  of  the  shipment  and  less  than  it  is  worth 
for  part  of  the  shipment  ? 

Mr.  Shaughnessy.  Naturally  there  are  some  points  in  there  that 
are  lower  and  some  higher.  There  is  another  point  in  there,  that  is 
the  average  point,  I  suppose,  to  which  the  rate,  if  separately  con- 
sidered, might  be  about  right,  but  this  does  not  fairly  state  the  case, 
because  when  the  entire  movement  is  averaged  the  rate  is  profitable 
and  lower  than  it  might  otherwise  be  if  the  production  and  consump- 
tion was  restricted  hy  mileage  rates. 

Mr.  Sims.  Is  that  not  purely  an  arbitrary  matter  ?  Do  they  not  de- 
termine that  in  and  of  themselves  '. 

Mr.  Shaughnessy.  Yes,  the  carrier  originated  the  system. 

Mr.  Sims.  It  is  not  a  compelling  arrangement  ? 

Mr.  Shaughnessy.  No;  it  is,  as  before  stated,  determined  by  the 
carriers  themselves,  but  it  is  predicated  upon  the  ground  that  it 
would  be  beneficial  to  the  producing  and  shipping  public  in  furnishing 
them  the  widest  market  possible  for  their  products. 

The  Chairman.  And  also  beneficial  to  the  consuming  public  '. 

Mr.  Shaughnessy.  Yes,  sir. 

The  Chairman.  By  widening  the  area  of  the  consumption? 

Mr.  Shaughnessy.  Yes,  sir. 
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Mr.  Sims.  I  am  not  at  all  controverting  that  fact,  but  I  am  trying 
to  get  at  the  operating  revenues  and  operating  expenses  of  the  rail- 
roads. They  claim  their  expenses  are  ever  on  an  increase  for  some 
reasons. 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  On  account  of  the  cost  of  labor  and  material.  But  I 
want  to  know  if  it  is  not  a  fact  that  on  the  part  of  a  through  shipment 
from  the  Pacific  coast,  through  Denver  to  Boston  and  New  York, 
if  their  expenses  are  not  increased  to  the  extent  of  all  additional  ex- 
penses incurred  in  taking  that  freight  through  that  blanket  zone  of 
2,000  miles,  is  it  not,  or  about  ? 

Mr.  Shaughnessy.  Well,  I  would  not  say  it  increased  their  ex- 
penses, because  each  and  every  carrier  participating  in  the  haul  gets 
its  pro  rata  of  the  $23  a  ton  earnings  coming  off  the  Pacific  coast. 

Mr.  Sims.  But  suppose  that  these  roads  did  not  carry  any  oranges 
beyond  Denver? 

Mr.  Shaughnessy.  Yes. 

Mr.  Sims.  But  did  carry  other  freight  in  that  long  2,000-mile  haul 
that  they  did  get  revenue  for,  would  that  not  increase  the  revenues 
as  a  whole? 

Mr.  Shaughnessy.  Yes;  that  is  true  looking  at  it  in  that  light, 
but  blanket  rates  promote  the  widest  and  cheapest  production  and 
consumption  and  should  be  extended  to  all  long-haul  interstate 
traffic. 

Mr.  Sims.  In  other  words,  they  are  carrying  that  freight,  or  por- 
tions of  it,  2,000  miles,  absolutely  for  nothing,  so  far  as  revenues  to 
the  railroads  are  concerned  ? 

Mr.  Shaughnessy.  Yes;  predicated  upon  the  example  that  you 
put  there  that  would  be  true,  but  yet  that  is  not  comparable  with 
the  theories  of  rate  blanketing. 

Mr.  Sims.  The  facts  are,  generally  speaking,  that  the  rates  are 
blanketed  all  over  the  country  ? 

Mr.  Shaghnessy.  Yes,  sir;  on  products  of  the  soil. 

Mr.  Sims.  Then  there  are  blankets  everywhere? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  In  other  words,  then,  they  establish  arbitrary  zones  or 
districts  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  wSims.  And  the  freight  rate,  regardless  of  the  cost  of  carrying 
the  freight,  the  absolute  cost,  regardless  of  the  expenses,  the  wear 
and  tear  of  the  machinery,  or  anything  of  that  sort,  the  freight  rate 
is  one  charge  clear  through? 

Mr.  Shaughnessy.  Yes,  sir;  the  blanket  rate  covers  it  all. 

Mr.  Sims.  So  that  the  ordinary  dealer  in  New  York  can  sell -his 
oranges  from  California  just  as  cheaply  as  the  man  who  lives  on  the 
western  edge  of  the  2,000  mile  blanket? 

Mr.  Shaughnessy.  That  is  true. 

Mr.  Sims.  Therefore  he  does  not  pay  anything  for  the  upkeep  of 
that  railroad  on  that  2, 000-mile  haul? 

Mr.  Shaughnessy.  Well,  I  think  he  does.  Of  course,  he  does  not 
in  the  sense  in  which  you  put  it,  but  that  is  comparable  with  the 
postage-stamp  rate,  where  distance  is  disregarded  and  all  are  given 
an  equal  rate. 
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Mr.  Sims.  Absolutely;  1  was  going  to  ask  you  about  that.  The 
railroads,  in  order  to  make  money  at  all,  must  charge  such  a  rate 
upon  all  their  business  as  makes  it  all  profitable  ? 

Mr.  Siiaugiinessy.  Yes,  sir. 

Mr.  Sims.  That  is,  taken  as  a  whole.  Now,  then,  such  a  system 
of  doing  business,  where  is  there  any  reason  or  common  sense  in 
competition  of  any  kind  or  sort?  I  maen  of  inland  competition, 
railway  competition  among  each  other  ? 

Mr.  Shaughnessy.  There  should  not  be  any,  in  my  judgment.  I 
think  that  is  a  myth  and  a  mistake,  and  that  the  antitrust  laws  in 
that  regard  should  be  loosened  up,  and  the  consolidation  of  railways 
and  traffic  agreements  should  be  regulated,  but  not  prevented. 

Mr.  Sims.  Do  you  think  privately  owned  property,  privately 
owned  business,  privately  owned  public  utilities  shoukl  not  be  subject 
to  the  laws  ol  competition  that  exist  between  other  private  indi- 
viduals, producers,  and  business  men  ? 

Mr.  Siiaugiinessy.  No;  competition  is  wasteful  and  should  not  be 
permitted  under  an  effective  system  of  regulation. 

Mr.  Sims.  In  other  words,  in  public-utility  service  it  should  not  be 
controlled  by  competitive  methods  ? 

Mr.  Shaughnessy.  No  ;  that  is  my  idea  of  it. 

Mr.  Sims.  But  should  be  controlled  by  !aw? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  By  the  agents  of  Government  ? 

Mr.  Shaughnessy.  That  is  it. 

Mr.  Sims.  As  provided  by  law  of  the  Government  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  When  freight  had  to  go  from  New  York  to  San  Francisco 
all  water,  around  South  America,  could  it  be  carried  on  the  whole  as 
cheaply  as  it  can  through  the  canal  ? 

Mr.  Shaughnessy.  No;  not  nearly  so  cheaply. 

Mr.  Sims.  In  other  words,  the  distance  has  been  shortened  about 
7,000  or  8,000  miles  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  The  canal  is  built  at  public  expense,  is  it  not  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  The  general  taxpayer  pays  that  ? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  Do  you  think  the  public  taxpayer  ought  to  be  called 
upon  to  create  facilities  for  a  naturally  favored  point,  additional 
facilities  like  water  terminus;  do  you  think  that  these  facilities  should 
be  created  out  of  public  taxation  and  then  that  part  of  the  very 
people  who  pay  these  taxes,  and  must  pay  them  until  the  canal  gets 
to  be  seh-supporting;  should  these  people  suffer  by  an  additionally 
reduced  rate  from  a  water  point  ? 

Mr.  Shaughnessy.  No,  sir;  that  is  the  argument  that  we  make. 

Mr.  Sims.  You  believe,  then,  that  in  spending  the  public  money  to 
increase  water  facilities  that  the  competition  growing  out  of  increased 
water  facilities  should  be  prohibited — I  mean  additional  competitive, 
additional  reduced  rates,  by  anything  except  water-borne  commerce, 
that  it  should  be  provided  in  the  act,  or  in  some  other  way,  that  no 
reduction — that  is,  other  than  water  rates — should  take  place  by 
reason  of  this  increased  water  facility,  brought  about  through  the 
expenditure  of  public  money  % 
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Mr.  Shaughnessy.  Yes,  sir;  I  think  that  would  be  wise  public 
policy. 

Mr.  Sims.  Well,  has  it  not  been,  to  some  extent  at  least,  the  argu- 
ment presented  to  Congress  almost  continuously  that  water  routes 
should  be  so  improved  as  to  furnish  the  greatest  amount  of  competi- 
tion to  the  railroads  so  as  to  force  the  railroads  by  using  the  taxing 
power  of  the  country  to  reduce  their  rates  to  competitive  water 
points  ? 

Mr.  Shaughnessy.  Yes;  that  has  been  the  argument,  but  the 
money  expended  has  not  developed  water  transportation. 

Mr.  Sims.  So,  then,  you  think  that  all  water  competition  that  is 
created  chiefly  for  the  purpose  of  reducing  railroad  rates  is  uneco- 
nomic, illogical,  and  unjust  to  the  people  as  a  whole? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  our  position,  Mr.  Sims. 

Mr.  Sims.  Is  it  not  a  just  and  proper  position  ? 

Mr.  Shaughnessy.  It  is,  I  think,  absolutely  so,  and  I  have  en- 
deavored to  demonstrate  this  fact  in  my  statement. 

Mr.  Sims.  The  Illinois  Central  runs  from  Chicago  to  New  Orleans. 
It  touches  the  Mississippi  River  at  certain  points.  Now,  if  the 
Mississippi  River  should  be  so  improved  as  to  enable  river-borne 
commerce  between  competitive  points  on  the  Illinois  Central  to  be 
carried  at  greatly  reduced  rates,  then  will  it  not  have  to  increase  its 
rates  to  portions  of  its  territory  where  this  water  competition  does 
not  exist,  unjustly,  unreasonably,  and  unfairly  ? 

Mr.  Shaughnessy.  It  would  if  it  wanted  to  continue  making  the 
same  amount  of  earnings.  If  necessary  to  make  the  same  amount 
of  earnings,  they  would  probably  pursue  that  policy.  But  that  is 
the  very  thing,  I  think,  which  should  not  be  permitted. 

Mr.  Sims.  How  are  you  going  to  keep  Congress  from  doing  as  it 
pleases  where  it  has  jurisdiction  ? 

Mr.  Shaughnessy.  I  do  not  know. 

Mr.  Sims.  Do  you  not  think  there  have  been  vast  sums  of  money 
spent  to  bring  about  merely  potential  water  competition  where  none 
really  resulted  ?     I  mean  in  the  improvement  of  rivers  especially  ? 

Mr.  Shaughnessy.  That  is  possibly  true;  but  I  do  not  know  of 
my  own  knowledge,  Mr.  Sims. 

Mr.  Sims.  Did  you  ever  examine  the  effect  of  the  money  spent  on 
the  Trinity  River  in  Texas  ? 

Mr.  Shaughnessy.  No;  but  I  have  heard  about  it. 

Mr.  Sims.  I  will  not  ask  you  that  if  you  have  not  examined  it  at 
all.     That  is  all. 

Mr.  Esch.  There  are  just  one  or  two  questions.  On  the  commerce 
from  the  Pacific  coast  and  intermountain  country,  which  is  blanketed 
east  of  the  Denver  line,  is  the  right  of  diversion  granted  to  that 
traffic  ? 

Mr.  Shaughnessy.  I  am  not  sure.     I  should  have  to  look  that  up. 

Mr.  Esch.  Is  it  not  true  as  to  oranges  and  citrus  fruits  ? 

Mr.  Shaughnessy.  I  think  it  is  true  as  to  oranges. 

Mr.  Esch.  That  is  a  valuable  right. 

Mr.  Shaughnessy.  Yes;  that  is  true. 

Mr.  Esch.  Do  you  think  it  a  wise,  economic  policy  for  the  Govern- 
ment, after  it  has  invested  $400,000,000  in  the  construction  of  the 
Panama  Canal,  to  seek  to  get  a  revenue  from  the  use  of  the  canal 
sufficient  to  pay  operating  expenses  and  interest  on  cost,  if  thereby 
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the  continental  rail  rates  would  have  to  be  reduced,  or  they  lose  the 
traffic  from  coast  to  coast? 

Mr.  Shaughnessy.  Well,  I  think  in  that  connection  that  the  water 
carriers  should  be  permitted  to  participate  in  the  movement  of 
domestic  traffic  from  the  Atlantic  coast  to  the  Pacific  coast  and 
from  the  Pacific  coast  to  the  Atlantic  coast,  reasonably,  and  that 
the  rates  of  the  transcontinental  rail  carriers  should  not  be  permitted 
to  be  reduced  to  a  point  that  would  put  them  out  of  business,  put 
the  water  carriers  out  of  business. 

Mr.  Esch.  And,  on  the  other  hand,  you  would  not  want  the  rates 
fixed  as  to  put  the  rail  carriers  out  of  business '. 

Mr.  Shaughnessy.  No,  I  think  that  might  very  wisely  be  handle* I 
by  the  governmental  departments,  the  Interstate  Commerce  Com- 
mission on  one  hand  and  the  Shipping  Board  on  the  other,  fixing 
rates  that  will  be  fairly  satisfactory  to  both  the  water  lines  and  to 
the  rail  lines,  and  at  the  same  time  not  discriminate  at  interior 
points. 

Mr.  Esch.  To  the  end  that  both  might  live? 

Mr.  Shaughnessy.  Yes,  sir;  to  the  end  that  both  might  live  and 
prosper. 

Senator  Cummins.  Then  the  water  rate  would  have  to  be  a  mini- 
mum rate  in  order  to  accomplish  that? 

Mr.  Shaughnessy.  The  rail  rate,  did  you  say? 

Senator  Cummins.  No,  if  you  regulate  the  water  transportation 
so  that  it  will  not  drive  the  railroads  out  of  business,  there  would 
have  to  be  prescribed  a  minimum  rate  as  well  as  a  maximum? 

Mr.  Shaughnessy.  Yes,  that  is  true;  I  think  you  are  right  on  that, 
I  think  that  would  be  wise.  I  think  it  would  also  be  wise  in  affording 
protection  to  the  water  carriers,  who  do  go  into  the  business,  and 
who,  after  the  expenditure  of  a  great  deal  of  money,  perfect  a  very  high 
grade  of  water  service  between  the  two  coasts — now,  then,  the 
establishment  of  a  minimum  will  give  to  such  a  carrier  the  protection 
to  which  he  should  be  reasonably  entitled  and  keep  from  the  service 
the  so-called  tramp  steamers  and  others  that  jump  in  and  jump 
out  of  the  established  trade,  at  unreasonably  low  rates,  thus  dis- 
rupting the  regular  service. 

Mr.  Esch.  Do  you  not  think  that  the  superior  character  of  the  rail 
service  will  give  to  the  railroads  a  fair  proportion  of  the  business, 
even  if  the  water  carriers  are  permitted  to  take  care  of  themselves  ? 

Mr.  Shaughnessy.  Yes,  I  really  do,  Senator;  there  is  no  question 
about  that.  The  superior  facilities  of  the  railways  and  their  oppor- 
tunity to  reach  industrial  and  warehouse  tracks  and  do  the  switching 
of  the  traffic  right  direct  to  and  from  industries  and  commercial 
houses,  which  the  water  carriers  can  not  do,  gives  the  rail  carrier  a 
very  decided  advantage  from  a  service  standpoint.  But  if  the  rail- 
ways can  not  meet  water  competition  without  long  and  short  haul 
rates,  the  traffic  should  go  to  the  water  carriers,  because  that  should 
be  the  distinguishing  line  between  what  is  rail  and  water  traffic. 

Mr.  Sims.  I  forgot  one  question  I  want  to  ask  about  the  steel  car. 
Should  not  the  passengers  who  ride  in  a  steel  car,  on  account  of  its 
supposed  insurance  feature,  its  greater  protection,  greater  safety, 
why  should  they  not  pay  for' that  just  the  same  as  insurance  comes 
in  any  other  way?  Why  not  keep  the  steel  car  and  let  those  whose 
fives  and  limbs  are  saved  by  it  pay  for  it  like  they  would  for  any 
other  sort  of  insurance? 
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Mr.  Shaughnessy.  That  is  one  way;  that  leads  to  the  question  of 
classification  of  passenger   traffic. 

Mr.  Sims.  Increase  the  rates  wherever  the  expense  of  the  service 
is  increased. 

Senator  Cummins.  Do  you  know  any  practical  way  in  which  you 
could  get  a  passenger  to  ride  on  a  steel  car  or  a  wooden  car? 

Mr.  Sims.  If  you  are  going  to  carry  both  on  the  same  train? 

Senator  Cummins.  It  would  be  worse  than  to  have  the  entire  train 
wood  to  put  the  steel  cars  in  the  same  train. 

Mr.  Sims.  They  have  whole  trains  of  steel  coaches. 

Mr.  Esch.  That  would  double  the  equipment  and  increase  the  cost. 

Mr.  Shaughnessy.  The  question  comes  back  to  preventing  the 
collisions.  Unless  this  is  done,  frightful  losses  of  life  will  continue 
because  of  collisions  between  through  all-steel  car  trains  and  local 
wooden-car  trains.  The  order  of  the  Interstate  Commerce  Com- 
mission excluding  the  wooden  car  from  the  steel-car  trains  affords 
protection  to  these  trains,  but  none  at  all  to  the  local  wooden-car 
train,  both  of  which  are  operated  over  the  same  tracks.  Railroad 
officials,  engineers,  and  trainmen  are  the  most  exacting  disciplinarians 
and  the  closest  observers  of  rules  and  regulations  to  be  found  in  any 
line  of  industry,  but  of  course  they  are  not  infallible.  Surprise  tests 
made  against  train  and  engine  men  show  a  100  per  cent  observance 
of  danger  signals  over  long  periods,  but  the  time  comes  when,  through 
human  fallibility  of  one  kind  or  another,  there  is  a  nonobservance 
and  there  is  a  collision  and  scores  of  lives  are  snuffed  out.  No  time 
should  be  lost  in  passing  and  enforcing  an  "automatic  train  stop" 
law.  Its  adoption  will  supplement  our  present  highly  trained  and 
efficient  railway  operating  forces  and  afford  the  maximum  of  safety 
from  collisions,  while  at  the  same  time  paying  for  itself  many  times 
over  in  the  saving  effected  in  loss  of  life  and  property. 

The  Chairman.  Mr.  Doremus,  have  you  any  questions? 

Mr.  Doremus.  Yes,  sir.  I  take  it  that  in  the  answer  you  made  to 
Mr.  Esch's  questions,  you  are  not  in  favor  of  eliminating  water 
competition  ? 

Mr.  Shaughnessy.  No;  I  am  in  favor  of  promoting  it  in  every 
legitimate  way,  and  of  preventing  the  rail  carriers  from  destroying 
it  as  they  have  in  the  past. 

Mr.  Doremus.  You  do  not  believe  that  from  a  commercial  and 
economic  point  of  view,  our  investment  in  the  Canal  is  an  unwise 
one,  do  you  ? 

Mr.  Shaughnessy.  I  think  it  was  wise;  I  think  it  was  exceedingly 
wise,  and  slow  moving  low  rate  domestic  traffic  should  move  through 
it  freely  from  coast  to  coast,without  the  restriction  of  iong-and-short- 
haul  rail  rates. 

Mr.  Doremus.  As  a  general  proposition  you  would  favor  the  healthy 
stimulation  of  water  transportation,  would  you  not? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  our  position. 

Mr.  Doremus.  I  think  that  you  said  the  rail  rates  on  oranges  from 
Los  Angeles,  or  other  Pacific  point,  to  Boston,  is  the  same  as  the 
rate  from  the  Pacific  coast  point  to  Denver? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  true. 

Mr.  Doremus.  That  it  was  $1.15  a  box? 

Mr.  Shaughnessy.  One  dollar  and  lifteen  cents  a  hundred,  or  $23 
a  ton. 
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Mr.  Sims.  It  is  not  by  the  box  ? 

Mr.  Shaughnessy — No;  by  the  hundred. 

Mr.  Doremus.  Then  it  woul/1  cost  no  more  to  haul  a  box  of  oranges 
from  the  Pacific  coast  to  Boston  than  from  the  Pacific  coast  to 
Denver? 

Mr.  Shaughnessy.  No,  sir;  figured  on  the  average,  the  costwould 
be  the  same. 

Mr.  Doremus.  And  that  low  rate  from  the  Pacific  coast  to  Boston, 
as  I  gather  it  from  your  testimony,  is  to  enable  the  producers  in 
California  and  other  Western  States  to  meet  the  Australian  com- 
petition i 

Mr.  Shaughnessy.  That  would  he  so  on  wool.  That  was  on  wool 
but  not  on  deciduous  fruits. 

Mr.  Doremus.  No;  I  have  reference  to  wool. 

Mr.  Shaughnessy.  Yes. 

Mr.  Doremus.  That  being  so,  is  it  not  fair  to  assume  that  the  people 
of  Denver,. of  that  section  of  the  country,  are  penalized  in  order  to 
enable  the  producers  of  the  West  to  meet  the  Australian  competition  I 

Mr.  Shaughnessy.  Yes;  that  is  the  answer  to  that,  that  the  wool 
producers  at  interior  points  are  penalized,  I  do  not  know  how  much, 
hut  they  bear  the  burden  of  the  difference  which  lies  somewhere 
between  the  $20  and  the  $38  rates  which  would  be  represented  by  a 
reasonable  rate  if  the  discrimination  was  removed  and  the  charges 
made  uniform. 

Mr.  Esch.  You  were  discussing  the  Shreveport  case  and  the  water 
traffic  in  the  South,  especially  on  the  Mississippi? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  I  think  you  cited  figures,  namely,  that  whereas  10  years 
ago  the  water-borne  traffic  on  the  lower  Mississippi  was  600,000  or 
800,000  tons 

Mr.  Shaughnessy.  Eight  hundred  and  some  odd  thousand. 

Mr.  Esch.  In  the  last  year  vou  cited  it  had  been  reduced  down  to 
87,000  tons? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Esch.  And  you  deduce  from  that  fact  that  the  commission 
should  therefore  ignore  water  competition  in  that  region,  just  as  it 
ignores  water  competition  now  on  the  coast  ? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  my  position. 

Mr.  Esch.  And  therefore  the  long  and  short  haul  clause  should  be 
made  effective  in  that  region? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  my  deduction.  And,  going 
further  there,  I  wished  to  exemplify  in  a  general  way  the  entire 
Southern  States  situation,  which  is  in  substantially  the  same  condi- 
tion along  the  Mississippi  River  and  the  Gulf  of  Mexico,  so  far  as  the 
long  and  short  rates  are  concerned. 

The  Chairman.  I  want  to  ask  you  just  a  few  questions.  What 
was  your  position  before  you  became  a  member  of  the  Nevada  State 
Railroad  Commission? 

Mr.  Shaughnessy.  My  occupation  has  been  that  of  a  railroad  man— 
a  practical  railroad  man. 

The  Chairman.  How  long  were  you  in  that  business? 

Mr.  Shaughnessy.  T  followed  it  for  15  years  prior  to  the  time  I 
went  on  the  railroad  commission  of  Nevada  and  have  been  on  the 
railroad  commission  of  Nevada  during  the  past  10  years. 
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The  Chairman.  You  were  at  one  time  assistant  superintendent,  I 
believe,  of  the  Southern  Pacific  Railroad  ? 

Mr.  Shaughnessy.  I  was  assistant,  superintendent  of  the  South- 
ern Pacific  Co.  in  Nevada  for  about  three  years. 

The  Chairman.  Does  the  same  system'  prevail  with  reference  to 
the  transportation  of  products  from  the  intermountain  region  to  the 
East  that  prevails  from  the  East  to  the  intermountain  region  with 
reference  to  the  long  and  short  haul? 

Mr.  Shaughnessy.  No;  there  is  a  marked  difference  there.  On 
the  eastbound  movement  we  have  the  advantage  of  the  blanket  rate 
on  practically  all  products  to  all  eastern  markets,  but  on  westbound 
products,  why,  we  suffer  the  long  and  short  haul  differential. 

The  Chairman.  Now,  on  eastbound  traffic,  are  there  any  places 
between  Nevada,  we  will  say,  and  New  York  to  which  there  is  a 
larger  charge  for  the  transportation  of  products  from  Nevada  to  those 
points  than  there  is  to  New  York? 

Mr.  Shaughnessy.  No,  sir.     Take  it  on  eastbound  traffic 

The  Chairman.  Then  with  reference  to  eastbound  traffic  there  is 
no  discrimination  ? 

Mr.  Shaughnessy.  No,  sir;  except  as  to  wool. 

The  Chairman.  Such  as  you  complain  of  with  reference  to  west- 
bound traffic? 

Mr.  Shaughnessy.  That  is  true,  the  eastern  shippers  and  con- 
sumers of  Indiana,  Ohio,  Pennsylvania,  and  New  York,  intermediate 
to  the  Atlantic  coast  terminals  are  not  burdened  with  back  haul 
charges  on  eastbound  traffic,  such  as  we  are  subjected  to  on  west- 
bound traffic. 

The  Chairman.  Now,  with  reference  to  the  cost  of  passenger  trans- 
portation, the  tremendous  weight  of  the  interstate  trains,  is  their 
weight  in  excess  of  the  purely  State  trains,  or  the  trains  that  mainly 
accommodate  local  traffic  ? 

Mr.  Shaughnessy.  Yes;  that  is  true.  The  trains  that  are  used 
for  the  local  State  traffic,  where  separate  trains  are  run,  usually 
utilize  the  older  equipment,  and  that  is  made  up  of  the  old  type 
wooden  cars,  including  steel  underframe  cars,  and  is  therefore  much 
lighter  than  the  all-steel  equipment  trains  used  for  interstate  service. 

The  Chairman.  It  is  lighter  both  as  to  the  passenger  cars  and  the 
engine,  is  it  not  ? 

Mr.  Shaughnessy.  Oh,  yes;  much  lighter. 

The  Chairman.  And  your  contention  is  there  is  less  dead-weight 
carried  to  each  passenger  in  that  case  ? 

Mr.  Shaughnessy.  Yes,  sir. 

The  Chairman.  The  reason  why  those  rates  should  be  purely  in 
domestic  control 

Mr.  Shaughnessy.  Yes;  that  is  one  of  the  reasons,  sir. 

The  Chairman.  But  almost  all  the  interstate  trains,  of  course, 
carry  purely  State  passengers,  do  they  not  ? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  true.  It  is  growing  that  way 
much  more  all  the  time.  The  interstate  trains  are  being  used  as  a 
medium  for  the  handling  of  local  traffic  within  the  various  States, 
wherever  it  can  be  done  advantageously.  While  the  average  is  six 
curs,  there  are  many  trains  much  larger  than  that;  they  carry  10. 
12,  and  14  cars. 
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The  Chairman.  Have  you  ever  inquired  as  to  the  charaeter  of 
these  trains  that  carry  passengers  in  England  and  in  Europe  at  com- 
paratively low  rates  ? 

Mr.  Shaughnessy.  As  to  the  equipment? 

The  Chairman.  Yes. 

Mr.  Shaughnessy.  Well,  my  information  on  that,  discussing  it 
with  men  who  have  been  in  Europe,  is  to  the  effect  that  passenger 
cars  run  from  15  to  25  tons,  and  the  engines  in  proportion,  and  that 
the  service  is  given  conveniently  and  economically.  Those  lighter 
trains  necessarily  can  be  operated  very  cheap  and  more  cheaply, 
proportionately,  than  the  all-steel  extra-heavy  trains  that  we  have. 
I  think  we  have  gone  entirely  too  far  in  the  matter  of  weight.  We 
can  obtain  the  same  ends  in  the  matter  of  safety,  and  do  it  much 
more  economically,  I  am  sure.  I  am  sure  there  is  a  large  field  for 
improvement  there. 

The  Chairman.  It  would  lead  to  a  classification  of  passenger  rates, 
would  it  not — first,  second,  and  third  class? 

Mr.  Shaughnessy.  Well,  that  has  been  discussed. 

The  Chairman.  You  think  that  would  be  acceptable  to  the  Ameri- 
can people,  do  you? 

Mr.  Shaughnessy.  .1  do  not  know,  Senator.  No  one  can  tell  in 
the  absence  of  a  trial  just  how  the  public  would  accept  it,  and  it 
might  require  considerable  effort  to  educate  our  people  up  to  that 
scheme,  the  same  as  they  have  in  England,  where  they  have  first, 
second,  and  third  class  traffic,  and  where  practically  all  the  traffic  of 
England  travels  second  class. 

Mr.  Sims.  The  same  in  France  and  Germany,  too,  is  it  not? 

Mr.  Shaughnessy.  Yes,  and  those  who  need  a  cheap  service  secure 
it  by  traveling  third  class.  A  sufficient  classification  for  this  country 
might  be  established  by  a  reduction  in  the  fares  for  day  coach  service 
as  distinguished  from  Pullman  car  and  other  higher  grade  train 
services.  This  seems  reasonable  because  of  the  difference  in  the 
space  and  conveniences  furnished  and  the  necessity  for  low  fares  to 
meet  the  changes  which  are  rapidly  taking  place  in  the  art  of  trans- 
portation. From  an  operating  and  service  standpoint  there  is  just 
as  much  reason  for  a  classification  of  passenger  service  as  there  is  for 
freight  service,  because  of  the  different  character  of  facilities  and 
services  that  are  furnished. 

The  Chairman.  As  I  understand  it,  so  far  as  this  long  and  short 
haul  is  concerned,  you  wish  the  law  itself  to  authorize  and  require 
the  same  practice  with,  reference  to  westbound  traffic  supplying  the 
intermountain  region  that  is  now  applied  by  railroads  to  eastbound 
traffic,  originating  in  the  intermountain  region  and  supplied  to  the 
western  and  middle  west,  and  the  Atlantic  coast  regions,  is  that  it? 

Mr.  Shaughnessy.  Yes,  Mr.  Chairman,  that  is  our  position 
exactly. 

The  Chairman.  As  to  this  blanket  system  that  you  have  referred 
to,  regarding  oranges,  for  instance.  The  effect  of  that  system  is  to 
enable  the  people  east  of  Denver  to  get  these  fruits  at  as  reasonable  a 
rate  as  the  people  of  Denver,  is  it  not? 

Mr.  Shaughnessy.  Yes,  sir;  that  is  true. 

The  Chairman.  It  widens,  therefore,  the  area  of  consumption  of 
California  products? 
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Mr.  Shaughnessy.  Yes;  it  promotes  a  market  for  a  larger  amount 
of  produce ;  the  one  leads  to  the  other,  of  course. 

Mr.  Sims.  Is  the  rate  on  oranges  all  water  to  New  York  or  Boston 
and  Atlantic  ports  and  then  inland  back  to  Denver  the  same  that  it 
is  directly  from  the  Pacific  ports  to  Denver? 

Mr.  Shaughnessy.  I  do  not  believe  that  they  have  yet  begun  to 
handle  any  of  the  fresh  fruits  by  water. 

Mr.  Sims.  Or  any  of  the  other  products  to  which  this  particular 
rate  applies,  whether  fruit,   lumber,  mineral  products,  or  anything 

else  ? 

Mr.  Shaughnessy.  What  is  the  question  on  that? 

Mr.  Sims.  Is  the  all-water  route,  I  mean  through  the  canal  to  New- 
York,  say,  on  lumber  from  San  Francisco  all  water  to  New  York,  then 
the  same  lumber  sent  back  to,  say,  west  of  the  Mississippi  River  or  to 
Denver,  would  the  water  haul  from  the  Atlantic  to  its  termination  be 
the  same  as  it  is  from  the  Pacific  port  all  rail  to  Denver,  or  the  blank- 
eted portion  that  they  carry? 

Mr.  Shaughnessy/ No.  Take  lumber  handled  from  the  Pacific 
coast  territory  to  the  Atlantic  coast  and  then  shipped  by  rail  inland, 
it  pays  the  water  rate  to  the  Atlantic  terminal  plus  the  local  rate 
inlaid  from  the  Atlantic  coast,  whatever  that  may  he,  and  that 
would  meet  the  rail  rate  somewhere  out  in  the  interior,  probably 
around  Buffalo;  you  might  be  able  to  get  hack  as  far  as  Buffalo  with 
that  lumber  that  went  around  by  water  and  thence  by  rail  inland,  but 
no  variation  is  made  in  the  all-rail  charges  coming  across,  none  is 
made  because  of  that  fact  on  east-bound  traffic. 

Mr.  Sims.  Then  there  is  a  portion  of  this  blanket  covered  by  the 
rate  you  speak  of  that  is  not  water  compelled? 

Mr.  Shaughnessy.  Yes,  sir. 

Mr.  Sims.  That  is  the  point  I  want  to  get  at. 

The  Chairman.  I  will  state  that  Senator  Bristow  will  proceed 
to-morrow  morning  at  10.15  o'clock. 

Mr.  Esch.  I  received  during  the  course  of  our  hearings  certain 
documents  containing  the  views  of  competent  people  on  some  of  the 
problems  presented  to  us,  and  I  should  like  permission  to  have  them 
printed  as  part  of  our  record,  as  I  think  they  will  be  valuable. 

The  Chairman.  What  communications  are  they  3 

Mr.  Esch.  One  from  a  Massachusetts  organization ;  one  from  Glen 
B.  Winship,  formerly  editor  of  one  of  the  large  financial  journals  of 
New  York;  another  containing  the  views  of  the  Business  Men's 
League  of  St.  Louis,  and^ — 

The  Chairman.  I  just  wanted  to  classify  them.  That  order  will 
be  made  and  the  clerk  will  insert  them. 

(The  documents  are  as  follows:) 

Farmers'  Educational  and  Cooperative  Union  op  America, 

Many,  La.,  October  30,  1916. 

Dear  Sir:  I  am  advised  that  you  will  soon  have  a  meeting  of  your  committee  to 
consider  railroad  regulations,  and  no  class  of  citizenship  are  really  as  much  concerned 
and  interested  in  this  complicated  subject  as  farmers,  and  during  the  last  few  years 
some  of  our  members  have  taken  an  active  interest  in  traffic  matters  greatly  to  the 
benefit  of  the  farmers. 

Our  marketing  committee  has  now  been  made  a  traffic  committee  as  well,  and  I  ask 
that  you  please  read  over  inclosed  resolutions  carefully,  as  they  were  adopted  after 
due  deliberation  by  the  Farmers'  Union  of  Louisiana,  Oklahoma,  and  Texas,  and  I 
ask  that  these  resolutions  be  made  a  part  of  the  records  of  your  committee. 
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At  a  hearing  before  the  Senate  Committee  on  Interstate  Commerce  held  on  June 
30,  1916,  I  am  advised  that  Railroad  Commissioner  B.  B.  Mayfield,  of  Texas,  stated 
that  the  farmers  didn't  know  anything  about  traffic  matters,  and  had  not  given  the 
subject  any  thought,  and  I  understand  he  also  boasted  that  he  was  a  meml)er  of  the 
Farmers'  Union;  but  I  beg  to  say  that  he  had  no  authority  to  speak  for  the  Farmers' 
Union  on  this  subject,  hut  Mr.  X.  R.  Dorsey,  of  Henderson,  Tex.,  who  was  present 
at  the  hearing,  did  have  authority  to  speak  for  the  Farmers'  Union,  and  these  reso- 
lutions show  that  Mr.  Earl  B.  Mayfield  didn't  know  what  he  was  talking  about  when 
he  asserted  that  the  farmers  had  not  given  any  thought  to  this  subject. 

Members  of  the  Farmers'  Union  of  Texas  adopted  the  resolution  signed-  by  J.  C. 
Chapman  as  secretary,  and  others,  in  February,  1014;  the  Louisiana  Farmers'  Union, 
thai  signed  by  J.  M.  Davis,  chairman,  and  others,  in  July,  1914,  and  the  Oklahoma 
Farmers'  Union  adopted  the  resolution  signed  by  O.  W.  Tavlor,  and  others,  in  Jan- 
uary, 1915. 

We  are  not  in  favor  of  any  legislation  which  will  curtail  the  power  of  the  Interstate 
Commerce  Commission,  and  hope  you  will  give  due  consideration  to  our  view  in 
your  deliberations,  and  I  await  your  reply. 
Respectfully, 

I.  N.  McCallister, 
J' resident  for  Louisiana  Union,  and  chairman  of  the 
Marketing  mid  Trujfic  Committee  of  the  Associated  State  Presidents. 
Hon.  John  J.  Esch, 

Xi  a  lands  Joint  Committee  to  Consider  Railway  Regulations,  La  (Jrosse,  Wis. 

[Resolution  No.  2.] 

Whereas  in  order  to  get  proper  results  in  the  sale  of  our  farm  products,  we  farmer 
must  organize  and  cooperate  and  look  after  for  ourselves,  matters  relating  to  financing 
and  transportation  and  distribution  of  farm  products;  and 

Whereas  it  will  be  impossible  for  lis  to  obtain  proper  prices  for  ourselves  and  at 
the  same  time  to  protect  the  consumers  in  the  purchase  of  farm  products  unless  we 
are  in  a  position  to  reach  the  consuming  masses  in  other  States,  and  we  can  not  reach 
the  consumers  of  other  States  without  adequate  and  equitable  transportation  facili- 
ties; and 

Whereas  at  a  recent  meeting  of  the  State  Railroad  Commissioners  in  the  city  of 
Washington,  D.  C,  they  adopted  a  resolution  asking  Congress  to  pass  a  law  forbidding 
the  Interstate  Commerce  Commission  to  interfere  with  any  rate  which  a  State  railroad 
commission  might  make;  and 

Whereas  such  a  law  would  very  seriously  interfere  with  some  efforts  and  plans 
which  contemplate  in  order  to  reach  more  markets  with  our  farm  products;  and  be  it 
Resolved,  That  we  oppose  the  passage  of  any  law  by  the  United  States  Congress 
which  will  interfere  with  the  Interstate  Commerce  Commission  giving  us  ample  pro- 
tection on  any  rate  which  we  may  secure  from  transportation  companies,  and  we, 
The  Oklahoma  Branch  of  Farmer's  Educational  and  Cooperative  Union  of  America, 
in  call  session  at  Ada,  Okla.,  on  January  28,  1915,  oppose  any  such  law  and  request 
our  United  States  Senators,  Robert  L.  Owen  and  Thomas  P.  Gore  to  look  after  our 
interests  and  protect  us  in  this  respect,  and  the  secretary  be  instructed  to  send  a  copy 
of  this  resolution  to  them  with  the  request  that  they  see  we  are  fully  protected. 
Adopted: 

(Signed)  C.  J.  Moore, 

Chairman  Committee. 
(Signed)  H.  T..  Morton, 

Secretary  Committee. 
(Signed)  David  Folsom, 

Member  Committee. 
(Signed)  O.  W7.  Taylor, 

President  Oklahoma  Farmer's  Union. 
(Signed)  H.  T.  Morton, 

Secretary  Oklahoma  Farmer's  Union. 

Whereas,  if  farmers  get  the  results  to  which  they  are  entitled  in  the  sale  of  their 
farm  products  we  must  take  into  our  own  hands  the  matters  of  traffic,  financing,  and 
distribution  and  sale  of  our  farm  products;  and 

Whereas  we  can  only  achieve  best  results  in  such  sales  by  mastering  the  above 
details  and  cooperating  with  legitimate  business  interests;  and 

Whereas  of  recent  years  we  have  succeeded  in  being  greatly  benefited  by  coop- 
erating with  transportation  and  other  business  interests  and  which  interests  have 
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shown  a  willingness  to  cooperate  with  us  and  we  have  secured  advantageous  rates  to 
points  outside  of  Louisiana  which  has  resulted  in  our  getting  increased  prices  for 
some  farm  products;  and 

Whereas  we  noticed  in  the  press  reports  that  at  a  recent  meeting  of  the  State  Rail- 
road Commissioners'  Association  in  Washington,  I).  C,  a  resolution  was  adopted 
asking  Congress  to  pass  a  law  which  would  forbid  the  Interstate  Commerce  Commis- 
sion from  interfering  with  any  rate  which  might  be  fixed  by  a  State  railroad  commis- 
sion within  a  State;  and 

Whereas  if  Congress  should  pass  such  a  law  it  would  prove  against  the  interests  of 
the  farmers  as  we  want  to  be  free  to  ship  our  products  to  any  point  outside  of  the  State 
where  we  can  get  better  prices  and  also  to  purchase  our  supplies  either  from  points 
within  the  State  or  from  points  outside  of  the  State  and  be  in  position  to  buy  where 
it  might  be  cheaper  and  to  our  interests. 

So'be  it  resolved  by  the  Louisiana  Branch  of  the  Farmers'  Educational  and  Cooperative 
Union  of  America,  That  we  oppose  Congress  passing  any  law  that  will  interfere  \dth 
the  rights  of  the  Interstate  Commerce  Commission  and  give  them  full  authority  to  act 
aa  they  did  in  the  Shreveport  Rate  Case  and  which  action  has  been  upheld  by  the 
Supreme  Court  of  the  United  States,  and  which  was  in  favor  of  the  farmers,  and  the 


president  i__ 

take  similar  action  and  a  copy  to  each  of  our  worthy  Senators,  Hon.  Joseph  E. 
Ransdell  and  Hon.  John  R.  Thornton,  with  the  request  that  they  see  that  our 
rights  are  protected. 

(Signed)  J.  M.  Davis,  Chairman. 

I.  N.  McCollister,  President. 
J.  M.  Davis,  Vice  President. 
Minnie  Carron,  Secretari/. 
R.  Lee  Mills,  chairman  Executive  Committee. 
S.  B.  David,  Secretar)/  Executive  Committee. 
J.  H.  Craig. 
H.  A.  Morgan. 
Whereas  the  net  profit  derived  from  farming,  as  declared  by  reliable  statistics,  is  not 

more  than  3  per  cent;  and 
Whereas  the  constantly  increasing  burden  of  the  State,  county,  and  municipal  indebt- 
edness,   the   ever  increasing  governmental   expenditures,    are   daily   tending  to 
reduce'even  this  pitiable  and  uncertain  profit,  and  it  seems  that  the  limit  in  the  way 
of  exploiting  the  farmer  has  about  been  reached ;   and 
Whereas  at  a  national  meeting  of  the  State  Railroad  Commissioners  recently  held  in 
Washington,  D.  C,  a  resolution  was  adopted  asking  Congress  to  tie  the  hands  of  the 
Interstate  Commerce  Commission  in  the  matter  of  intrastate  rates,  and  citing  the 
Shreveport  Rate  Case  as  an  instance  of  so-called  aggression  on  the  part  of  the  Inter- 
state Commerce  Commission; 
Whereas  our  eotton  ports  committee  has  frequently  pointed  out  that  the  interstate 
rates  complained  of  by  Shreveport  jobbers,  and  corrected  by  the  decision  of  the 
Interstate  Commerce  Commission  and  the  United  States  Supreme  Court,  which 
decision  the  National  Association  of  State  Railroad  Commissioners  now  seek,  by 
applying  to  Congress,  to  overturn  and  prevent  in  the  future,  was  a  flagrant  injustice 
to  the  consumers  of  Texas  and  an  outrage  on  the  public,  inasmuch  as  it  made  an 
artificial  barrier  of  a  State  boundary,  an  imaginary  line,  and  prevented  merchants 
outside  that  line,  when  our  Texas  Railroad  Commission  itself  strongly  intimates 
could  undersell  Texas  jobbers  in  Texas  markets,  from  selling  in  Texas. 
The  result  of  that  unjust  discrimination  is  to  force  the  consuming  public  in  Texas 
to  buy  from  Texas  jobbers,  who,  according  to  the  official  records  of  our  State  railroad 
•commission  and  of  the  Shreveport  case,  can  not  sell  as  cheaply  as  those  jobbers  outside 
the  imaginary  line,  so  that  by  reason  of  this  unjust  discrimination,  the  Texas  farmers, 
and  all  Texas  consumers,  were  forced  to  pay  a  higher  price  for  the  necessaries  of  life, 
when  otherwise  they  might  have  bought  more  cheaply  from  others. 

The  records  of  our  State  railroad  commission  show  that  they  have  adopted  the 
policy  of  protecting  the  "Texas  jobber  and  manufacturer"  and  it  is  undeniable  that 
the  discriminating  rate  condemned  by  the  Intsrstate  Commerce  Commission  did 
'"protect  Texas  jobbers"  and  did  so  at  the  expense  of  Texas  consumers. 

Are  the  hundreds  and  thousands  of  Texas  farmers  and  the  vast  army  of  women  and 
children  toiling  in  the  Texas  cotton  fields,  as  well  as  the  vast  body  of  urban  labor, 
many  thousands  of  whom  are  out  of  employment  and  some  of  whom  have  even  been 
forced  to  accept  public  charity,  to  be  subjected  to  such  unjust  and  senseless  exploita- 
tion, merely,  forsooth  that  a  commercial  tr,  st  may  be  organized,  based  on  a  species  of 
protection,  arising  from  an  unjust  and  discriminatory  freight  rate? 
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If  so,  let  ua  canonize  Capt.  Kidd  and  Black  Dick  Turpin,  and  let  us  hear  no  more 
of  the  "Robber  Barons  of  the  East,"  supposed  to  fatten  on  a  protective  tariff,  no  more 
unjust,  and  not  so  insulting  to  the  intelligence  as  this. 

So  therefore  be  it  resolved.  That  we  heartily  indorse  the  action  of  the  Interstate 
Commerce  Commission  in  loosening  the  hold  of  this  trust  on  the  throats  and  pockets 
of  our  people,  by  their  decision  in  the  Shreveport  Mate  case,  and  we  ask  Congress  not 
to  abridge  the  Interstate  Commerce  Commission's  power  to  remedy  unjust  local 
conditions,  merely  to  please  petty  political  warriors,  vain  of  the  tinsel  and  trappings 
of  office,  proud  of  their  little  brief  authority,  and  who  bask  happily  in  the  reflected 
ray  of  their  own  official  glory;  and  we  ask  Congress  to  consider  that  these  warriors' 
only  interest  in  this  matter  is  to  enlarge  the  scope  of  their  authority  for  the  brief 
time  they  will  occupy  the  public  stage,  while  with  the  vast  multitude  of  farmers  and 
consumers  it  is  a  question  of  existence  itself. 

Resolved  further,  That  a  copy  of  this  resolution  be  given  to  the  press  and  that  the 
secretary  forward  it  to  our  United  States  Senators,  lion.  C.  A.  Culberson  and  Hon. 
Morris  Sheppard. 

(Signed)  J.  C.  Chapman,  Secretary. 

(Signed)  Louis  Garms,  Liangs,  Tex. 

For  Pecan   \dllni  District  Farmers'  Union. 
V.  A.  Grimberg,  Lone  Oak,  Tex. 

For  Northeast  Texas  District  Farmers'  Union. 
X.  R.  Dorset,  Hendreson,  Tex. 

President  Northeast  Texas  District  Farmers'  Union. 

The  Business  Men's  League  of  St.  Louis, 

.    October  31,  1916. 
Mr.  John  J.  EsCH, 

Member  of  the  Joint  Committee  on  Interstate  Commerce,  Washington,  D.  C. 
Sir:  I  have  the  honor  to  send  you  herewith  copy  of  a  resolution  unanimously 
adopted  to-day  by  the  executive  committee  of  the  Business  Men's  League  of   St. 
Louis  urging  that  the  powers  of  the  Interstate  Commerce  Commission  be  enlarged. 
With  great  respect,  I  am, 
Very  truly,  yours, 

W.  F.  Saunders, 
Secretary  and  General  Manager. 

Whereas  improvement  of  existing  railways  and  construction  of  new  railway  lines 
have  been  seriously  retarded ;  and 

Whereas  upon  Congress  rests  in  the  main  the  burden  of  reorganizing  the  system  of 
supervision  over  railways:  Be  it 

Resolved  by  the  Business  Men's  League  of  St.  Louis,  That  the  act  to  regulate  com- 
merce shall  be  so  amended  as  to  confer  upon  the  Interstate  Commerce  Commission 
absolute  authority  over  all  rates  and  regulations  which  affect  interstate  commerce, 
whether  such  rates  apply  to  interstate  or  intrastate  shipments,  and  that  in  the  event 
of  conflict  of  jurisdiction  between  the  Interstate  Commerce  Commission  and  the 
railway  commissions  of  the  several  States  that  the  jurisdiction  of  the  Interstate  Com- 
merce Commission  shall  be  supreme;  and 

Be  it  further  resolved,  That  the  Interstate  Commerce  Commission  shall  be  empowered 
to  fix  minimum  as  well  as  maximum  rates;  and 

Be  it  further  resolved,  That  Congress  should  by  statute  declare  it  the  policy  of  the 
Government  to  assure  such  revenue  to  the  railroads  as  will  enable  them  to  perform 
service  adequate  to  the  needs  of  the  country  and  to  attract  capital  sufficient  for  neces- 
sary improvements  and  extensions;  and 

Be  it  further  resolved,  That  the  Interstate  Commerce  Commission  be  immediately 
so  reorganized  that  it  may  be  able  to  accomplish  efficiently  all  of  the  work  which 
properly  comes  before  it. 

Courteen  Seed  Co., 
Milwaukee,  January  31,  1917. 
John  J.  Esch,  Esq., 

House  of  Representatives,  Washington,  D.  C. 

My  Dear  Sir:  Please  allow  me  to  express  my  appreciation  of  your  very  courteous 
letter  of  the  15th  instant.  Unfortunately,  I  have  had  very  little  experience  in  speak- 
ing before  any  public  body,  and  doubt  if  could  express  myself  sufficiently  concise 
and  lucid. 

However,  thought  you  might  be  interested  in  the  fact  that  the  board  of  directors 
of  our  chamber  of  commerce  appointed  me  on  a  committee  to  draw  up   a   series 
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resolutions  for  our  board  of  directors'  consideration,  so  that  they  might  pass  on  same, 
and  at  the  same  time  hand  them  to  the  president  of  our  exchange  to  be  laid  before 
the  United  States  Chamber  of  Commerce,  at  the  present  session  now  being  held 
in  Washington;  and  am  taking  the  liberty  of  attaching  herewith  a  copy  of  said  resolu- 
tions, which  were  passed  unanimously  by  our  board  of  directors  and  which  at  the 
present  time  our  president  has  with  him  in  Washington  for  the  purpose  above  men- 
tioned, namely,  laying  before  the  present  session  of  the  United  States  Chamber  of 
Commerce  now  being  held  in  your  city. 
Meantime,  believe  me, 

Yours,  very  respectively, 

S.  G.  Courteen. 

Whereas  throughout  all  parts  of  the  United  States  there  is  an  almost  complete 
paralysis  of  business  in  certain  lines,  amounting  to  actual  suffering  in  some  instances, 
and  a  more  or  less  complete  demoralization  in  other  lines,  resulting  largely  from 
lack  of  railway  equipment,  motive  power,  cars,  and  terminal  facilities,  directly 
traceable  in  many  instances  to  hostile  legislation  to  the  railroads  by  the  various 
States,  and  to  many  adverse  decisions  by  State  commissions,  thereby  depleting 
their  revenues  and  reducing  their  credit  to  such  an  extent  that  they  are  hampered  in 
the  purchase  of  equipment  and  terminal  facilities  adequate  for  handling  all  freight 
and  passenger  business  economically  and  expeditiously:  Now  therefore, 

Be  it  resolved,  That  it  is  the  sense' of  the  board  of  directors  of  the  Chamber  of  Com- 
merce of  the  City  of  Milwaukee,  working  in  conjunction  with  the  Chamber  of  Com- 
merce of  the  United  States  of  America,  that  the  President  of  the  United  States  and 
the  Newlands  committee,  which  has  under  consideration  remedial  legislation  for 
the  betterment  of  railroad  conditions  throughout  the  country,  be  advised  that  the 
business  interests  of  the  country  are  sustaining  enormous  losses  by  reason  of  the 
inadequate  facilities  of  the  railroads,  for  the  causes  above  shown.  And  further, 
that  it  is  the  opinion  of  this  body  that  the  greatest  benefit  to  the  Nation  as  a  whole  will 
result  from  the  policy  of  permitting  the  railroads  of  the  country  to  earn  not  only  a 
fair  return  on  the  capital  invested  but  a  large  enough  return  to  attract  additional 
capital,  which  is  necessary  for  the  roads  to  be  placed  in  a  position  to  cope  with  the 
continually  increasing  business  demands. 

Be  it  further  resolved,  That  it  is  the  sense  of  this  body  that  the  Congress  of  the  United 
States  be  impressed  with  the  necessity  of  conferring  additional  power  on  the  Inter- 
state Commerce  Commission,  by  providing  for  the  complete  regulation  and  control 
of  all  rates,  both  freight  and  passenger,  throughout  the  United  States  by  that  com- 
mission, for  the  purpose  of  placing  the  entire  scheme  of  the  control  and  regulation 
of  the  railroads  under  one  body,  in  order  that  the  interests  of  the  earners  and  the  public 
alike  may  receive  such  consideration  as  necessity  from  time  to  time  demands,  un- 
hampered by  State  regulations. 

Massachusetts  State  Board  of  Trade, 

Boston,  Mass.,  January  27,  1917. 

Dear  Congressman:  Inclosed  please  find  resolutions  passed  unanimously  at  the 
mass  meeting  of  business  men  held  in  Springfield,  Mass.,  at  the  auditorium,  on  the 
afternoon  and  evening  of  December  28. 

His  Excellency,  Gov.  Samuel  W.  McCall,  presided.  President  Henry  G.  Wells, 
of  the  Massachusetts  Senate;  Dr.  Victor  S.  Clark,  of  the  Carnegie  Institute  of  Wash- 
ington, Washington,  D.  C;  and  John  F.  Tobin,  of  the  American  Federation  of  Labor, 
were  some  of  the  prominent  speakers. 

Appreciating  your  interest  in  the  problem  of  transportation,  and  knowing  that 
you  will  give  full  value  to  the  expression  of  the  business  men  of  Massachusetts,  I  am, 
Sincerely,  yours, 

Massachusetts  State  Board  of  Trade, 

George  A.  Fiel,  Secretary, 
10  High  Street,  Boston,  Mass. 

Preamble  and  resolutions  favor  Federal  regulation  of  railway  rates,  interstate  and 
intrastate  Federal  control  of  railway  securities  issues.  Proposed  railway  strikes  or 
lockouts  should  be  subject  to  investigation  by  the  Interstate  Commerce  Commission. 

The  New  Haven  should  retain  control  of  its  boat  lines.  " 

Favor  increase  of  Interstate  Commerce  Commission  membership  to  nine. 

The  Massachusetts  State  Board  of  Trade,  comprising  53  commercial  bodies,  repre- 
senting a  membership  of  15,000  substantial  business  men,  in  convention  assembled  at 
Springfield,  December  28, 1916,  preamble  the  Congress  and  the  President  of  the  United 
States  as  follows: 

Within  the  past  few  years  the  banking  laws  of  the  country  have  been  thoroughly 
•  remodeled  and  a  central  agency  established  whereby  the  merchandising  of  credit 
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has  been  put  upon  a  sound  economic  basis  and  the  incongruities  of  the  past  done 
away  with. 

Not  so  with  the  railways.  They  are  subject  to  19  masters  the  Federal  Govern- 
ment and  48  individual  State  governments.  Despite  the  fad  that  the  railway  business 
has  grown  essentially  national  in  scope,  railway  regulation  has  remained  local  in 
character.  It  is  true  that  the  Government,  through  the  Interstate  Commerce  Com- 
mission, controls  the  railways  in  so  far  as  interstate  traffic  is  concerned,  and  that  State 
regulative  commissions  assume  control  merely  of  intrastate  business.  But  the  dis- 
tinction between  the  t wo —interstate  and  Intrastate  has  become  more  artificial  than 
real,  and  serious  conflicts  have  become  more  and  more  frequent. 

Probably  the  most  serious  charge  to  be  made  against  the  dual  system  of  regulation 
as  employed  in  the  United  states  is  its  inefficiency.  It  is  unnecessarily  costly,  both 
to  the  Government  and  the  railways,  and  consequently  to  the  people.  Conflicting 
regulations  and  laws  are  passed  bv  the  various  States  through  which  the  railways  run. 
and  it  is  often  difficult,  and  sometimes  impossible,  for  a  railway  to  obey  the  law  of 
one  State  without  conflicting  with  the  regulations  of  another.  A  prodigious  waste 
of  energy  has  resulted,  and  a  corresponding  loss  of  power  to  serve  the  public 

The  railways  and  the  public  suffer  from  present  conditions.  Railway  development 
has  come  to  a  standstill  practically.  The  future  of  the  country,  and  particularly 
during  the  next  few  years,  demands  a  more  enlightened  policy.  In  the  interest  of 
New  England,  as  well  as  in  the  interest  of  the  whole  country,  we  offer  the  following: 

Resolved  by  the  Massachusetts  State  Board  of  Trade  in  convention  assembled  in  tlit  city 
of  Springfield,  December  28,  1916,  That  the  act  to  regulate  commerce  shall  be  so 
amended  as  to  confer  upon  the  Interstate  Commerce  Commission  final  authority  over 
all  rates  and  regulations  which  affect  interstate  commerce,  whether  such  rates  apply 
to  interstate  or  intrastate  shipments;  and  that  in  the  event  of  conflict  of  jurisdiction 
between  the  Interstate  Commerce  Commission  and  the  railway  commissions  of  the 
several  States,  that  the  jurisdiction  of  the  Interstate  Commerce  Commission  shall  be 
final  and  conclusive. 

Resolved,  That  in  order  to  attract  the  necessary  capital  and  to  provide  for  the 
development  of  transportation  facilities  to  meet  the  rapidly  growing  commercial 
needs  of  the  country,  and  to  develop  its  resources.  Congress  should  enact  such  legis- 
lation as  will  restore  the  confidence  of  the  investing  public  and  guarantee  the  trans- 
portation service  required  to  meet  the  needs  of  the  public,  and  that  this  confidence 
can  only  be  secured  by  giving  to  the  Interstate  Commerce  Commission  final  and 
conclusive  authority  in  the  matter  of  issuance  of  all  railway  securities. 

Resolved,  That  we  favor  an  increase  in  the  membership  of  the  Interstate  Commerce 
Commission  from  seven  to  nine  members,  as  provided  for  in  the  bill  which  has  passed 
the  House  of  Representatives  and  is  now  before  the  United  States  Senate  for  final 
passage.  The  Interstate  Commerce  Commission,  in  a  report  just  submitted  to  Con- 
gress, says: 

"The  New  York,  New  Haven  &  Hartford  Railroad  system  is  made  up  of  various 
formerly  independent  lines  of  rail  and  water  carriers.  By  purchases  and  consolida- 
tions the  New  Haven  Co.  has  become  the  owner  of  various  water  lines,  operated  mainly 
between  New  England  points  and  New  York  Harbor,  which  compete  directly  with 
its  rail  lines  between  the  same  points.  There  is  no  question  as  to  the  competition 
but  the  record  is  replete  with  evidence  from  shippers  and  representatives  of  com 
munities  in  New  England  to  the  effect  that  the  service  is  in  the  interest  of  the  public 
is  of  advantage  to  the  convenience  and  commerce  of  the  people,  and  if  the  present 
ownership  and  operation  is  discontinued  there  will  be  no  reasonably  adequate  sen  ice 
to  take  its  place  and  the  communities  will  be  deprived  of  the  benefits  of  the  water 
transportation  and  the  competing  routes,  thus  inflicting  irreparable  injury  and  bene- 
fitting no  one. 

"We  think  that  these  facts  should  be  brought  to  the  attention  of  the  Congress,  so 
that  in  the  light  of  those  facts  it  may  determine  whether  or  not  authority  shall  be 
conferred  upon  the  commission  to  permit,  in  such  cases  and  under  such  circum- 
stances, a  continuance  of  the  railroad  ownership,  control  or  operation  of  the  water 
lines,  subject  to  such  further  and  different  orders  as  the  commission  may  subse- 
quently enter  upon  a  further  hearing  and  a  showing  of  substantially  changed  cir- 
cumstances and  conditions." 

There  is  no  need  to  add  to  the  statement  of  the  Interstate  Commerce  Commission, 
which  discloses  that  the  sentiment  of  the  New  England  public  is  in  favor  of  "giving 
to  the  Interstate  Commerce  Commission  the  power  to  continue  the  present  situation 
of  railroad  control  both  of  the  Sound  lines  and  the  bake  lines  as  well."  Therefore, 
be  it 

Resolved,  That  the  Massachusetts  State  Board  of  Trade  urge  the  Congress  to  pass 
the  following  amendment  to  the  fourth  paragraph  of  section  .">  (as  amended  Aug.  24, 
1912),  of  the  act  to  regulate  commerce,  as  follows: 
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If  the  Interstate  Commerce  Commission  shall  be  of  the  opinion  that  any  such 
existing  specified  service  by  water  other  than  through  the  Panama  Canal  is  being 
operated  in  the  interest  of  the  public  and  is  of  advantage  to  the  conveneince  and 
commerce  of  the  people,  or  that  such  extension  will  neither  exclude,  prevent,  nor 
reduce  competition  in  the  route  by  water  under  consideration,  the  Interstate  Com- 
merce Commission  may,  by  order,"  extend  the  time  during  which  such  service  by- 
water  mav  continue  to  be  operated  beyond  July  1,  1914. 

Resolved,  That  a  copy  of  this  preamble  and  these  resolutions  be  forwarded  to  each 
Member  of  the  House  of  Representatives  and  the  United  States  Senate  and  to  the 
President  of  the  United  States. 

(Signed)  John  H.  Corcoran, 

Chairman. 

Other  members  of  committee  on  resolutions  as  follows:  William  Henry  Gleason, 
Winchester,  Mass.,  representing  associated  industries;  Joseph  Wing,  Broolkine,  Mass., 
representing  National  Wood  Manufacturers'  Association;  George  F.  Willett,  Norwood, 
Mass.,  representing  Norwood  Board  of  Trad,';  Hon.  Frank  E.  Stacy,  Springfield,  Mass., 
representing  Spring&eld  Board  of  Trade:  F.  Alexander  Chandler,  Boston,  Mass., 
representing  New  England  Hardware  Dealers'  Association;  George  L.  Avery.  Fram- 
in^ham,  Mass.,  representing  Framingham  Board  of  Trade:  George  C.  Morton,  Boston, 
Mass.,  representing  Paint  and  Oil  Club  of  New  England. 

Courteen  Seed  Co., 
Milwaukee,  January  11,  1917 . 
Congressman  J.  J.  Esch, 

House  of  Representatives,  Washington,  I>.  C. 
My  Dear  Sir:  I  am  taking  the  liberty  of  attaching  herewith  a  copy  of  a  telegram 
sent  President  Wilson  by  practically  all" of  the  ex-presidents  of  this  exchange. 

1  am  also  taking  the  liberty  of  inclosing  copy  of  a  letter  which  I  wrote  to  the  secre- 
tary of  the  Council  of  Grain  Exchanges,  who  will  have  a  meeting  in  Chicago  the  18th 
or  19th  of  this  month. 

I  think  that  I  can  safely  say  that  a  large  majority  of  the  shippers  in  this  State,  espe- 
cially those  residing  in  Milwaukee,  feel  that  something  should  be  done  to  reestablish 
the  credit  of  the  railroads.  The  present  intolerable  condition  has  resulted  in  more 
direct  losses  to  the  business  interests  of  your  State  than  an  increase  on  transportation 
charges  of  5  or  10  per  cent  would  have  amounted  to  in  a  long  period  of  years  inasmuch  as 
any  increase  in  charges  would  naturally  be  distributed  between  the  original  shipper, 
intermediary  merchant,  and  the  ultimate  consumer. 

I  am  confident  that  anything  which  you  might  do  to  bring  forth  the  reestablish- 
ment  of  the  credit  of  our  different  transportation  lines  would  meet  with  the  approval 
and  approbation  of  your  constituents. 
Yours,  truly. 

<  Jourteen  Seed  Co,. 

F.  G.  Courteen,  President. 

Courteen  Seed  Co., 
Milwaukee,  January  //,  1917. 

J.     PiALtH     PlCKELL, 

Secretary  Council  of  Grain  Exchanges, 

332  South  La  Salle  Street,  Chicago,  III. 

My  Dear  Sir:  1  am  taking  the  liberty  of  attaching  hereto  copy  of  a  telegram  sent 
President  Wilson  some  few  days  ago,  which  is  self-explanatory,  and  would  you  allow 
me  to  express  myself  further  as  believing  that  the  large  shipping  interests  of  this 
country  in  their  general  attitude  toward  the  railroads  have  been  "penny-wise  and 
pound  foolish"? 

I  do  think  that  this  question,  one  of  the  most  serious  at  the  present  time  before  the 
business  interests  of  this  country,  should  be  brought  before  the  national  board  of  trade 
and  the  question  thrashed  out  as  to  the  advisability  of  getting  some  definite  legislation 
that  would  relieve  to  a  certain  extent  the  situation  in  which  the  various  railroads  of  this 
country  now  find  themselves. 

There  is  no  question  whatever  but  what  the  present  congestion  has  been  brought 
about,  not  only  by  lack  of  equipment,  but  also  want  of  proper  terminal  facilities  at 
the  various  large  centers;  and  with  the  present  attitude  of  our  Federal  Government 
toward  the  railroad  corporations,  it  is  preposterous  for  us  to  think  for  a  minute  that 
we  cau  get  capitalists  to  furnish  funds  for  said  railroad  requirements,  especially  with 
the  present  large  percentage  of  the  total  mileage  of  the  United  States  in  the  hands  of 
receivers.  It  seems  to  the  undersigned  that  other  large  systems  will  ultimately  find 
themselves  in  the  same  boat  as  some  of  our  sm  ill  roads,  unless  they  are  more  adequately 
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recompensed  for  their  services.     They  have  been  bulldozed  and  badger-beaten  by 

practically  every  Slate  that  they  have  traversed,  and  it  does  seem  about  time  that 
the  shippers  <>f  the  country  (who  are  must  vitally  interested  in  getting  efficient  and 
prompt  service)  move  themselves,  so  that  the  mads  may  get  at  least  fair  play. 

How  some  of  our  s  i-called  eminent  legislators  can  imagine  that,  such  an  important 
part  of  our  commercial  body  can  he  on  the  ragged  edge  of  disaster,  and  have  the 
remaining  portion  in  a  prosperous  and  flourishing  condition,  is  beyond  my  compre- 
hension; and  believe  we  need  Federal  Legislation  of  a  comprehensive  character  to 
reach  a  solution  that  will  be  fair  and  equitable  to  both  the  railroads  and  the  public  at 
large. 

Yours,  truly, 

Courtben  Seed  Company, 
F.  (J.  Courtekn,  I 'resit lint. 
His  Excellency  President  WbODROW  Wilson, 

White  House,  Washington,  />.  C: 
Permit  the  undersigned,  all  ex-presidents  of  Milwaukee  Chamber  of  Commerce,  to 
call  your  attention  to  the  deplorable  condition  of  railway  transportation  at  present 
existing,  which  has  arisen  from  a  multiplicity  of  circumstances.  One  of  the  main 
causes  we  believe  has  been  the  continued  forced  economy  practiced  by  the  different 
roads,  resulting  in  a  lack  of  equipment,  both  motive  power  and  cars,  and  believe  that 
the  whole  Nation  will  be  greatly  benefited  by  allowing  the  roads  to  earn,  not  only  a 
fair  return  on  capital  invested,  but  sufficient  so  that  they  may  cope  with  the  con- 
tinually increasing  business  of  the  country,  thus  avoiding  a  repetition  of  conditions 
now  existing. 

Respectfully  requesting  your  consideration, 

( Signed)  S.  G.  Courteen. 

W.  P.  Bishop. 
W.  M.   Bell. 

E.    J.    FlTRLONO. 

P.  P.  Donahue. 
James    A.    Mander. 
Chas.  A.  Krause. 

Milwaukee,  Wis.,  September  21,  1916. 
Hon.  John  J.  Esch, 

La  Crosse,  Wis. 

Friend  Esch:  Some  years  ago  I  wrote  you  about  a  proposition  to  take  care  of  the 
problem  of  railroad  strikes  and  other  troubles  in  connection  with  the  railroads.  At 
that  time  you  wrote  me  that  the  plan  was  not  feasible,  as  while  it  worked  with  the 
marine  service,  the  Government  owned  the  rivers  and  did  not  own  the  railroads.  I 
could  not  see  at  that  time  why  that  should  make  any  difference  and  can  not  yet. 

Since  that  time  I  have  devoted  considerable  study  of  the  application  of  some  features 
of  the  marine  law  to  the  railways,  and  whenever  there  has  been  trouble  it  has  seemed  to 
me  that  it  might  have  been  avoided  by  some  regulation  of  that  kind.  It  seems  to  me 
that  what  is  necessary  is  for  the  Government  to  get  some  hold  on  the  men  engaged  in 
interstate  traffic  so  that  they  can  control  them  to  some  extent,  and  I  have  never  heard 
of  a  plan  that  seemed  to  me  to  be  so  effective  as  to  license  all  such  men. 

As  I  found  myself  with  an  evening  on  my  hands  with  nothing  else  to  do,  and  had  a 
typewriter  handy,  1  have  written  out  a  very  crude  and  rough  sketch  of  this  plan  and 
am  sending  it  to  you  herewith  for  your  perusal  if  you  care  to  give  it  the  time  to  look  it 
over. 

This  is  a  big  proposition  and  one  that  would  have  to  be  worked  out  very  carefully, 
but  it  seems  to  me  it  is  a  plan  that  could  be  worked  out  and  would  be  far  better  than 
any  patch  like  the  Adamson  bill.  I  have  discussed  this  with  many  men,  and  find 
that  it  impresses  many  as  the  most  feasible  plan.  I  was  talking  with  Frear  about  it 
here  one  day  this  week  and  he  thought  it  was  the  best  he  had  heard  of  and  could  be 
worked  out  and  suggested  that  I  take  it  up  with  you. 

I  have  never  lost  sight  of  this  idea  since  I  wrote  you  some  years  ago  in  regard  to  it,  and 
from  nay  study  of  it  I  could  write  you  many  pages  regarding  it,  but  have  perhaps  writ- 
ten more  now  than  you  will  care  to  read.  However,  it  if  interests  you,  I  would  be  glad 
to  talk  it  over  with  you.  If  you  care  to  look  it  over  do  so  and  let  me  know  what  you 
think  of  it. 

I  am  still  here  at  Milwaukee  and  will  be  for  several  days  yet  and  do  not  know  where 
I  am  to  go  next.     Hope  to  be  able  to  see  you  at  some  date  not  too  far  in  the  future. 
Yours,  respectfully, 

J.  M.  Axtell,  Sparta,    Wis. 
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No.  1.  Provide  for  the  creation  of  a  board  of  supervising  inspectors  of  railway 
transportation,  the  chairman  of  such  board  to  be  a  member  of  tbe  Interstate  Commerce 
Commission  ex  officio. 

This  board  to  consist  of  three  or  five  members  and  to  have  control  of  all  matters 
arising  out  of  the  operation  of  railroads,  qualifications  of  employees,  running  of 
trains,  etc. 

No.  2.  Divide  the  United  States  into  a  sufficient  number  of  inspection  districts  for 
convenience  and  to  facilitate  the  work,  and  provide  for  the  appointment  under  the 
civil  service,  of  two  inspectors  for  each  district,  to  work  under  the  direction  of  the 
supervising  board  of  inspectors. 

No.  3.  Require  all  railroads  engaged  in  interstate  traffic  to  operate  a  stated  number 
of  trains  over  each  division  of  their  road  each  and  every  day,  and  provide  a  penalty 
for  failure  to  operate  these  trains  s  >  large  that  no  money  consideration  will  stop  the 
operation  of  trains.  Require  immediate  notice  to  the  local  board  of  inspectors  of  any 
decision  not  to  operate  any  specified  train  with  reason  for  its  abandonment,  with  a 
written  statement  of  the  reason  for  failure  to  operate  the  train  given  in  full  within 
48  hours. 

Reasonable  excuses  for  failure  to  operate  trains  would  include  damage  to  road  by 
storms,  or  other  causes,  and  would  relieve  them  of  the  penalty.  Lack  of  labor  would 
not  constitute  an  excuse.  The  board  of  inspectors  would  decide  the  case  subject 
to  appeal  to  the  supervising  board  and  to  the  courts. 

No.  4.  Require  every  employee  of  a  railroad  or  common  carrier  engaged  in  inter- 
state traffic,  who,  by  his  inability,  inefficiency,  or  inattention  to  duty  would  endanger 
the  loss  of  human  fife  to  obtain  from  the  local  board  of  inspectors  a  license  to  work 
in  the  capacity  in  which  he  is  employed,  such  license  to  be  granted  only  after  a  satis- 
factory examination  as  to  his  qualifications. 

This  would  include  conductors,  engineers,  firemen,  brakemen,  switchmen,  agents, 
operators,  dispatchers,  section  foremen,  signal  tower  men,  etc. 

No.  5.  Prohibit  the  carriers  from  employing  in  any  of  these  capacities  any  man 
not  properly  licensed  to  work  in  such  capacity,  or  without  a  full  complement  of  men 
duly  licensed. 

This  would  insure  competent  men  in  these  positions  and  assure  the  public  of  a 
reasonable  amount  of  safety  in  travel,  and  also  protect  the  men  against  unjust  com- 
petition in  their  work  and  make  the  work  more  attractive  for  men  to  become  com- 
petent in  those  positions. 

No.  6.  Require  every  man  receiving  a  license  to  sign  an  enlistment  in  the  service 
of  the  Government  in  case  of  military  necessity  to  work  in  the  capacity  in  which  he  is 
granted  a  license. 

This  will  provide  an  adequate  force  for  the  operation  of  transportation  lines  in  time  of 
military  necessity  that  can  be  mustered  on  short  notice  and  will  be  trained  men, 
and  will  be  in  line  with  the  preparedness  idea. 

No.  7.  Require  every  licensed  man  to  accept  employment  in  the  position  for  which 
he  is  licensed  when  it  is  offered  to  him  or  furnish  his  reason  for  not  doing  so,  and  if 
requested  furnish  it  in  writing  to  the  party  requesting  him  to  work.  This  excuse  or 
reason  for  not  working  to  be  turned  in  to  the  local  board  of  inspectors  if  so  desired  by 
the  company  for  investigation.  If  in  their  judgment  it  is  advisable  they  can  summon 
the  employee  to  appear  before  them  and  give  him  a  hearing.  If  his  reason  is  found  on 
investigation  to  be  unreasonable  his  license  may  be  revoked  or  suspended  for  a  given 
time.  Either  side  to  have  the  right  to  appeal  to  supervisory  board  and  from  them 
to  the  courts. 

While  a  man  can  not  be  compelled  to  work  if  he  does  not  want  to,  slavery  having 
been  abolished,  when  the  Government  grants  a  man  a  privilege  they  can  in  return  de- 
mand some  service.  Under  this  clause  such  excuses  as  sickness,  attention  to  private 
interests,  retirement  and  others  of  that  nature,  if  found  to  be  true  and  well  found ed 
would  be  sufficient.  The  excuse  that  the  wages  offered  by  the  employer  were  not  suf- 
ficient would  be  subject  to  investigation  and  would  bring  about  arbitration  at  once, 
and  only  one  man  would  have  to  quit  to  get  a  ruling.  Under  this  rule  men  could 
not  strike  and  tie  up  the  business  of  the  country  without  the  Government  being  in  posi- 
tion to  take  a  hand.  The  railroads  could  not  make  the  excuse  that  they  could  not  oper- 
ate trains  for  lack  of  help  in  case  of  strike,  as  their  action  would  be  subject  to  approval 
of  the  inspectors  and  review  by  the  courts.  This  would  also  give  to  men  protection  in 
the  fact  that,  whereas  now  a  man  may  have  been  a  conductor  on  one  road  for  years,  if 
he  loses  his  job  he  again  becomes  a  novice  and  must  begin  at  the  bottom  of  the  ladder 
a  *ain,  while,  in  this  case,  if  he  holds  a  license  as  a  conductor  on  one  road,  he  would  be  a 
conductor  on  any  road,  and  would  never  1  ise  his  apprenticeship. 

No.  8.  Require  licensed  men  to  report  to  the  local  inspectors  any  accidents  in  theirs 
departments,  giving  the  causes,  etc.,  in  full,  and  making  them  amenable  to  the  Govern- 
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inent  for  any  failure  on  their  part  to  perforin  their  duty  and  responsible  for  accidents 
caused  by  their  failure. 

This  would  place  at  the  disposal  of  the  Government  a  source  of  accurate  information 
as  to  the  causes  of  accidents,  and  by  investigation  the  facts  would  be  obtained  where 
now  the  fear  of  loss  of  their  position  makes  employees  prejudiced  in  favor  of  the  road. 
Under  this  arrangement  the  loss  of  their  license  would  be  a  much  more  serious  affair 
than  the  loss  of  their  position,  and  their  loyalty  to  the  Government  would  be  unques- 
tioned. It  would  do  away  with  making  some  minor  employee  the  scapegoat  and 
exempting  those  higher  up  or  the  company. 

No.  9.  Require  ail  licensed  men  to  show  a  knowledge  of  the  laws  as  applied  to  their 
work  as  well  as  a  practical  knowledge  of  their  duties,  and  hold  them  responsible  for  any 
violation  of  the  laws  in  their  particular  capacity  or  department.  This  will  prevent  to 
a  great  extent  violations  of  the  laws  on  the  part  of  the  railways,  as  they  will  be  less 
able  to  get  men  to  carry  out  their  work,  as  the  men  will  share  in  responsibility  to 
the  Government,  and  their  failure  to  obey  the  laws  will  endanger  their  license. 

No.  10.  Establish  throughout  the  country  a  system  of  railway  hospitals  along  lines 
of  the  present  marine  hospital  system  for  the  care  of  sick  or  injured  railroad  men,  and 
make  a  license  as  a  railroad  employee  a  pass  to  those  hospitals.  This  service  to  be 
paid  by  a  percentage  levy  from  the  wages  of  the  employees. 

This  will  supersede  the  present  system  in  vogue  on  most  roads  of  taking  a  part 
of  the  employees'  wages  for  maintaining  hospital  service,  etc.  This  system  at  present 
is  bad,  as  the  company  in  most  cases  is  in  too  close  touch  with  the  funds,  and  when  a 
man  leaves  one  road  and  engages  with  another  he  loses  all  the  benefits  that  may  be 
due  him  for  funds  contributed  to  the  road  he  left.  Under  this  system  a  man's  hospital 
contributions  would  always  be  good,  no  matter  what  road  he  worked  for  or  in  what 
section  of  the  country  he  might  be  when  in  need  of  hospital  service.  Again,  it  is 
commonly  charged  under  the  present  system  that  in  case  of  injury  to  men  who  are 
attended  by  the  company  doctors  provided  under  this  system,  that  the  service  is 
not  the  best,  as  a  dead  man  only  costs  $5,000,  while  an  injured  man  that  lives  may 
cost  much  more  for  damages.  In  this  case  the  Government  doctors  could  have  no 
interest  other  than  to  save  life  and  do  the  best  that  could  be  done. 

t  John  M.  Axtell. 

The  Doctrine  of  Selfishness  as  a  Solution  of  the   Railroad 

Problems. 

By  Glen.  B.  Winship. 

The  welfare  of  every  American  industry  and  of  every  individual 
citizen  is  involved  in  what  is  popularly  styled  the  "railroad  problem." 
National  in  scope,  it  calls  for  nation-wide  consideration. 

The  recommendations  of  the  Interstate  Commerce  Commission, 
if  carried  out,  should  alleviate  but  they  can  not  cure  the  ills  of  the 
railroads.  These  recommendations,  indeed,  were  offered  merely  as 
wartime  expedients.  But  when  the  diseased  arteries  of  our  indus- 
trial life  are  threatening  to  break  under  strain,  though  we  must 
welcome  temporary  relief,  failure  to  seek  a  permanent  cure  would 
be  courting  eventual  disaster. 

This  problem  will  be  solved  when  we  four  rival  interests — the 
owners,  the  creditors,  the  Government,  and  labor — can  be  made  to 
work  in  harmony.  They  will  not  work  in  harmony — save,  possibly, 
under  the  tress  of  war — unless  some  tangible  and  immediate  advan- 
tage is  offered  to  each. 

There  is  no  use  blinking  the  fact  that  man  is  selfish.  Theoretically 
we  concede  that  "self-preservation  is  the  first  law  of  nature,"  but 
we  hesitate  to  apply  this  fundamental  truth  to  the  solution  of  a 
practical  question.  A  direct  appeal  to  selfishness — or  to  self-interest, 
if  that  term  is  preferred — is  needed  if  America's  transportation  sys- 
tem is  to  be  saved  from  a  prolonged  and  possibly  disastrous  period 
of  inefficiency.  As  you  fight  fire  with  fire,  and  posion  with  poison, 
so  must  selfishness  solve  the  problem  it  created. 
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What  caused  the  railroad  problem  ?  Here  are  some  of  the  answers 
that  have  been  given  to  this  question : 

One  says,  "Mismanagement  for  personal  gain,"  or  "Mismanage- 
ment for  profit  of  bankers  and  financiers;"  another  says,  "The 
restrictions  placed  by  the  Interstate  Commerce  Commission  and 
other  regulatory  legislative  bodies,"  and  a  third  places  the  chief 
blame  on  "the  exactions  of  labor." 

Obviously  selfishness  was  the  cause  of  any  mismanagement  for 
personal  gain  or  profit  of  financiers.  "The  exactions  of  labor"  were 
also  inspired  by  selfishness.  Legislative  bodies  are  direct  represen- 
tatives of  the  electorate,  and  the  Federal  and  State  railway  com- 
missions are  also  representatives  of  the  people,  though  they  may 
occupy  a  pseudojudicial  position;  so  that  it  was  self-interest — vica- 
rious, if  not  individual — that  dictated  the  restrictions  which  they 
have  placed  upon  the  railroads. 

Under  existing  conditions  it  is  idle  to  say  to  labor:  "It  is  to  your 
advantage  to  restrain  your  desire  for  more  wages,  because  if  the 
companies  are  overburdened  your  menas  of  livelihood  may  be  gone." 
The  possible  advantage  is  too  remote. 

The  difficulties  of  the  roads  have  not  been  overcome  by  saying  to 
commissions  and  to  legislative  bodies:  "The  people  you  represent 
will  be  served  best  by  adopting  a  liberal  policy  toward  the  railroads 
in  respect  of  rates  and'  operating  conditions."  Even  those  commis- 
sioners and  legislators  who  admitted  the  truth  of  this  statement  were 
nevertheless  aware  that  any  substantial  advance  in  rates  or  any 
relaxing  of  operating  requirements  was  sure  to  bring  down  upon 
their  heads  a  formidable  wave  of  protest. 

Nor  would  it  be  effective  to  say  to  investors:  "You  should  be 
content  to  lend  additional  capital  to  the  railroads  at  small  rates  of 
interest,  because  otherwise  they  may  not  be  able  to  make  the  im- 
provements and  extensions  that  are  constantly  demanded,  and  your 
present  investment  may  be  imperiled."  Here  also  the  controlling 
factor  is  immediate  self-interest. 

Dismayed  by  the  consideration  of  these  conflicting  forces,  thou- 
sands of  men  are  saying,  "The  onlv  remedy  is  Government  owner- 
ship." 

Government  ownership  is  not  the  only  remedy,  and  it  would  not 
solve  the  railroad  problem.  At  best,  it  could  only  postpone  the  day 
of  reckoning. 

The  alternative  of  Government  ownership  is  an  arrangement 
which  would  appeal  directly  to  the  self-interest  of  all  four  elements, 
and  the  most  effective  appeal,  of  course,  is  monetary.  The  following 
is  suggested  as  a  tentative  outline  from  which  such  an  arrangement 
might  be  negotiated : 

The  first  essential  is  structural  unity.  War  has  made  obvious  the 
fact  that  railroads  could  best  serve  the  nation  if  operated  as  a  single 
system. 

Antitrust  legislation  became  necessary,  not  because  combinations 
were  fundamentally  wrong,  but  because  their  legitimate  advantages 
were  being  abused  for  selfish  motives.  Our  industrial  evolution 
might  be  likened  to  the  growth  of  a  boy.  His  physical  development 
is  apt  to  be  spasmodic;  his  limbs  may  shoot  out  while  his  trunk 
stands  still.  There  is  little  harmony  of  growth,  and  years  are  re- 
quired to  restore  proper  proportions.     So  with  our  industrial  evolu- 
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tion;  combinations  were  growing  too  rapidly,  and  the  rest  of  the 
industrial  system  could  not  keep  pace.  The  law  stepped  in  to  cor- 
rect abuses,  and  temporarily  stayed  the  natural  tendency  toward 
combination,  but  a  law  must  be  modified  or  discarded  when  it 
becomes  archaic  and  drags  on  the  wheels  of  progress. 

It  has  been  proposed  that  the  railroads  be  permitted  to  combine  in, 
say, five  great  groups,  on  the  supposition,  presumably,  that  an  arrange- 
ment which  has  been  tried  with  a  measure  of  success  in  the  field  of 
banking  would  perforce  be  successful  in  the  railroad  field.  But  the 
railroad  problem  is  not  a  sectional  problem;  it  is  national  in  almost 
every  sense  of  the  word.  So  to  divide  the  railway  system — just  how 
it  might  be  accomplished  has  not  been  publicly  suggested — would 
surely  foster  sectionalism,  and  the  conflict  of  selfish  interests  would 
surely  lessen  the  efficiency  and  impair  the  usefulness  of  the  Nation's 
transportation  service.  Furthermore,  whatever  advantages  are 
offered  by  the  unification  of  railways  in  a  section  of  the  country 
would  certainly  be  possessed  in  higher  degree  by  the  unifications  of 
all  the  railways  in  the  United  States. 

This  unification  might  be  brought  about  by  the  organization 
under  special  Federal  charter  of  a  corporation  authorized  to  acquire 
ownership  or  control  of  any  and  all  railroads  in  the  United  States 
(excluding  local  tractions)  either  through  purchase  of  securities 
or  otherwise,  with  the  provision  that  all  acquired  corporations  be 
dissolved  as  soon  as  legally  possible,  title  to  their  properties  being 
transferred  to  the  Federal  corporation.  It  would  be  through  this 
Federal  corporation  that  the  direct  appeal  to  the  self-interest  of  the 
four  elements  could  be  made. 

Representation  on  the  board  of  directors  would  be  in  about  the 
following  proportions:  Assuming  a  total  membership  of  19,  8  would 
be  elected  by  the  stockholders,  2  by  the  bondholders,  2  by  the 
employees,  and  the  remaining  7  would  represent  the  Government. 
On  questions  involving  the  borrowing  of  money  or  the  issuance  of 
stock  a  vote  of  75  per  cent  of  the  directors  would  be  required. 

The  corporation  and  all  of  its  securities  would  be  specifically  exempt 
from  taxation  in  so  far  as  this  could  be  constitutionally  done,  but  the 
Government  would  share  in  the  profits. 

Net  earnings  would  be  applied  about  as  follows: 

1.  Interest  and  other  fixed  charges. 

2.  Cumulative  sinking  fund,  amounting  annually  to  1  per  cent  of 
the  largest  amount  of  bonds  and  notes  at  any  time  issued  or  assumed 
by  and  outstanding  against  the  corporation,  this  fund  to  be  used  for 
the  retirement  or  purchase  of  outstanding  obligations. 

3.  Cumulative  dividends  (stock  all  common)  at  a  rate  exceeding 
by  1  per  cent  the  average  interest  rate  paid  by  the  corporation  in  the 
preceding  year. 

4.  The  balance  to  be  designated  as  surplus  earnings  and  to  be  ap- 
plied as  follows: 

a.  Thirty  per  cent  to  the  Federal  Government. 

b.  Twenty  per  cent  to  the  employees  in  a  manner  explained  in 
subsequent  paragraphs. 

c.  Twenty  per  cent  to  additions  and  betterments. 

d.  Twenty  per  cent  as  an  extra  dividend. 

e.  Ten  per  cent  to  be  set  aside  as  a  reserve  against  interest  charges. 
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Until  all  roads  were  acquired  the  rate-making  power  could  rest 
with  the  Interstate  Commerce  Commission,  this  commission  being 
granted  sufficient  authority  to  override  all  conflicting  orders  of  State 
bodies,  and  would  regulate  the  scale  of  wages. 

Probably  the  most  effective  method  of  distributing  the  employees' 
share  of  surplus  earnings  would  be  what  might  be  termed  the  "unit- 
of-interest"  method.  The  number  of  "units  of  interest"  to  which 
each  employee  would  be  entitled  would  be  calculated  at  the  end  of 
each  fiscal  year  by  multiplying  the  number  of  dollars  he  had  received 
in  wages  during  that  year  by  the  number  of  years  of  his  continuous 
service.  The  distribution  would  then  be  pro  rata,  each  employee  re- 
ceiving an  amount  bearing  the  same  ratio  to  the  total  distribution  as 
the  ratio  of  the  number  of  his  units  to  the  total  number  of  units.  But 
instead  of  distributing  the  entire  20  per  cent  of  surplus  earnings  in 
cash  to  the  employees,  there  would  be  distributed  in  cash  about  5 
per  cent,  and  in  stock  about  10  per  cent,  the  remaining  5  per  cent 
being  placed  in  a  pension  and  insurance  fund  for  their  exclusive  bene- 
fit. Full  shares  of  stock  received  in  this  way  by  the  employees  would 
have  the  same  status  as  other  shares,  but  certificates  calling  for  frac- 
tional shares  would  not  be  negotiable,  but  in  case  of  the  death  of 
the  holder  would  be  bought  back  by  the  corporation  at  par. 

In  electing  their  representatives  on  the  board  of  directors  the 
employees  would  cast  one  vote  for  each  unit  of  interest. 

It  is  not  the  purpose  of  this  article  to  set  forth  all  of  the  important 
arguments  in  favor  of  this  suggested  arrangement,  but  before  leaving 
it  to. the  mercies  of  public  opinion  it  may  be  well  to  point  out  how 
nicely  it  carries  out  the  doctrines  of  selfishness,  and  how  it  avoids  the 
most  distressing  difficulties  that  confront  the  advocates  of  Govern- 
ment ownership. 

The  Government  would  avoid  assuming  or  guaranteeing  almost 
$10,000,000,000  of  funded  debt,  and  of  satisfying  the  claims  of  the 
holders  of  some  $6,000,000,000  of  railroad  stocks.  By  this  means 
it  would  safeguard  its  own  credit,  and  at  the  same  time  would  be 
assured  of  adequate  railway  service  with  all  the  advantages  of  Gov- 
ernment ownership  and  of  private  ownership  without  their  disad- 
vantages. In  lieu  of  taxes  on  the  railway  industry  it  would  receive 
a  just  proportion  of  earnings  without  assuming  any  liability,  and  the 
amount  oi  its  proportion  of  earnings  would  be  almost  entirely  within 
its  own  control. 

Owners  of  existing  railroad  bonds  and  stocks  would  be  free  to 
negotiate  with  the  Federal  corporation  for  the  sale  of  their  holdings; 
they  would  not  be  under  compulsion  to  relinquish  what  they  now  own, 
and  there  would  be  no  occasion  for  commandeering  and  for  long- 
drawn  legal  battles.  If  the  Federal  corporation  offered  them  its 
own  bonds  in  payment,  they  would  be  content  with  a  small  rate  of 
interest  because  the  safeguard  placed  around  the  new  bonds  would 
entitle  them  to  a  rating  second  only  to  the  direct  obligations  of  the 
United  States  Government.  If  the  Federal  corporation  offered  them 
stock  in  payment,  the  extra  1  per  cent  would  compensate  for  the  fact 
that  the  dividend  rate  was  not  fixed,  and  the  added  certainty  of 
steady  payments  would  make  it  more  attractive  than  the  majority  of 
ordinary  corporate  bonds.  Then  there  would  be  the  participation  in 
surplus  earnings,  which  the  financial  world  would  regard  as  assured. 
This  would  enable  the  corporation  to  raise  its  additional  quotas  of 
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offcapital  for  improvements  and  extensions  without  recourse  to  the 
sale  of  large  amounts  of  bonds,  and  the  present  unhealthy  trend  of 
railroad  finance,  would  be  stopped. 

Labor  would  hare  a  just  representation.  Wages,  of  course,  would 
rank  ahead  of  interest  and  dividends,  and  the  share  of  surplus  earn- 
ings would  be  a  tangible  incentive  to  effort.  Employees  would  be 
reminded  of  their  partnership  in  the  industry,  not  only  by  the  receipt 
of  these  earnings  but  also  by  the  election  of  their  representatives  on 
the  board  of  directors  and  by  their  ownership  of  dividend-bearing 
stock.  Their  accumulative  or  saving  spirit  would  be  fostered,  and 
the  malcontents  would  be  opposed  first  by  the  premium  placed  upon 
continuous  service  and  second  by  the  semioilicial  character  of  the 
corporation. 

Shippers  could  raise  no  valid  objection,  because  freight  service 
would  be  improved  by  reason  of  unity  of  operation,  and  because  they 
would  have  the  same  right  of  appeal  to  the  Interstate  Commerce 
Commission  as  now. 

Railroads  not  immediately  acquired  could  have  no  basis  for  oppo- 
sition, because  they  would  enjoy  the  same  rates  as  the  Federal  cor- 
poration. At  the  same  time  they  would  soon  be  glad  to  join  the 
Federal  system,  because  they  would  find  it  difficult  to  compete  in 
the  money  markets  and  in  the  operating  field. 

There  would  be  no  basis  of  exchange  of  private  railway  securities 
for  the  bonds  of  stock  of  the  Federal  corporation.  Prices  to  be  paid 
would  be  the  subject  of  negotiation,  and  all  interests  could  feel 
.assured  that  the  prices  would  be  fair  because  a  75  per  cent  vote  of 
the  board  would  be  required. 

The  stock  as  well  as  the  bonds  of  the  Federal  corporation  would 
become  a  legal  investment  for  savings  banks  and  similar  institutions, 
and  confusion  of  interlocking  railway  corporations  and  resultant 
possibility  of  loss  on  the  part  of  investors  would  be  a  thing  of  the 
past;  and  a  premier  investment  security  would  be  created  which 
would  act  as  a  backbone  and  a  stabilizer  of  general  investment  con- 
ditions. 

Of  course,  there  would  be  some  difficulties  to  overcome,  but  these 
would  be  insignificant  in  comparison  to  those  involved  in  any  pro- 
posal of  Government  ownership  of  the  railways,  and  what  is  most 
important  of  all,  by  catering  to  the  selfish  instincts  of  everyone, 
directly  concerned  the  suggested  arrangement  would  provide  the 
maximum  of  service  without  injustice  and  without  recourse  to  the 
dangerous  experiment  which  is  now  so  persistently  urged. 

(Thereupon,  at  12  o'clock  m.,  the  committee  adjourned  until  to- 
morrow, Tuesday,  December  18,  1917,  at  10.15  o'clock  a.  m.) 
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TUESDAY,  DECEMBER  18,   1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  C. 
The  joint  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjourn- 
ment, Senator  Francis  G.  Newlands,  presiding. 

STATEMENT    OF   HON.   JOSEPH   L.    BRISTOW,    CHAIRMAN    OF 
THE    KANSAS    STATE    RAILWAY    COMMISSION. 

Mr.  Bristow.  Mr.  Chairman  and  gentlemen  of  the  committee. 
As  I  remember,  and  I  think  it  is  accurate,  something  over  a  year 
ago  when  these  hearings  were  started,  Mr.  Thorn,  representing  the 
carriers,  stated  in  a  general  way  as  a  basic  reason  for  the  investi- 
gation that  the  railroads  were  in  sore  need  of  financial  help;  that 
they  had  been  handicapped  in  their  financial  arrangements  and  in 
their  earnings  by  the  oppression  of  State  commissions,  and  in  order 
to  relieve  the  carriers  of  the  burden  which  was  thus  imposed  upon 
them  he  advocated  that  the  Interstate  Commerce  Commission  be 
given  the  authority  which  these  commissions  were  now  exercising. 

That  request,  and  the  whole  program  outlined,  as  I  remember  it, 
was  based  upon  the  statement  that  the  roads  were  financially  seri- 
ously embarrassed;  that  they  could  not  borrow  money;  ano"  that 
something  had  to  be  done. 

After  hearing  his  statement,  I,  as  chairman  of  the  committee, 
representing  the  States,  thought  that  it  would  be  useful  to  this  com- 
mittee to  have  a  study  of  the  financial  conditions  of  the  railroads. 
This  was  suggested  to  me  by  some  of  the  exhibits  that  were  presented 
in  the  western  advance  rate  cases  at  Chicago  in  the  year  1915. 
These  exhibits  that  I  refer  to  were  submitted  by  the  State  commis- 
sions, and,  acting  upon  that  idea,  I  employed  Prof.  Norton,  formerly 
of  Yale  University^  a  financial  writer,  who  wrote  for  many  years 
for  the  Wall  Street  Journal,  and  who  is  now  an  expert  on  invest- 
ments and  advises  investors  as  to  the  reliability  of  securities.  I 
employed  him  to  take  certain  exhibits  which  he  had  prepared  for 
the  States  in  this  advance  rate  case,  which  came  down  to  1914,  and 
bring  them  down  to  1916,  including  the  years  1915  and  1916,  thereby 
showing  up  to  January  1  of  this  year  what  was  the  actual  credit  of 
the  American  railways.  This  exhibit  which  I  now  present,  there- 
fore, is  not  a  matter  of  opinion  or  theory,  but  it  is  the  actual  facts. 

Prof.  Norton's  plans,  in  a  general  way,  takes  the  sales  of  securities 
that  are  made,  the  investments  in  securities,  takes  the  price  at 
which  a  bond  will  sell  in  the  market,  or  that  it  does  sell  in  the  market, 
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the  interest  rate,  the  length  of  the  term  of  the  bond,  and  then  figure 
out  what  interest  the  investor  obtains  from  that  investment. 

He  is  quite  an  eminent  authority,  and  his  plan,  in  a  general  way, 
is  to  make  a  comparison  of  the  rates  of  returns  with  what  he  terms 
the  pure  money  rate,  as  was  referred  to  by  Mr.  Brookhart  in  his 
statement,  which  is  the  investment  that  is  the  freest  from  risk  or 
expense  of  all  investments. 

Up  to  the  beginning  of  the  war  it  appeared  that  the  securities  of  the 
great  Governments  of  the  United  States,  Great  Britain,  France,  and 
Germany  wore  the  best  index  of  what  a  pure  money  rate  was,  that  is, 
what  money  itself  could  be  had  for.  The  risk  was  regarded  as  the 
smallest,  because  the  financial  reliability  of  those  Governments  was 
not  questioned.  They  were  free  from  taxes.  So  up  to  that  time  in 
the  study  which  he  made  in  the  advance  rate  case,  including  the  year 
1914,  he  took  as  the  standard  the  Governments,  and  compared  ;t-< 
well  municipal  investments  in  municipal  bonds,  the  industrial  invest- 
ments in  industrial  bonds,  and  railway  investments. 

When  I  asked  him  to  bring  the  exhibit  so  far  as  it  related  to  the 
value  of  railway  securities  on  down,  including  tin1  years  1015  and 
1916,  he  did  not  take  the  Governments  as  the  best  standard  of  a  pure 
money  rate,  because  the  credit  of  the  Governments  wTas  all  affected 
very  much  by  the  war,  and  so  he  took  in  this  study,  which  I  submit  to 
you  as  an  exhibit,  the  20  largest  cities  in  the  X'nited  States,  and  took 
their  credit,  as  the  best  measure  now  of  what  he  terms  the  pure 
money  rate. 

Mr.  Sims.  During  those  two  years? 

Mr.  Bristow.  No;  during  the  27  years  that  he  has  covered,  but  he 
made  the  comparison  in  this  exhibit  with  the  cities  instead  of  the 
Governments,  because  the  credits  of  the  Governments  were  so  shat- 
tered, that  the  comparison  he  did  not  think  was  fair.  He  says,  in  a 
preliminary  statement  of  his  investigation  here,  that  it  would  not  be 
fair  to  the  railroads  to  take  the  Government  securities  because  the 
credit  of  the  Governments  was  seriously  affected  by  the  war. 

Now  he  takes  these  roads  and  these  cities  and  their  securities  from 
1800  down  to  1916,  and  gives  in  each  year  the  interest  rate  which 
their  securities  commanded  in  the  market. 

He  has  explanations  of  each  table  that  are  very  clear.  You  will 
notice,  in  examining  the  exhibit,  that  the  lower  the  rate  of  interest 
the  better  is  the  credit  of  the  concern,  whatever  it  is.  If  the  credit  is 
first  class,  why  its  securities  find  a  market  at  a  lower  rate,  and  wher- 
ever the  figures  show  that  the  rate  was  low,  it  is  an  evidence  that  the 
credit  was  good. 

I  have  found  it  very  interesting,  and  I  think  you  gentlemen  will. 
And  this  interesting  fact  is  developed,  that  something  over  a  year 
ago  now  when  the  gentlemen  representing  the  carriers  appeared 
before  the  committee  and  stated,  in  their  most  earnest  and  forceful 
manner,  that  the  credit  of  the  railroads  was  destroyed,  it  was  better 
than  it  had  been  in  previous  years,  and  their  securities  were  selling 
at  a  lower  rate  in  the  markets  of  the  United  States. 

It  is  also  an  interesting  observation,  which  you  gentlemen  will 
learn  upon  inquiry  into  the  earnings  of  the  railroads,  and  I  have  here 
some  statistics  gathered  here  as  to  their  earnings,  which  I  will  sub- 
mit later,  that  the  earnings  of  the  railroads  in  the  year  1916,  the 
net  operating  revenue,  was  larger  than  any  year  in  the  history  of 
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American  railroads.  Nineteen  hundred  and  thirteen  was  the  next 
highest  in  net  operating  income,  but  the  net  operating  income 
for  1916  was  almost  $200,000,000  more  than  in  1913.  It  is  not 
possible  to  tell  at  this  time  what  the  net  operating  income  will  be  in 
1917  because  the  figures  are  not  available  yet,  but  the  indications 
are  that  they  will  not  be  as  large  as  they  were  in  1916.  Whether 
they  will  be  larger  than  in  1913,  of  course  I  am  unable  to  say.  The 
western  roads,  with  winch  I  am  most  familiar,  will  show  for  this 
year,  in  my  judgment,  a  larger  net  operating  income  than  in  1916: 
at  least  the)7"  show  a  larger  net  operating  income  for  the  iirst  nine 
months  of  1917  than  for  the  same  period  in  1916. 

This  is  an  interesting  comparison  with  the  credit  of  the  cities  from 
year  to  year  and  the  credit  of  the  railways,  and  it  demonstrates,  and 
there  can  be  no  theory  about  it,  it  is  simply  a  fact,  that  the  credit  of 
American  railways  up  to  January  1  of  this  year  was  not  impaired, 
and  that  it  did  not  suffer  in  comparison  with  the  20  larger  cities  in 
the  United  States,  and  I  have  Mr.  M.  A.  Chambers,  who  is  the  account- 
ant of  the  Kansas  commission,  the  chief  accountant,  and  he  is  familiar 
with  the  methods  by  which  Prof.  Norton  makes  these  calculations. 
I  am  not  familiar  with  the  details  of  it;  I  know  in  a  general  way,  as 
I  have  explained,  and  if  you  gentlemen  would  like  this  exhibit 
elaborated  upon  at  any  time  during  the  heraings,  or  while  Mr.  Cham- 
bers is  here,  he  will  be  glad  to  do  it,  or  if  you  prefer  I  could  have 
Prof.  Norton  come  down  here. 

Senator  Cummins.  How  many  railway  companies  were  included  in 
the  study  ? 

Mr.  Bristow.  Twenty  railroads.  This  study  that  I  submit  refers 
only  to  the  western  railroads.  Prof.  Norton  has  made  an  investiga- 
tion as  to  each  road.  I  did  not  ask  him  to  investigate  as  to  the 
eastern  roads  because  the  expense  would  have  been  very  much  larger 
than  this  was,  and  this  was  as  heavy  as  the  State  commissions 
could  well  meet,  and  then  for  the  purposes  for  which  I  appeared 
before  the  committee,  I  thought  this  would  be  sufficient.  I  think 
if  the  committee  should  desire,  they  would  find  any  study  Prof. 
Norton  has  made  in  regard  to  each  road  very  useful,  if  you  care  to 
go  into  it. 

Senator  Cummins.  Does  the  table  cover  all  the  roads  in  the  terri- 
tory? 

Mr.  Bristow.  The  principal  ones.  There  are  20  roads  included  in 
the  study. 

The  Chairman.  I  presume  that  includes  large  systems  ? 

Mr.  Bristow.  Oh,  yes;  the  Santa  Fe,  Union  Pacific.  Southern 
Pacific,  Frisco,  Missouri  Pacific,  and  those  roads. 

Mr.  Sims.  The  Northern  Pacific  also  ? 

Mr.  Bristow.  And  the  Northern  Pacific;  also  the  Chicago,  Burling- 
ton &  Quincy,  the  Chicago  &  Milwaukee,  the  Northwestern,  the 
Great  Northern,  the  Minneapolis  &  St.  Louis,  the  Northern  Pacific, 
the  Union  Pacific,  the  Santa  Fe,  the  Rock  Island,  the  Southern  Pacific, 
the  St.  Louis  &  §an  Francisco,  the  Kansas  City  Southern,  and  the 
Chicago  &  Alton. 

Senator  Cummmins.  Does  the  table,  or  some  one  of  the  tables,  cover 
stocks  as  well  as  bonds'? 

Mr.  Bristow.  Yes,  showing  the  market  value;  that  is,  the  market 
price  of  the  stocks  every  year.     Some  of  these  bonds,   of  course, 
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did  not  exist  in  1890,  but  whatever  year  they  came  into  existence 
their  market  value,  what  they  sell  for,  and  what  rate  of  interest  the 
investor  secured  by  the  purchase  is  shown  by  the  table,  and  the  later 
tables  show  the  price  of  railroad  stocks  during  all  of  these  years,  be- 
ginning with  1890 — show  the  loss  and  decline. 

Senator  Cummins.  Are  those  tables  taken  from  actual  operations  ? 

Mr.  Bristow.  Yes;  from  the  actual  sales. 

The  Chairman.  They  run  over  a  period  longer  than  20  years  ? 

Mr.  Bristow.  Yes;  more  than  20  years;  but  some  of  them  only 
20  years.  It  is  really  from  1890 — that  is  when  he  started  his  investi- 
gation, in  1890.  Now,  there  are  three  figures  in  the  sale  of  bonds. 
Frequently,  as  you  gentlemen  well  know,  a  railroad  may  contract 
with  a  syndicate  to  market  its  securities,  and  the  syndicate  pays  it  a 
certain  price.  The  syndicate  will  sell  to  bankers,  or  investors  of 
various  kinds,  or  dealers,  or  brokers,  and  of  course  it  would  get  more 
than  it  pays  to  the  railroad;  it  would  pay  a  profit.  Then  the  broker 
sells  to  the  public.  Now,  Prof.  Norton  has  taken  the  investments 
that  are  made  by  the  public  in  these  securities  as  the  standard  of 
their  value.  The  man  or  the  woman  that  buys  the  security  for  the 
income  he  receives  from  it,  that  he  may  have  an  investment,  he 
regards  that  as  the  proper  standard  for  the  credit  of  the  institution 
which  is  what  its  securities  bring  in  the  open  market  by  men  or 
women  who  have  money  to  invest  upon  which  they  want  an  income. 

Senator  Cummins.  Do  these  tables  cover  transactions  from  day  to 
day  in  the  stock  markets  ? 

Mr.  Bristow.  Prof.  Norton  takes  the  transactions  from  day  to  day; 
he  gives  the  average;  but,  as  I  understand  it,  he  takes  the  transactions 
of  the  stock  market,  and  he  gives  here  his  authority  for  these  figures, 
the  publication  of  which  gives  the  prices  at  which  they  are  sold — is 
stated  in  a  footnote  from  day  to  day — and  contains  the  average 
market  price  for  the  stock  for  that  day,  and  then  he  averages  it  for 
the  month  and  for  the  year.  So  you  have  the  figures  or  the  yearly 
averages  of  the  market  prices  of  these  securities. 

Senator  Cummins.  Does  the  table  show  the  volume  of  the  transac- 
tions ? 

Mr.  Bristow.  He  takes  certain  bonds.  He  does  not  take  all  the 
bonds  of  the  railroads,  because  sometimes  that  is  not  available,  but 
he  will  take  a  series  of  bonds,  as  you  will  observe,  and  run  through 
the  period  of  time,  and  in  his  notes  he  states  from  a  comparison  that 
the  securities  of  a  railroad  will  bring  about  the  same,  all  of  them 
being  practically  the  same  amount  that  bear  the  same  rate  of  interest 
and  mature  at  the  same  time,  so  as  an  index  to  the  credit  of  a  road 
it  is  accurate. 

Mr.  Esch.  So  it  shows  what  the  purchaser  pays  for  the  bond  is 
considerably  more  than  what  the  railroad  receives  'i 

Mr.  Bristow.  No. 

Mr.  Esch.  Because  you  deduct  the  syndicate's  commission  and  the 
broker's  fees. 

Mr.  Bristow.  That  will  depend,  of  course,  on,  how  the  railroad 
markets  its  securities. 

Mr.  Esch.  That  is  the  customary  way,  is  it  not,  as  you  say  with 
a  syndicate  ? 

Mr.  Bristow.  That  is  frequently  done. 

Mr.  Esch.  That  applies  to  all  flotations  of  securities,  does  it  not? 
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Mr.  Bristow.  I  suppose  it  is  usually  done.  As  I  remember  the 
Interstate  Commerce  Commission  investigation  of  the  Alton  case 
showed  Mr.  Harriman's  syndicate  sold  a  series  of  bonds  of  the 
Chicago  Railroad  to  the  stockholders,  and  Mr.  Harriman  and  three 
other  gentlemen  were  the  stockholders,  and  they  bought  them  for 
themselves,  as  I  remember,  for  65.  It  may  not  be  that  these  figures 
are  exactly  accurate,  but  they  are  approximately;  it  is  some  time 
since  I  read  it.  Harriman  then  sold  $10,000,000  for  the  stockholders 
to  the  New  York  Life  Insurance  Co.  for  96,  and  then  the  remain- 
der of  these  bonds  went  on  the  market,  and  they  brought  from  88 
to  92,  as  I  remember  it.  Now,  Prof.  Norton  would  have  taken 
what  those  bonds  brought  on  the  market  as  an  indication  of  the 
credit  of  the  railroad. 

This  is  a  discussion  of  the  financial  credit  and  standing  of  the  car- 
riers, and  this  study  indicates  what  the  public  pay  for  their  securities 
and  what  the  investor  gets  out  of  them,  showing  what  he  thinks  the 
financial  standing  of  that  railroad  is. 

Senator  Towxsexd.  Would  that  be  a  fair  way  to  determine  what 
the  railroads  get  out  of  them  ? 

Mr.  Bristow.  It  determines  the  credit  of  the  railroads;  it  deter- 
mines what  the  railroad  ought  to  get  out  of  it.  If  its  securities, 
running  at  5  per  cent,  will  sell  at  par  in  the  open  market,  and  the 
railroad  does  not  get  that  par  for  them,  it  is  not  the  fault  of  the 
public.  That  is  up  to  the  officers  of  the  railroad.  If,  as  in  the  Alton 
case,  they  prefer  to  sell  it  to  themselves  for  65  and  make  a  profit  of 
30  or  31  per  cent,  or  20  per  cent,  or  whatever  it  may  be,  why,  that 
relates  to  the  internal  management  of  the  corporation  and  is  not  a 
matter  with  which  the  public  should  be  charged.  The  credit  of  a 
railroad  depends  upon  what  the  public  is  willing  to  pay  for  its  securi- 
ties, the  same  as  the  credit  of  any  other  institution,  a  government, 
or  a  city,  or  anyone  else. 

Mr.  Sims.  When  the  owner  of  the  securities  sells  them  to  a  bank 
or  syndicate  it  is  a  wholesale  transaction,  and  when  that  bank  or 
syndicate  sells,  or  the  sales  agent  sells  it  out,  it  is  a  retail  transaction ; 
and,  of  course,  the  retail  price  is  what  the  investor  pays  and  is  willing 
to  pay,  and  the  railroad  company  or  any  other  company  that  sells 
its  bonds  that  way  saves  the  expense  of  marketing  in  detail,  and  it 
is  done  with  flotations  of  all  sorts  of  securities.  That,  I  know,  is 
frequently  the  way.     That  is  the  general  rule. 

Mr.  Bristow.  Yes.  Now,  there  is  another  feature  of  this  that  I 
desire  to  call  your  attention  to,  which  is  one  of  the  surprising  things 
to  me.  I  am  inclined  to  think,  and  this  is  simply  a  superficial  opinion 
which  I  obtained  from  reading  the  current  papers,  that  the  credits  of 
the  railroads  are  not  so  good  now;  that  is,  they  have  to  pay  a  higher  rate 
of  interest  than  they  did  a  year  ago,  at  the  time  these  hearings  began. 

Senator  Cummins.  That  is  true  of  every  kind  of  security,  is  it  not  ? 

Mr.  Bristow.  Yes.  Now,  I  have  not  any  evidence,  and  I  do  not 
think  any  has  been  obtained  anywhere,  to  show  whether  their  credit 
is  affected  more  than  other  securities.  But  it  would  be  surpris- 
ing to  me  if  it  has  not  been,  for  you  gentlemen  well  know  that 
there  has  been  a  campaign  of  publicity  deprecating  the  financial 
condition  of  the  railroads  and  picturing  in  the  most  unfortunate  and 
almost  gruesome  manner  their  financial  straits  and  difficulties,  and 

117900— 19— vol  3 Gl 


2320  INTERSTATE  AND  FOREIGN  TRANSPORTATION. 

my  judgment  is  that  there  is  no  business  concern  on  earth  that  can 
stand  on  the  housetops  and  declare  that  it  is  bankrupt,  that  can  use 
the  public  press  universally  as  the  railways  have  done  the  last  year, 
deprecating  their  own  financial  responsibility,  without  the  public 
concluding  to  some  extent  that  they  are  right. 

Mr.  Sims.  And  they  have  made  these  statements  officially  before 
the  Interstate  Commerce  Commission,  have  they  not? 

Mr.  Bristow.  Oh,  yes.  I  will  read  to  you,  before  I  get  through, 
some  of  their  statements. 

Now,  this  has  been  done  in  the  rate  cases,  as  well  as  before  this 
committee,  and  in  the  standard  magazines  articles  have  been  written 
by  able  writers  in  some  instances  stating  things  that  are  not  true, 
inadvertently — I  would  not  say  they  stated  them  deliberately,  but 
they  imagine  that  they  are  telling  the  truth  when  they  are  not — that 
the  States  have  in  a  measure  destroyed  the  credit  of  the  railroads. 

Gentlemen,  I  have  followed  these  hearings  as  closely  as  I  could 
with  my  other  work,  and  I  do  not  believe  that  you  will  find  in  this 
record  the  statement  of  an  official  act  that  any  State  commission 
has  done  that  has  injured  the  credit  of  any  individual  railroad.  A 
general  statement  may  be  made,  but  what  we  are  interested  in, 
those  of  us  that  are  representing  the  States,  is  for  them  to  state  what 
has  been  done  definitely  and  specifically,  that  has  affected  the  rail- 
roads or  the  credit  of  any  railroad  or  any  of  its  securities,  and  then 
we  will  answer  the  allegation  if  we  can.  If  we  can  not,  the  fact  is 
demonstrated  for  you  gentlemen  to  consider. 

Now,  I  have  sufficient  of  these  statements  for  each  member  of  the 
committee. 

Mr.  Esch.  Do  you  propose  to  print  these  Norton  tables  in  the 
testimony  as  part  of  your  hearing  ? 

Mr.  Bristow.  I  submit  that  to  you,  to  each  of  you  gentlemen; 
then  I  offer  this  as  an  exhibit  for  the  use  of  the  committee,  and  a 
copy  for  each  member  of  the  committee. 

Senator  Cummins.  I  think  this  exhibit  should  be  printed  as  a  part 
of  the  record.  I  think  there  is  nothing  in  it  that  can  not  be  easily 
reproduced. 

Mr.  Sims.  You  mean  an  exhibit  and  made  a  part  of  his  statement? 

Senator  Cummins.  Yes. 

Mr.  Bristow.  I  submit  it  as  an  exhibit  and  part  of  my  statement. 
Of  course,  you  gentlemen  will  determine  whether  you  will  print  it 
or  not. 

Senator  Cummins.  I  have  been  somewhat  familiar  with  them  since 
they  were  introduced  in  the  Advance  Rate  Case  hearings,  that  is 
up  to  1914,  and  I  think  that  this  exhibit,  connected  with  the  one 
that  is  introduced  in  the  Advance  Case  and  this  reproduces  that 
statement,  I  think  it  is  the  most  complete  showing  with  regard  to 
what  has  happened  to  the  railway  securities  of  this  country  that 
has  ever  been  made. 

Senator  Townsend.  Who  is  Mr.  Norton  ? 

Senator  Cummins.  He  is  a  philosopher  and  a  statistician.  He  is 
now  in  the  university. 

Senator  Townsend.  What  university  ? 

Senator  Cummins.  Yale;  and  Senator  Bristow  has  just  stated  his 
business  is  to  advise  investors  with  regard  to  the  value  of  any  securi- 
ties offered  on  the  market. 
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I  was  just  saying  that  I  think  this  exhibit  ought  to  be  printed 
in  the  record. 

The  Chairman.  If  there  is  no  objection,  it  will  be  so  ordered. 

(The  documenl  referred  to  is  printed  in  full  as  Appendix  A  to  this 
volume. ) 

Mr.  Sims.  Mr.  Chairman,  can  I  ask  a  question  of  Senator  Bristow 
now,  because  he  is  going  to  leave  this  subject  now,  as  I  understand. 

The  ( Ihairman.  ( -ertainly. 

Mr.  Sims.  Do  you,  and  does  Prof.  Norton,  treat  the  shares  of  stock 
of  a  railroad  as  a  debt,  or  liability  of  the  railroad  in  the  nature  of  a 
security  '. 

Mr.  Bristow.  They  are;  the  bonds  and  stocks  are  treated  as  securi- 
ties of  the  railroad. 

The  Chairman.  You  may  proceed. 

Mr.  Bristow.  I  have  not  dealt  with  the  bankrupt  railroads,  the 
cause  of  the  bankruptcy,  and  do  not  expect  to  in  any  statement  that 
I  make,  because  I  think  that  was  covered  by  Mr.  Thelen,  and  com- 
pletely covered.  His  statement,  in  connection  with  the  Interstate 
Commerce  Commission's  report,  plainly  indicates  why  these  railroads 
became  bankrupt ;  and  the  States  make  the  challenge,  invite  any  com- 
plainant to  state  specifically  where  any  of  their  commissions'  acts  have 
affected  the  financial  standing  of  any  of  these  bankrupt  railroads. 
We  claim  that  they  have  not,  and  that  it  can  not  be  shown  that  the 
State  commissions  have  in  any  way  impaired  the  credit  of  any  of  the 
railroads  that  have  gone  into  the  hands  of  receivers,  and  if  that  state- 
ment is  denied,  all  we  ask  is  that  the  statement  be  specifically  made 
as  to  what  they  did  that  impaired  the  credit. 

If  the  committee  should  desire  to  go  into  the  New  Haven  situation 
in  New  England,  which  is  one  of  the  acute  situations  in  the  United 
States,  Mr.  Eastman,  a  member  of  the  Massachusetts  commission,  will 
come  at  airy  time  and  appear  before  the  committee ;  and  Mr.  Niles,  of 
Xew  Hampshire,  the  chairman  of  the  New  Hampshire  commission, 
who  is  chairman  of  the  National  Association  of  Railway  Commis- 
sioners, will  be  glad  to  appear.  If  the  committee  desires  to  go  into 
the  New  England  situation  in  detail  any  more  than  they  have,  and 
if,  after  we  have  completed  our  statement,  the  States — -the  carriers — 
should  submit  any  additional  statements  that  have  not  now  been 
presented  to  the  committee  that  we  think  ought  to  be  met,  we  ask 
the  privilege  of  meeting  them. 

I  think  it  would  be  well  to  go  into  the  details  now  as  to  how  State 
commissions  work  and  what  they  do.  That  has  been  presented  by 
Mr.  Jackson,  of  Wisconsin,  and  Judge  Mills,  of  Minnesota,  but  I 
thought  it  might  not  be  a  waste  of  time  for  me  to  go  into  the  actual, 
concrete  work  in  a  little  more  detail,  so  that  you  gentlemen  may 
understand  just  what  we  do  and  how  it  affects  the  public  or  the 
interests  of  the  carriers,  and  I  think  the  Kansas  commission's  powers 
are  those  generally  exercised.  I  can  give,  if  desired,  a  list  of  States 
that  practically  exercies  the  same  powers.  Not  all  of  them  have  the 
same,  but  most  of  them  do. 

The  Kansas  commission  has  jurisdiction  over  all  common  carriers, 
including  railway  companies,  State  railways,  sleeping  car  companies, 
freight  car  lines,  equipment  companies,  pipe  lines,  and  all  other 
public  utilities. 
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The  commission  lias  jurisdiction  over  common  carriers,  includes  all 
railroad  companies,  express  companies,  street  railroads,  suburban  and 
interurban  railroads,  sleeping  car  companies,  freight  line  companies, 
pipe  line  companies,  and  public  utilities  within  the  States. 

There  is  a  statute  which  provides  that  they  shall  not  issued  any 
stocks,  bonds,  or  evidences  of  indebtedness,  unless  they  shall  have 
presented  their  application  to  the  public-utilities  commission,  and 
the  commission  has  found  that  the  statements  in  the  application  are 
true,  and  that  the  issuance  of  the  said  stocks  and  bonds  are  reasonably 
necessary  for  the  carrying  out  of  the  franchise  obligations  of  the 
utility  or  common  carrier.  And  that  is  one  authority  which  a  good 
many,  quite  a  number,  of  the  State  commissioners  think  ought  to  be 
exercised  by  the  Federal  Government.  I  am  inclined  to  think  that 
there  is  force  in  the  suggestion,  but  I  do  not  think  it  ought  to  be 
absolutely  controlled  by  the  Federal  Government,  and  I  will  give  you 
some  illustrations  that  lead  me  to  such  conclusions. 

The  Orient  Railroad  is  a  Kansas  corporation — the  Kansas  City, 
Mexican  &  Orient  Railroad.  It  is  one  of  the  Stillwell  roads,  and 
is  a  bankrupt  concern,  always  has  been,  and  will  be  probably  for 
many  years  to  come.  It  was  in  the  hands  of  a  receiver,  and  the 
officers  of  the  road  came  before  the  Kansas  commission  and  asked 
authority  to  issue  securities  aggregating  about  $70,000,000.  We 
made  an  investigation  as  to  the  value  of  the  property.  Its  cost,  as 
near  as  could  be  ascertained,  and  that  could  not  be  ascertained  ac- 
curately, was  from  $20,000,000  to  $25,000,000.  It  was  in  a  badly 
depreciated  state,  so  that  its  real  value  might  be  estimated  anywhere 
from  $15,000,000  to  $20,000,000. 

The  Chairman.  How  many  miles  of  railroad  has  it — 800  ? 

Mr.  Bristow.  I  have  forgotten  the  exact  mileage,  I  think  four 
hundred  and  something,  but  I  do  not  remember  the  exact  mileage 
now,  Senator. 

The  Kansas  commission  refused  to  permit  the  issuing  of  $70,000,000 
securities  of  bonds  and  stock  on  any  such  property  as  that. 

Senator  Towxsend.  Was  that  an  independent  line  ? 

Mr.  Bristow.  Independent;  yes,  sir.  And  the  receivership  was 
continued.  I  think  the  stockholders,  or  those  interested  parties  put 
up  some  money,  and  relieved  some  of  their  obligations,  and  it  is  not 
now  in  the  hands  of  a  receiver.  But  the  purpose  was,  of  course,  to 
set  afloat  the  $70,000,000  and  to  get  out  of  it  what  they  could. 

We  undertook  to  aid  in  the  reorganization,  and  suggested  that  if 
they  would  make  the  bonded  indebtedness  practically  the  value 
of  the  road,  and  issue  a  reasonable  amount  of  stock  to  represent  the 
control  and  the  ownership,  even  though  there  was  no  actual  physical 
value  behind  it,  that  the  commission  would  not  look  with  disfavor 
upon  a  reorganization  of  that  kind.  We  were  ready  to  do  our  part  to 
put  it  upon  a  sounder  basis  than  it  had  been.  Different  sums  were 
suggested,  five  or  ten  millions  of  stock,  as  the  case  might  be.  The 
owners,  which  were  chiefly  an  English  syndicate,  refused  to  accept 
any  issue  less  than  they  had  asked  for,  upon  the  ground  that  they 
could  not  get  so  much  money  out  of  a  small  amount  of  stock  as  a 
large  amount  of  stock.  It  was  suggested  to  them  that  the  stock  rep- 
resented all  the  value  of  the  road  over  and  above  the  bonds,  anyway, 
and  that  $5,000,000  represented  the  same  property  that  $30,000,000 
would,  and  their  statement  was  that  they  could  not  sell  $5,000,000  for 
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par  nearly  so  easily  as  they  could  sell  $30,000,000  for  one-sixth  of 
par;  that  the  larger  the  volume  of  securities  the  more  money  (hoy 
could  get,  because  a  man  would  pay  more  for  200  shares  of  stock  rep- 
resenting the  same  value  than  he  Mould  for  100  shares.  There  is  a 
speculative  feature  about  stocks:  they  rise  and  fall,  and  they  are 
manipulated  on  the  markets,  and  the  dealers  can  gel  rid  of  them  for 
more  money  if  they  had  the  larger  amount  than  a  small  amount 
on  the  same  value  of  property.  We  did  not  think  that  such  policy 
in  the  public  interest  and  we  refused  it. 

I  do  not  think  that  any  Federal  board  ought  to  have  the  authority, 
independent  of  the  State  and  without  the  knowledge  of  the  State,  or 
any  notice  to  the  State,  or  any  protest  from  the  State,  to  pass  upon 
a  question  in  which  the  people  of  the  State  are  primarily  more  inter- 
ested than  the  United  States  at  large. 

I  will  illustrate  that  view  in  a  different  line.  The  Missouri  Pacific 
Railroad  lias  about  3,000  miles  of  mileage  in  Kansas.  It  has  been 
financially  in  a  bad  way.  Some  years  ago  it  was  put  in  the  hands 
of  a  receiver.  Now,  from  its  statements  made  by  the  officers  of  that 
road,  its  financial  trouble,  which  resulted  in  a  receivership,  came 
from  its  acquiring  the  Denver  &  Rio  Grande  which  had  acquired  the 
'Western  Pacific,  the  Western  Pacific  being  a  failure  and  too  heavy  a 
load  for  the  Rio  Grande  to  carry,  took  it  down,  and  the  Rio  Grande 
and  the  Western  Pacific,  being  too  heavy  a  load  for  the  Missouri 
Pacific  to  carry,  the  Missouri  Pacific  went  down.  The  result  was  that 
the  people  of  our  State  had  an  inferior  service — a  wretched  service — 
for  many  years,  while  the  road  was  in  the  hands  of  a  receiver:  claims 
against  it  for  destruction  of  property  could  not  be  collected:  the 
claimants  had  to  wait,  and  the  interests  of  the  people  of  that  State 
were  seriously  injured  by  the  mortgaging  of  this  road  and  the  invest- 
ment of  the  money  in  foreign  lines,  so  the  interests  of  our  State  were 
vitally  associated  with  the  mortgaging  of  the  Missouri  Pacific  road. 
Its  capitalization  was  increased  in  order  to  obtain  these  properties 
as  stated,  and  I  think  if  the  committee  contemplates  placing  the 
issuing  of  securities  in  the  hands  of  the  Federal  Government  that 
there  should  also  be  some  provision  whereby  a  State  may  be  heard 
and  heard  effectively,  to  protect  its  interests  when  involved,  as  they 
certainly  were  in  this  case. 

The  Chairman.  Senator,  were  you  ever  able  to  understand  why  it 
was  that  the  Missouri  Pacific  engaged  in  that  transaction  of  building 
the  Western  Pacific  '. 

Mr.  Bristow.  I  suppose  they  were  ambitious  for  a  transcontinental 
railroad.     That  was  the  current  rumor. 

The  Chairman.  It  parallels  the  Central  Pacific  through  my  State; 
quite  an  unproductive  region.  I  could  not  understand  what  it  was 
that  prompted  that  railroad  to  enter  upon  that  investment. 

Mr.  Bristow.  Senator,  I  have  no  information  except  that  which 
comes  from  current  rumors,  and  that  is  the  Goulds,  who  at  that  time 
controlled  the  Missouri  Pacific,  were  exceedingly  anxious  to  have 
a  transcontinental  line  to  meet  some  competitive  conditions  that 
existed. 

Senator  Cummins.  The  answer  might  be  that  the  roads  were  de- 
sirous of  enjoying  the  low  rates  that  were  in  force  to  Pacific  coast 
points. 


2324  INTERSTATE   AND   FOREIGN   TRANSPORTATION. 

Mr.  Bristow.  Again  referring  to  the  Missouri  Pacific,  the  Missouri 
Pacific  at  the  time  the  hearing  started  was  in  the  hands  of  a  receiver. 
It  has  been  reorganized  and  is  now  out  and  doing  a  very  good  business ; 
much  better  than  those  of  us  who  were  familiar  with  its  affairs  ex- 
pected. But  in  its  reorganization  the  reorganizes  thought  to  get 
rid  of  what  is  known  in  our  State  as  the  Madison  branch. 

Senator  Cummins.  Before  you  go  into  that,  I  did  not  understand 
what  you  just  said  a  moment  ago.  Do  you  believe  that  the  State 
commission  should  have  the  power  to  override  the  decision  of  the 
Interstate  Commerce  Commission  on  the  point,  or  simply  that  the 
State  commission  shall  have  an  opportunity  to  be  heard  in  the  de- 
cision, before  the  decision  is  made  ? 

Mr.  Esch.  In  other  words,  what  do  you  mean  by  the  State  com- 
missions being  effectively  heard  ? 

Senator  Robixsox.  Yes ;  I  had  the  same  thought. 

Mr.  Bristow.  To  tell  the  truth,  it  is  just  a  little  hard  for  me  to 
draw  the  line.  I  believe  the  Federal  Government  ought  to  have 
control  of  the  general  subject,  but  I  do  think  that  some  provision 
should  be  made  by  which  the  State  can  protect  itself  from  an  abuse. 
Now,  it  might  be  perfectly  safe  to  have  a  hearing  and  its  opportunity 
to  present  its  objections.  If  that  is  no  more  effectively  done  than  it 
is  frequently  done  in  rate  matters,  it  would  not  be  of  much  use. 

Senator  Cummins.  But  if  the  Intertstate  Commerce  Commission 
were  restricted  so  that  it  could  not  authorize  the  issuance  of  securities 
unless  the  railroad  companies  received  the  full  benefit  of  the  securi- 
ties— that  is,  unless  they  were  paid  for  the  money  invested  in  the 
betterment  of  the  property — that  would  be  sufficient  protection  for 
anybody,  would  it  not  '. 

Mi'.  Bristow.  Oh,  you  can  put  restrictions  around  it  and  then  give 
the  States  an  opportunity  to  be  heard  and  probably  protect  them. 

Senator  Robixsox.  Would  you  favor  giving  the  States  power  to 
require  that  a  given  protion  of  the  proceeds  of  stocks  and  bonds 
authorized  to  be  issued  by  the  Interstate  Commerce  Commission 
should  be  expended  within  that  State  '. 

Mr.  Bristow.  Xo,  I  do  not  think  that  rigid  requirement  would  be 
wise,  because  sometimes  it  is  important  to  the  people  of  the  State  that 
an  improvement  be  made  outside  the  State — terminals  and  things  of 
that  kind.  But  I  do  think  that  it  is  usual.  The  Missouri  Pacific 
was  mortgaged  in  Kansas  very  greatly  to  the  detriment  of  the  Kansas 
people  and  the  money  spent  all  outside  of  the  State,  and  foolishly 
spent. 

Senator  Robixsox.  And  the  people  of  Kansas  had  to  help  pav 
for  it  i 

"Sir.  Bristow.  The  people  of  Kansas  had  to  help  pay  for  it,  and 
had  to  suffer  a  very  great  loss  in  the  inferior  service  as  a  result  of  it. 

You  gentlemen  who  have  had  longer  experience  in  these  things 
than  I  have,  I  believe  you  will  all  agree  with  me  that  there  ought  to 
be  some  provision  by  which  the  State  may  protect  itself  from  abuses 
of  that  kind.  The  State  commissions  can  do  it;  they  have  this  power, 
now,  and  I  think  many  of  them  do  protect  their  States. 

Mr.  Doremus.  Senator,  would  you  permit  a  question  right  there? 

Mr.  Bristow.  Yes,  sir. 

Mr.  Doremfs.  Would  the  purpose  you  have  in  mind  be  served  if 
the  law  provided  that  any  State  affected  would  be  made  a  party  to 
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any  proceeding  before  the  Interstate  Commerce  Commission  for  the 
issuance  of  stocks  and  bonds  ? 

Mr.  Bristow.  That  would  be  very  much  better  than  not  to  do  it. 
Whether  that  would  always  protect  the  State  or  not  I  could  not  say. 

Mr.  Doremus.  Of  course  to  make  a  provision  of  that  kind  effective, 
the  Federal  Government  would  have  to  be  supreme  in  the  final 
analysis  ? 

Mr.  Bristow.  Yes. 

Senator  Robinson.  You  certainly  would  not  favor,  at  least  with- 
out more  consideration,  making  the  State  subject  to  suit  every  time 
a  controvers}'  of  that  kind  arose  in  a  Federal  jurisdiction.  That 
would  make  the  States  common  parties  defendant. 

Mr.  Bristow.  As  I  understand,  it  would  not  be  a  suit;  it  would 
be  a  proceeding  before  the  Interstate  Commerce  Commission,  and  the 
State  would  be  represented  at  that  proceeding;  it  would  be  in  the 
nature  of  a  hearing,  and  the  States  would  not  be  defendants,  they 
would  simply 

Senator  Robinson.  But  it  would  be  a  proceeding  which  might  be 
determined  against  them,  against  their  interest,  which  for  every  sub- 
stantial purpose  would  constitute  a  suit  against  the  States  and  the 
people  of  the  States.  That  is  the  point  I  make.  Whenever  you 
recognize  the  Federal  jurisdiction  as  supreme,  as  Judge  Doremus  has 
just  suggested,  and  the  States  must  be  made  parties  to  these  pro- 
ceedings, you  have  virtually  provided  for  suing  the  States  in  all 
those  proceedings. 

Mr.  Doremus.  I  had  not  that  in  mind.  Here  is  a  railroad  that 
goes  before  some  Federal  authority  and  asks  permission  to  issue  bonds 
or  stocks;  the  State  of  Kansas,  we  will  assume,  is  interested  in  that 
question.  It  seems  to  me  that  the  State  of  Kansas  ought  to  have 
an  opportunity  to  be  heard.  It  does  not  necessarily  make  it  a 
party  defendant  to  the  suit  but  for  the  protection  of  their  own 
interests. 

Senator  Robinson.  The  point  I  am  making  is  that  if  the  State 
has  an  interest  in  it  and  gives  them  notice,  and  by  that  proceeding 
precludes  their  interest,  and  it  would  not  be  valuable  unless  it  did 
construe,  in  effect  and  in  law,  a  res  adjudicata,  when  it  had  been 
determined,  you,  in  effect,  would  be  suing  the  State  and  rendering 
a  judgment  against  it  or  in  favor  of  it,  whichever  it  might  be.  I  do 
not  say  it  is  not  a  practical  way  to  do  it,  but  I  point  out  that  would, 
in  my  judgment,  constitute  a  proceeding  against  the  State. 

Mr.  Doremus.  Possibly  it  would  not  be  necessary  to  compel  the 
State  to  appear  in  a  proceeding,  but  it  seems  to  me  they  should 
have  permission  to  appear  if  they  thought  their  interests  warranted. 

Mr.  Sims.  And  it  would  amount  to  their  simply  making  an  argu- 
ment and  getting  what  they  could  and  taking  what  there  was. 

Mr.  Doremus.  I  was  just  wondering  if  the  Senator's  purpose,  the 
one  he  was  just  indicating  here,  would  be  served  by  some  sort  of  a 
provision  of  that  kind. 

Mr.  Bristow.  It  has  been  suggested  to  me  that  the  valuation  law, 
under  which  the  Interstate  Commerce  Commission  is  now  valuing 
the  railroads,  does  provide  that  the  States  shall  be  included  and 
service  shall  be  rendered  upon  them  of  the  tentative  valuation  of  the 
railroads,  and  that  they  be  permitted  to  be  heard.  The  States  are 
being  heard  under  that,  and  it  is  quite  a  burden  upon  the  States  to 
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appear  and  take  part  in  all  these  proceedings,  but  it  is  necessary  and 
it  would  be  very  necessar)^  under  such  a  proceeding  as  you  suggest. 
But  some  means  ought  to  be  provided  whereby  the  States  may 
protect  themselves  against  abuses. 

Senator  Cummins.  No  matter  what  form  it  may  take,  the  vital 
question  is  whether  the  decision  shall  finally  rest  with  the  Federal 
tribunal  or  with  the  State  tribunal. 

Mr.  Bristow.  I  will  say  this,  that  I  think  the  majority  of  the 
State  commission  think  that  ultimate  authority  should  rest  with  the 
Federal  Government.  They  do  not  all.  There  is  a  difference  of 
opinion  that  is  quite  radical,  some  members  of  the  committee  of  which 
I  am  chairman  have  radical  notions.  Judge  Thompson,  of  Illinois, 
was  to  appear  and  make  an  argument,  but  he  since  has  been  retired 
from  that  commission  and  will  not  be  here. 

I  was  going  to  illustrate  another  phase  of  this  that  makes  it  very 
desirable  that  the  States  should  have  an  opportunity  to  be  heard 
and  protect  themselves,  and  that  is  in  the  reorganization  of  the  Mis- 
souri Pacific  they  desire  to  eliminate  the  "Madison  Branch."  The 
Madison  Branch  was  constructed  a  few  miles  in  Missouri  and  100 
miles  in  Kansas,  I  think  4  miles  in  Missouri,  some  30  years  ago,  and 
was  acquired  afterwards  by  the  Missouri  Pacific  Railroad,  but  its 
organization  separate  and  its  bonds  were  bonds  on  the  "Madison 
Branch"  and  not  Missouri  Pacific  bonds.  This  branch  never  had 
been  very  prosperous.  It  had  been  neglected;  the  Missouri  Pacific 
had  operated  it  for  approximately  30  years,  and  communities  had 
developed  along  the  line.  In  the  meantime  the  territory  had  been 
crossed  by  a  number  of  competing  lines,  and  in  the  reorganization 
they  sought  to  cast  it  off  as  an  unprofitable  branch.  What  would 
have  become  of  it  nobod}T  knows.  The  Kansas  commission  held 
that  the  people  who  lived  upon  that  road  had  a  right  to  a  railway 
service  which  they  had  had  for  a  generation,  and  that  the  Missouri 
Pacific  had  no  right  to  discontinue  it,  and  insisted  that  it  be  retained 
as  a  part  of  the  system.  After  a  thorough  investigation  it  was  our 
opinion  that  if  properly  operated  it  would  pay  its  way,  and  that 
branch  lines,  considered  in  and  of  themselves,  frequently  do  not  pay, 
but,  as  a  part  of  a  system,  they  are  desirable,  and  certainly  desirable 
so  far  as  the  public  is  concerned  that  depends  upon  them  for  facilities. 

We  had  one  case  in  regard  to  the  maintaining  of  a  passenger  train 
on  this  branch  that  went  to  the  Supreme  Court  of  the  United  States, 
and  the  Supreme  Court  of  the  United  States  decided  that  it  was  a 
charter  obligation  of  the  company  to  maintain  it  and  furnish  the 
service.  After  the  case  had  been  heard,  the  Missouri  Pacific  revised 
its  organization  plans  and  took  the  Madison  Branch,  made  some 
applications  as  to  service  on  it,  which  were  granted,  and  it  is  now 
being  operated  fairly  well.  If  we  had  had  nothing  to  do  with  bond- 
ing of  the  reorganized  company,  if  the  State  had  no  authority,  of 
course  that  would  doubtless  have  been  lost,  greatly  to  the  detriment 
of  that  section  of  the  State  of  Kansas. 

I  offer  this  as  a  reason  why  this  authority  of  the  issuance  of  stocks 
and  bonds  should  be  controlled  in  some  way  by  the  States,  so  that 
the  rights  of  the  States  may  be  protected  in  dealing  with  these  local 
matters. 

No  public  utility  can  transact  business  in  Kansas  without  obtain- 
ing the  authority  from  the  commission,  and  of  course  that  gives  the 
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commission  the  opportunity  to  prevent  duplication  of  service.  The 
Kansas  commission  proceeds  with  a  good  deal  of  care  in  preventing 
'the  establishment  of  a  utility  if  the  investors  think  there  is  any 
necessity  for  it.  We  have  refused  to  grant  the  authority  where  we 
thought  it  was  for  some  purpose  other  than  a  good  one,  but  as  a  rule 
we  permit  any  investor  to  engage  in  public  service  who  desires,  and 
we  are  rather  liberal  in  this  respect. 

The  franchise  can  not  be  assigned,  nor  a  property  sold,  without 
the  consent  of  the  commission.  We  may  have  refused  to  consent 
to  the  transfer  or  assignment  of  properties  at  some  time,  but  I  do 
not  remember  that  we  have.  As  a  rule,  it  is  always  permitted. 
But  we  have  the  authority  to  inquire  into  the  reasons  for  such  sale. 

If  we  had  had  this  authority  some  years  ago  it  would  have  been 
exercised  in  the  case  of  railroads,  and  would  have  saved  a  great 
deal  of  trouble.  I  will  not  go  into  that  now,  because  it  is  a  detail, 
and  I  may  refer  to  it  later. 

As  to  the  service  we  can  require  a  sufficient  and  efficient  service. 
We  can  require  passenger  service  or  require  trains  to  be  run  in  addi- 
tion to  those  that  are  run.  We  can  forbid  trains  from  being  taken 
off  that  are  in  operation,  and  that  is  exercised  some  time  against  the 
protest  of  the  carriers,  but  never  unless  the  commission  is  convinced 
that  the  public  service  requires  it. 

Recently  the  Missouri  Pacific  Railroad  came  before  the  Kansas 
commission  and  asked  it  to  discontinue  14  trains.  We  listened  to 
their  statements,  investigated  the  matter,  and  consented  for  them 
to  take  them  all  off.  It  was  urged  upon  the  ground  of  military 
necessity.  It  appeared,  after  the  trains  were  taken  off,  that  there 
were  two  of  the  trains  that  should  not  have  been  taken  off;  that  it 
served  no  military  purpose.  Mr.  Bush,  the  president  of  the  com- 
pany, was  before  the  commission,  and  from  his  statement  it  ap- 
peared that  this  train  would  serve  a  military  purpose  by  its  discon- 
tinuance, and  its  equipment  could  be  used  in  the  movement  of  mili- 
tary supplies,  but  he  was  mistaken  as  to  that,  misled  by  reports  of 
his  subordinates,  of  course,  because  he  would  not  state  it  unless  he 
believed  it  to  be  true.  Complaints  came,  very  bitter  complaints, 
and  justifiable  complaints  to  the  commission,  and  I  notified  Mr. 
Bush  that  he  had  been  mistaken  as  to  the  train,  and  that  it  ought 
to  be  restored.  He  refused  to  restore  it,  I  suppose,  on  the  recom- 
mendation of  insubordinates.  The  commission,  as  was  its  custom, 
immediately  fixed  a  hearing  at  Jewell  City,  which  was  the  principal 
town  affected  by  the  discontinuance  of  this  train,  and  cited  Missouri 
Pacific  officials  to  show  cause  why  it  should  not  be  restored.  Then 
a  representative  of  the  Missouri  Pacific  came  to  the  commission  in 
Topeka  and  asked  to  confer  with  me  after  the  conference  and,  exam- 
ining the  records  we  had  there  of  the  complaints,  he  notified  us  the 
train  would  be  restored  and  it  was  restored. 

If  the  people  of  that  community  had  had  to  come  to  Washington, 
it  would  have  been  impossible.  There  was  an  injustice  to  those 
communities,  a  train  that  had  been  run  for  40  years  was  discon- 
tinued inadvertently  by  the  higher  authorities  of  the  Missouri  Pa- 
cific system.  And  when  they  understood  the  local  facts,  as  the 
commission  understood  them,  they  restored  it.  That  illustrates  the 
absolute  importance  to  the  people  of  these  communities  that  the 
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State  commissions,  which  represent  them,  have  authority  in  local 
affairs. 

Mr.  Sims.  What  would  have  been  the  penalty  if  they  had  refused 
to  restore  the  train  ? 

Mr.  Bristow.  Well,  we  would  have  made  an  order,  and  they  could 
have  gone  to  court;  if  we  had  succeeded  in  maintaining  the  order 
in  court,  they  would  have  had  to  obey  the  order  or  pay  $100  a  day 
fine. 

Mr.  Sims.  The  penalty  is  $100  a  day  for  failure  to  comply? 

Mr.  Bristow.  Yes.  The  regulation  of  carriers  is  a  development. 
Our  railroad  commission  was  created  first  in  Kansas  in  1883.  It  was 
advisory,  it  had  no  authority,  and  of  course  practically  it  did  not 
amount  to  anything.  It  had  as  its  members  some  very  estimable 
gentlemen,  and  gave  them  some  very  desirable  positions  for  a  num- 
ber of  years.  In  those  days  there  were  passes  over  all  the  railroads 
in  the  United  States,  and  these  men  had  good  times,  but  so  far  as 
the  effect  of  their  official  action  it  was  of  little  consequence  until 
1905,  when  the  commission  was  given  authority  to  make  orders 
and  enforce  them.  Since  then  it  has  been  effective.  In  1911  the 
railroad  commission  was  succeeded  by  the  utilities  commission,  the 
existing  body,  and  its  authorities  very  greatly  extended,  and  I  am 
discussing  the  authority  of  that  utilities  commission  now. 

The  tendency  has  been  to  increase  the  authority  of  the  utilities 
commission.  I  think  this  is  true  throughout  the  Union.  The  in- 
creased authority  gives  better  service,  brings  the  carriers  in  closer 
contact  with  their  constituents,  and  is  useful  to  them.  I  am  con- 
vinced of  that.  It  is  the  practice  of  our  commission,  when  a  com- 
plaint is  made  as  to  service,  to  set  the  hearing  in  the  community 
that  is  affected,  invite  the  complainants  to  present  their  case  and 
the  railroad  officials  to  be  there  and  answer  the  complaints.  We  go 
to  the  towns  and  the  public  comes,  sometimes  in  large  numbers,  and 
the  railroad  officials  are  there  and  the  railroad  officials  hear  the  side 
of  the  public  as  presented  to  us. 

Out  there  in  our  country  it  is  presented  with  a  good  deal  of  vigor 
at  times.  The  officials  answer  the  accusations,  and  they  are  not 
always  mild-mannered,  but  as  a  rule  the  result  is  there  is  a  much 
better  understanding,  as  railroad  gentlemen  well  know,  between  the 
patrons  of  the  road  and  the  officers  of  the  road,  especially  the  oper- 
ating officers. 

I  remember  we  had  one  case  in  regard  to  the  discontinuance  of 
some  trains  requested  by  the  Union  Pacific  Railroad  on  what  is  called 
the  Lincoln  Branch  and  on  the  main  line  west  of  Salina.  There  were 
about  30  towns  interested,  and  we  set  the  hearing  at  Salina.  They 
were  well  represented  by  their  boards  of  trade  and  large  shippers, 
and  when  they  met  in  the  city  hall  there  were  50  or  75  men  there 
representing  the  shipment  of  millions  of  tons,  and  they  expressed 
themselves  unhesitatingly  in  regard  to  the  necessity  of  these  trains 
and  their  desirability  and  usefulness.  Mr.  Loomis,  the  general 
attorney  for  the  system,  was  there  and  represented  the  carrier,  also 
the  general  passenger  agent  and  a  number  of  subordinate  officers, 
including  the  general  superintendent.  After  the  hearing  was  over 
and  both  sides  had  been  heard  Mr.  Loomis,  representing  the  company, 
stated  that  the  road  would  not  ask  for  the  discontinuance  of  those 
trains  at  that  time  and  would  hot  request  it  at  all  unless  the  military 
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emergency  became  so  acute  that  it  was  necessary,  and  in  that  event 
he  would  appeal  to  the  commission  for  such  permission.  It  was 
settled.  Everybody  was  satisfied.  There  has  been  no  such  request 
and  I  am  not  anticipating  any,  because  the  trains  are  needed,  and 
I  think  the  statements  made  convinced  the  responsible  officers  of  this 
company  they  ought  not  to  be  removed.  It  was  not  to  the  interest 
of  the  company  nor  to  the  interest  of  their  patrons  to  have  them 
removed. 

Now,  gentlemen,  we  have  hearings  of  that  kind  in  Kansas  every 
month,  not  only  relating  to  railroads  but  every  other  kind  of  utility, 
and  it  is  exceedingly  useful,  and  if  the  railroad  officers  in  the  last 
30  years  had  had  to  meet  the  complaints  of  their  patrons  direct 
there  would  have  been  a  much  better  feeling  in  many  communities 
than  there  is  now. 

We  have,  as  the  other  commissions  have  indicated  to  you,  two 
forms  of  complaint.  There  is  the  formal  complaint  and  the  informal 
complaint.  Every  day  there  comes  some  kind  of  complaint  to  the 
commission  against  some  public-service  utility,  and  every  day, 
I  think,  against  the  railroads.  Some  of  them  are  simple,  some  of  them 
are  not  sound.  We  take  it  up  by  correspondence  with  the  carriers 
and  the  carriers  explain  their  side  of  it.  We  send  a  copy  of  that 
letter  to  the  complainant.  Frequently  that  is  the  end  of  it,  because 
the  complainant  is  satisfied  with  the  letter.  Frequently  the  carrier 
meets  the  complaint  without  any  hesitation.  That  ends  it.  We  have 
hundreds  of  cases  like  that  that  never  go  any  further. 

We  have  not  any  authority  to  collect  claims,  but  I  suppose  we  all 
adjust  those.  Some  man  ships  his  household  goods  and  claims  there 
has  been  an  overcharge.  We  take  it  up  with  the  company  and  ask 
the  company  to  adjust  it.  The  company  goes  there  and  adjusts  it, 
and  we  hardly  ever  hear  about  it  any  more.  We  are  a  kind  of  clearing 
house  for  complaints  of  that  kind,  and  the  commission  is  very  useful 
to  a  great  many  people  who  never  could  go  to  court  without  great 
expense,  and  never  would. 

When  one  of  the  commissioners  was  appearing  before  this  com- 
mittee, I  think  Mr.  Esch  asked,  or  referred  to  a  large  number  of  infor- 
mal complaints  that  come  before  the  Interstate  Commerce  Commis- 
sion that  are  never  heard  of.  The  policy  of  the  commission  is  to 
ask  the  carrier  to  make  a  statement,  as  I  understand  it,  and  the 
statement  is  sent  to  the  complainant  and  he  is  advised,  if  he  wants  to 
make  a  further  complaint,  to  make  it,  and  the  commission  never 
hears  of  it  any  more.  Of  course  it  would  not  unless  there  was  a 
large  amount  involved,  because  the  ordinary  man  can  not  afford  to 
go  before  the  Interstate  Commerce  Commission.  It  costs  him  too 
much.  We  had  a  complaint — a  shipper  in  my  community,  I  remem- 
ber, had  a  complaint — against  the  Union  Pacific  some  years  ago  in 
regard  to  the  sugar  rate,  and  he  took  it  before  the  Interstate  Commerce 
Commission,  and  it  cost  him  $5,000  in  expenses  ultimately  to  get 
what  was  manifestly  just:  he  finally  got  his  decision,  but  it  is  too 
expensive;  the  ordinary  man  can  not  do  it.  It  is  just  as  desirable 
to  have  these  functions  exercised  by  State  commissions  as  to  have 
your  local  courts,  your  local  State  governments,  or  any  other  kind  of 
local  government  within  the  community. 

We  have  the  informal  complaint.  If  we  can  not  adjust  the  differ- 
ence we  set  it  for  hearing  and  hear  the  complaint  and  pass  upon  it. 
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We  are  very  liberal.  We  also,  if  we  think  a  condition  is  undesirable 
and  ought  to  be  investigated,  start  an  investigation  on  our  own 
motion  and  cite  the  railroads  to  appear  and  have  hearings  of  that 
kind. 

To  show  the  nature  of  these  complaints,  the  character  of  them,  I 
will  read  some  of  the  statistics  that  I  had  compiled  of  the  action  of 
our  commission  for  two  years. 

From  December  1,  1914,  to  November  30,  1916 — this  was  prepared 
when  the  hearings  started,  after  the  railroads  had  made  their  initial 
statement,  and  intended  to  be  used,  supposing  that  the  hearings 
would  continue,  and  I  have  not  had  them  brought  down  to  date 
because  I  did  not  think  it  necessary.  It  would  not  show  any  material 
difference  in  the  situation,  but  during  those  two  years  there  were 
formal  complaints  filed  against  the  railroads  in  Kansas,  33  in  regard 
to  rates,  19  in  regard  to  service,  24  in  regard  to  facilities — that  is, 
insufficient  depot  facilities  or  sidings,  or  something  of  that  kind — and 
7  relating  to  other  matters.     Those  were  the  formal  complaints. 

Of  informal  complaints,  there  were  96  relating  to  rates,  87  relating 
to  service,  132  to  facilities,  and  293  to  other  matters;  199  of  the  293 
related  to  car  shortages.  The  car  shortages  in  Kansas  last  year  were 
much  more  acute  than  they  are  this  year. 

Now,  it  may  be  interesting  to  know  how  these  complaints  are 
disposed  of. 

Senator  Robinson.  Could  you  state  briefly  what  you  attribute 
that  fact  to  ? 

Mr.  Bristow.  The  heavy  wheat  crop  we  had  last  year.  We  had 
a  short  wheat  crop  this  year.  The  car  shortage  in  Kansas  last  year 
was  very  acute. 

It  may  be  of  some  interest  to  this  committee  for  me  to  explain  to 
you  gentlemen  just  the  nature  of  these  complaints,  199.  I  will  tell 
you  about  the  case  at  Ellis,  because  it  will  give  you  an  idea  as  to  how 
the  commission  operates.  There  are  three  elevators  at  Ellis.  It  is  in 
central  Kansas,  in  Ellis  County.  It  is  a  great  wheat  country.  Those 
elevators  were  all  full,  and  bitter  complaint  was  made  that  there 
were  no  cars.  We  took  that  up  with  the  Union  Pacific,  and  we  set 
a  hearing  at  Ellis.  The  shippers  were  there,  and  the  representatives 
of  the  public  were  there.  The  commission  investigated  the  situation 
personally.  The  day  we  were  there  there  were  150  wagons  full  of 
wheat  standing  around  the  elevators;  all  three  of  them  were  full,  and 
they  were  only  getting  a  car  or  so  a  day.  Some  of  these  wagons  the 
farmers  had  driven  in  from  10  to  12  miles,  and  they  could  not  sell 
their  wheat,  there  was  no  place  to  put  it,  and  there  they  waited. 
Some  of  them  had  to  leave  their  wagons  there  a  week. 

At  a  station  some  40  miles  west  they  dumped  the  wheat  out  on  the 
ground,  so  that  I  saw  there  at  one  time  last  fall  at  least  25,000  bushels 
of  wheat  piled  out  on  the  ground;  it  rained  on  it  and  it  was  growing 
around  the  edges  and  out  the  top,  a  good  deal  of  it  spoiled.  After 
the  hearing  we  decided  the  case  and  outlined  a  rule  for  furnishing  cars. 
A  committee  of  farmers  visited  the  legislature  last  winter  and  under- 
took to  get  a  law  passed  requiring  the  railroads  to  furnish  the  cars 
and  fixing  a  penalty  if  they  did  not,  but  it  was  compromised  finally 
between  the  carriers  and  the  representatives  of  the  committee  by 
leaving  it  in  the  hands  of  the  utility  commission  to  adjust  any  com- 
plaints and  difficulties,  andjwe  formulated  a  rule,  and  the  carriers  are 
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undertaking  to  carry  it  out.  It  is  satisfactory  to  both  the  shippers 
and  the  earners.  It  is  only  troublesome  when  the  carriers  have  not 
the  cars  to  keep  the  elevators  open.  Our  finding  was  that  they 
should  keep  the  elevators  open  so  any  man  who  owned  an  elevator 
could  be  in  the  market  to  buy  the  grain,  so  that  when  a  farmer  came 
in  with  his  grain  he  could  have  the  advantage  of  a  competitive 
market.  If  the  elevators  were  all  full  and  there  were  a  lot  of  wagons 
si  anding  around,  they  wore  to  permit  them  to  unload  from  the  wagons 
first,  so  as  to  relieve  the  farmer,  his  team  and  wagon,  and  let  him  go 
back  home.     The  rule  has  worked  very  well. 

The  Interstate  Commerce  Commission  can  not  have  an  agency  that 
can  perform  those  functions  so  well  as  the  States;  it  is  too  remote. 
The  carriers  got  rid  of  a  violent  controversy  there  that  was  damaging 
and  somewhat  dangerous,  because  there  was  great  ill  feeling  engen- 
dered, but  when  the  farmers  saw  that  the  commission  was  doing 
everything  it  could,  they  believed  it  was  trying  to  help  them  and  felt 
friendly,  and  the  carriers  submitted  to  our  authority  in  the  matter. 

Here,  gentlemen,  I  want  to  make  this  observation,  and  I  think  it 
is  sound — that  a  local  authority,  that  understands  the  people,  that 
comes  in  daily  contact  with  them,  is  a  better  authority  to  handle 
those  local  affairs  than  any  authority  located  1,000  or  1,500  miles 
away.  It  can  be  done  better,  and  I  know  it  is  better  for  the  carriers. 
As  a  rule  you  get  good  men  in  these  positions;  you  have  got  to  trust 
men  in  some  capacity,  and  my  experience  has  been  that  the  men  who 
are  performing  these  functions  of  State  railway  commissions  are  as 
high  a  grade  of  men  as  you  will  find  in  the  service  anywhere.  They 
measure  up  to  the  responsibility  just  as  well  as  men  do  in  any  line 
of  public  service  I  have  ever  been  familiar  with. 

As  to  the  disposition  of  these  cases,  I  have  just  given  you  the 
number  of  the  cases.  Sometimes  these  cases  are  brought  by  the 
railroads  themselves.  They  frequently  make  requests  of  the  com- 
mission, request  to  increase  rates,  request  to  decrease  rates,  requests 
for  changing  facilities,  service,  and  so  forth.  You  can  not  decrease  a 
rate  in  Kansas  without  the  consent  of  the  commission,  and  you  can  not 
increase  a  rate  in  Kansas  without  the  consent  of  the  commission. 
You  can  not  establish  a  service  without  the  consent  of  the  commis- 
sion, so  that  the  railroads  frequently  bring  cases  to  us. 

The  railroads  applied  during  this  period  of  time  for  99  increases  of 
rates.  Thirty-six  of  them  were  granted,  3  of  them  were  granted  in 
part,  21  were  denied,  3  were  withdrawn,  and  36  pending  at  the  time 
these  statistics  were  compiled. 

Mr.  Sims.  Covering  what  period  of  time? 

Mr.  Bristow.  Two  years.  Now,  the  Kansas  Commission  has  been 
accused,  I  think  probably  in  this  hearing,  of  being  unnecessarily 
severe  on  corporations.  I  do  not  think  it  is.  We  granted  more 
increases  than  we  denied. 

The  carriers  requested  permission  to  decrease  135  rates.  We 
granted  115,  granted  1  in  part,  denied  1,  4  were  withdrawn,  and  14 
were  pending. 

Mr.  Sims.  Do  all  these  increases  and  decreases  apply  only  to  intra- 
state rates  ? 

Mr.  Bristow.  Only  to  intrastate  rates,  yes. 

The  carriers  applied  for  the  issuing  of  stocks  and  bonds  in  19  cases. 
Fifteen  were  granted,  1  was  denied,  1  withdrawn,  and  2  were  pending 
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at  the  close  of  the  period  referred  to.  I  think  the  Orient  case  that  I 
referred  to  was  the  one  that  was  denied,  but  I  would  not  be  positive 
about  that. 

For  certificates  of  convenience  to  transact  business  there  were 
five  requests. 

Senator  Robinson.  What  is  that,  Senator? 

Mr.  Bristow.  That  is  the  term  used  in  the  Kansas  statute  for 
authority  to  do  business;  that  is,  engage  in  the  business  of  a  public 
utility.     Four  of  them  were  granted,  and  one  of  them  was  pending. 

For  approval  of  sales  and  leases,  one  application,  which  was  granted. 

For  railroad  crossings,  cases  relating  to  railroad  crossings  made  by 
the  carriers,  there  were  21,  -all  told;  17  were  granted,  1  was  withdrawn, 
and  3  were  pending. 

To  make  changes  in  rules  and  regulations,  there  were  17  requests, 
14  were  granted,  1  denied,  1  was  withdrawn,  and  1  pending. 

Other  cases  relating  to  other  matters  that  have  not  been  classified, 
there  were  36 — 33  granted,  2  denied,  and  1  was  withdrawn. 

That  shows,  I  think,  at  least  that  is  my  view  of  it,  that  the  Kansas 
commission  does  consider  these  cases  with  care  with  a  view  of  deter- 
mining what  ought  to  be  done,  and  then  exercises  its  judgment. 

As  I  said  we  can  institute  proceedings  on  our  own  motion,  and 
during  this  period  of  time  there  were  18  of  such  cases  instituted  by 
the  commission.  Seven  related  to  rates,  3  to  service,  1  to  rules  and 
regulations,  and  7  to  accidents.  We  have  authority  there  in  con- 
nection with  the  labor  commissioner  to  investigate  railway  accidents, 
where  death  or  serious  injury  has  resulted. 

To  summarize  the  business  during  this  biennial  period  before  the 
commission  of  Kansas,  that  is,  on  December  1,  1914,  there  were 
pending  23  cases  relating  to  rates,  7  rate  adjustments,  and  74  cases 
referring  to  general  railway  matters,  including  some  general  rate 
cases.  There  were  filed  from  December  1,  1914,  to  November  1, 
1916,  a  period  of  two  years,  714  cases.  The  total  number  of  cases 
before  the  commissioners  in  that  period  was  911.  There  were  733 
determined  during  that  period. 

Mr.  Sims.  Disposed  of,  you  mean  ? 

Mr.  Bristow.  Disposed  of,  yes,  leaving  178  pending  at  the  close. 
Of  course  they  were  disposed  of  in  the  regular  way.  Of  these  911  cases, 
421  of  them  related  to  railroads,  so  that  practically  one-half  of  the 
business  related  to  railroads. 

To  show  what  phase  of  our  industrial  and  commercial  life  is  affected 
by  the  action  of  the  commission,  these  cases  related  to  the  following 
subjects:  Rates,  rules,  and  regulations  affecting  transportation, 
classification,  depot  facilities,  freight  facilities,  track  connections, 
train  service,  interlocking  devices,  one  railroad  crossing  another, 
switches  to  elevators  and  coal  chutes,  switch  connections,  and  demur- 
rage rules.  Those  are  the  subjects  that  were  treated  in  formal  com- 
plaints. In  the  informal  complaints  the  following  subjects  were 
treated,  of  course  including  many  of  those  that  I  have  just  referred  to: 
Switches,"  depot  facilities,  rate  adjustments,  special  rates,  demur- 
rage rules,  car  shortages,  stoppages  of  trains,  over  and  under  charges, 
and  elevator  sites. 

To  show  the  nature  of  some  of  these  cases:  The  carriers  complained 
that  it  was  not  possible  to  live  up  to  the  statute  prescribed  by  the 
legislature  for  weighing  coal  in  carloads,  whereupon  the  commission 
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called  a  conference  of  the  coal  miners,  dealers,  and  representatives 
of  carriers,  and  rules  were  agreed  upon  and  formulated.  These 
rules  were  not  accepted  by  the  carriers  at  that  time.  There  wore  six 
Osage  coal  rates  that  grew  out  of  this  controversy;  the  coal  operators 
of  the  Osage  hold  complained  to  the  commission  that  owing  to  the 
depth  of  their  coal  and  the  shallowness  of  the  vein,  they  Were  not 
able  to  compete  with  other  coal  operators,  nor  were  they  able  to 
get  their  coal  to  many  of  the  markets  of  the  State.  The  coal  pro- 
duced by  them  was  of  high  grade,  and  many  consumers  desired  it. 
In  a  conference  between  the  coal  operators  and  the  railroads  satis- 
factory rates  were  established. 

Car  shortage. — During  the  past  year  and  a  half  there  has  been  a 
great  car  shortage  in  Kansas.  The  commission  called  a  conference 
of  the  shippers  and  representatives  of  the  carriers.  At  this  confer- 
ence it  developed  that  a  number  of  shippers  were  using  cars  for 
storage  purposes  at  terminal  points,  because  of  the  very  low  demur- 
rage rate.  The  commission  promptly  made  an  order  increasing  the 
demurrage  rates  to  such  an  extent  that  a  shipper  could  not  afford 
to  use  cars  for  storage  purposes,  thus  releasing  these  cars  for  trans- 
portation purposes. 

It  has  been  our  policy,  where  a  statute  was  enacted,  to  undertake 
to  enforce  it  if  it  is  workable.  If  it  is  not  workable  under  certain 
conditions,  we  have  the  authority  to  modify  it,  but  that  is  never 
done  unless  it  is  absolutely  necessary. 

We  ordered,  in  compliance  with  this  statute,  these  scales  installed, 
and  the  carriers  took  the  case  to  court,  and  the  court  decided  that 
the  stock  scale  at  a  railway  station  was  not  a  necessary  transporta- 
tion facility,  and  that  the  statute  was  unconstitutional. 

A  number  of  small  complaints  as  to  overcharges,  undercharges, 
lining  up  of  rates  and  schedules,  claims  against  the  carriers  for  dam- 
ages, switches  to  sidetracks  and  elevators,  and  proper  supply  and 
distribution  of  cars  so  that  the  freight  of  the  State  may  be  promptly 
moved  have  been  thus  adjusted. 

The  f ollowing  cases  have  been  brought  by  carriers  in  the  courts  to 
set  aside  the  order  of  the  commission: 

The  A.  T.  <&  S.  F.  Co.  v.  Comm.,  in  the  District  Court  of  Shawnee 
County,  Kans.,  and  the  Mo.  Pac.  Ry.  Co.  v.  Comm.,  were  brought 
to  set  aside  the  orders  of  the  commission  requiring  the  carriers  to 
establish  stock  scales  at  Welda  and  Michigan,  Kans.  The  order  was 
made  under  a  specific  statute  requiring  the  railroads  to  install  such 
scales.  The  district  court  held  the  law  unconstitutional.  Cases 
were  not  appealed,  because  a  similar  law  of  Minnesota  had  been  held 
unconstitutional  by  the  Supreme  Court  of  the  United  States. 

The  C.,R.  I.  &  P.Ry.Co.  v.  Comm.,  in  the  District  Court  of  Shaw- 
nee County.  Action  brought  to  set  aside  order  of  commission 
requiring  the  railroad  to  establish  and  maintain  suitable  freight 
depot  at  Kansas  City,  Kans.  Order  complied  with.  Case  dismissed 
bv  plaintiff. 
"The  A.,  T.  &  S.  F.  Ry.  Co.  v.  Comm.,  and  the  U.  P.  R.  R.  Co.  v. 
Comm.,  were  two  cases  brought  by  the  above  plaintiffs  to  set  aside 
an  order  of  the  commission  requiring  them  to  make  a  connection 
between  their  tracks  at  Solomon  City,  Kans.  Cases  tried  in  the 
Shawnee  County  District  Court  and  judgment  rendered  sustaining 
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the  order  of  the  commission.  Carriers  complied  with  the  order. 
No  appeal  was  taken. 

The  Chairman.  Did  I  understand  you  to  say  that  the  commission 
had  the  authority  to  modify  a  statute  ? 

Mr.  Beistow.  Yes;  I  ■will  explain  that  later  in  a  case  we  had.  I 
will  come  to  that  soon,  Senator,  if  you  will  pardon  me. 

This  Solomon  City,  Santa  Fe,  Union  Pacific  connection  case  was 
one  of  those  cases  where  the  railroads  did  not  want  the  connection, 
because  if  they  could  not  transfer  there  it  would  force  a  longer  haul 
on  their  lines,  and  we  held  their  business  was  primarily  to  serve  the 
public,  and  the  shortest  and  most  direct  route  ought  to  be  made, 
and  each  carrier  get  what  he  was  entitled  to  for  the  service  rendered, 
not  force  an  out  of  line  haul  in  order  that  one  carrier  might  get 
more  out  of  that  haul  than  he  otherwise  would,  and  the  position  was 
sustained,  as  it  ought  to  have  been. 

The  St.  Louis  cfe  San  Francisco  R.  R.  Co.  v.  Comm.;  M.  K.  &  T. 
By.  Co.  v.  Comm.;  C,  R.  I.  &  P.  By.  Co.,U.  P.  R.  R.  Co.  v.  Comm.; 
A.,  T.  &  S.  F.  Ry.  Co.  v.  ( 'oiiini.;  and  Mo.  Pac.  Ry.  Co.  v.  Comm.  were 
all  cases  brought  by  the  above  plaintiffs  to  set  aside  the  order  of  the 
commission  establishing  coal  rates  from  the  Osage  coal  district  to 
various  points  in  Kansas.  After  the  cases  were  filed,  the  carriers 
and  coal  operators  established  rates  mutually  satisfactory  and  that 
were  in  substantial  compliance  with  the  orclers  of  the  commission, 
and  plaintiffs  dismissed  their  cases. 

The  cases  were  filed,  but  after  the  cases  were  filed  the  commission 
made  this  order  and  the  carriers  dismissed  the  case,  and  it  is  just  and 
satisfactory  and  has  been  in  force  since,  not  to  the  detriment  of  any- 
body, but  to  the  benefit  of  all,  because  they  made  a  market  for  that 
coal,  which  is  desirable,  and  has  furnished  a  traffic  to  the  railroads 
which  is  profitable. 

A.,  T.  d'  S.  F.  By.  Co.  v.  Comm.  An  action  brought  in  the  District 
Court  of  Shawnee  County  to  set  aside  the  order  of  the  commission 
requiring  the  plaintiff  to  construct  a  siding  on  its  line  between  Mad- 
ison and  Hamilton,  in  Greenwood  County.  Case  submitted,  but  no 
decision  yet  rendered. 

Atchison,  Topeka  cfc  Santa  Fe  Ry.  Co.  v.  Commission. — An  action 
brought  in  the  District  Court  of  Shawnee  County,  Kans.,  to  set 
aside  an  order  of  the  commission  requiring  the  carrier  to  establish 
suitable  stockyards  and  station  f  acilities  at  a  point  between  Meriden 
and  Rock  Creek  on  the  Atchison  branch  of  its  road.     Case  pending. 

Chicago,  Rock  Island  &  Pacific  Ry.  Co.  v.  Commission. — Action 
brought  in  the  District  Court  of  Shawnee  County,  Kans.,  to  set 
aside  an  order  of  the  commission  requiring  the  plaintiff  to  stop  its 
passenger  train  No.  12  at  Lincolnville,  Kans.  Order  of  the  commis- 
sion complied  with.     Case  dismissed  by  plaintiff. 

Senator  Cummins.  What  was  its  decision  ? 

Mr.  Bristow.  To  stop  the  train.  We  made  the  order  that  the 
train  should  stop  there.  The  road  went  into  court,  but  afterwards 
dismissed  the  case. 

Chicago,  Rock  Island  &  Pacific  Ry.  Co.  v.  Commission. — An  action 
brought  by  the  plaintiff  in  the  District  Court  of  Shawnee  County, 
Kans.,  to  set  aside  an  order  of  the  commission  requiring  the  plaintiff 
to  switch  cars  to  the  R.  C.  Davidson  elevator  at  South  Dodge  City. 
Case  just  filed  and  pending. 
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That  shows  the  selfishness  at  times  of  corporations.  Mr.  Davidson 
built  his  elevator  on  the  Rock  Island  line  at  Dodge  City.  The  Rock 
Island  and  Santa  Fe  both  go  there.  He  could  get  customers  for  his 
grain  on  the  Santa  Fe  as  well  as  on  the  Rock  Island,  and  he  wanted 
the  Rock  Island  to  switch  the  cars  from  his  elevator  to  the  Santa  Fe 
track  in  order  that  the  Santa  Fe  might  take  them  on  to  their  destina- 
tion on  the  Santa  Fe  lines.  The  Rock  Island  refused  to  do  it  because 
it  wanted  to  haul  that  grain  itself  to  some  place  else.  That  limited 
Mr.  Davdison's  market,  of  course,  to  Rock  Island  territory,  or  until 
the  Rock  Island  got  a  considerable  haul  out  of  it,  then  it  would 
transfer  it.  The  commission  heard  the  case  and  held  that  the 
Rock  Island  should  switch  those  cars  for  a  reasonable  charge;  that 
it  was  entitled  to  a  reasonable  compensation  for  the  service  that  it 
rendered,  but  that  it  should  not  have  authority  to  determine  what 
market  this  man  should  have  for  his  product;  that  it  was  its  obligation 
to  serve  him  and  his  obligation  to  pay  the  road  a  reasonable  figure. 
I  have  not  any  doubt  what  the  decision  will  be  when  it  comes  down 
from  the  court.     That  is  a  recent  case. 

Joplin  &  Pittsburg  By.  Co.  v.  Commission. — An  action  brought  in 
the  District  Court  of  the  United  States  to  set  aside  the  order  of  the 
commission  requiring  plaintiff  to  establish  proper  toilet  facilities 
upon  their  interurban  cars.     Case  still  pending. 

Atchison,  Topeka  &  Santa  Fe  By.  Co.  v.  Commission. — An  action 
brought  in  the  District  Court  of  Shawnee  County  to  set  aside  the 
order  of  the  commission  requiring  the  plaintiff  to  establish  proper' 
station  facilities  at  Radley,  Kans.  Order  complied  with.  Case  dis- 
missed by  plaintiff. 

St.  Joseph  &  Grand  Island  B.  B.  Co.  v.  Commission. — -An  action 
brought  in  the  District  Court  of  Shawnee  County,  Kans.,  to  set  aside 
an  order  of  the  commission  requiring  the  plaintiff  to  construct  proper 
freight  depot  facilities  and  to  maintain  a  station  agent  at  Blair, 
Kans.     Order  complied  with  and  case  dismissed  by  plaintiff. 

Chicago,  Bock  Island  d-  Pacific  By.  Co.  v.  Commission. — -An  action 
brought  in  the  District  Court  of  Shawnee  County,  Kans.,  to  set  aside 
the  order  of  the  commission  requiring  plaintiff  to  establish  proper 
station  facilities,  both  freight  and  passenger,  and  to  maintain  an 
agent  at  Blair,  Kans.  Order  complied  with  and  case  dismissed  by 
plaintiff. 

The  Anthony  &  Northern  By.  Co.  and  Missouri  Pacific  By.  Co.  v. 
Commission. — An  action  brought  in  the  District  Court  of  Shawnee 
County,  Kans.,  by  the  plaintiffs  to  set  aside  the  order  of  the  commis- 
sion establishing  joint  rates  from  Wichita,  Kans.,  to  Byers,  Hoepwell, 
and  Trousdale,  on  the  line  of  the  Anthony  &  Northern.  Case  still 
pending. 

That  is  establishing  through  rates,  joint  rates.  The  present  rate  is 
the  sum  of  the  locals.  We  have  the  authority  to  establish  a  through 
rate  and  fix  the  division. 

Mr.  Sims.  When  it  goes  beyond  the  border  of  the  State  ? 

Mr.  Bristow.  Except  when  it  goes  beyond  the  border  of  the  State. 
That  case  is  still  pending.  The  court  will  determine  whether  the 
order  was  a  reasonable  one  or  not.  There  are  some  questions  in- 
volved in  that  which  we  would  like  to  have  determined,  as  well  as  to 
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determine  just  what  the  courts  will  hold  is  equity  in  the  adjustment 
of  such  a  rate  condition. 

A.,  T.  &  S.  F.  By.  Co.  x.  Comm,.;  C,  B.  I.  d-  P.  By.  Co.  x.  Comm,.; 
TJ. P.  B. B.  Co.  x.  Comm.;  and  M.,  K.  <£  T.  By.  Co.  x.  Comm.,  were  cases 
brought  by  the  above  plaintiffs  in  the  Shawnee  County  District  Court 
for  the  purpose  of  setting  aside  an  order  of  the  commission  estab- 
lishing rates  on  cement  from  stations  in  southeast  and  east  Kansas 
to  Kansas  City,  Kans.  Order  complied  with  and  cases  dismissed  by 
plaintiffs. 

TJ.  P.  B.  B.  Co.  x.  Comm,.  An  action  brought  to  set  aside  the 
order  of  the  commission  requiring  the  plaintiff  to  install  and  maintain 
a  proper  farm  crossing  on  the  farm  of  T.  I.  Eddy,  at  Havens ville, 
Kans.  Order  set  aside  by  district  court  of  Shawnee  County,  Kans. 
Order  of  lower  court  sustained  by  Kansas  Supreme  Court.  Case 
reported  in  98  Kans.,  at  page  667. 

That  case  was  brought  under  a  statute  that  requires  us  to  direct 
the  railroads  to  authorize  such  crossings  upon  the  payment  of  certain 
charges,  and  this  case  is  still  pending;  but  in  another  case  the  supreme 
court  of  our  State  has  held  that  the  law  was  unconstitutional,  and 
that  case  will  fail  with  the  other  cases  of  a  similar  character. 

A.,  T.  &  S.  F.  By.  Co.  x.  Comm.  An  action  brought  in  the  Dis- 
trict Court  of  Shawnee  County,  Kans.,  to  set  aside  the  order  of  the 
commission  establishing  a  rate  of  $1.20  per  ton  on  pea,  nut,  and 
slack  coal  from  the  Pittsburgh  district  to  Concordia,  Kans.  Order  of 
commission  set  aside  by  district  court.  Decision  of  district  court 
overruled  by  the  Kansas  Supreme  Court.  Opinion  reported  in  the 
95  Kans.,  page  604. 

The  Umon  Pacific  B.  B.  Co.  x.  Comm,.  An  action  brought  to  set 
aside  the  order  of  the  commission  establishing  a  rate  of  SI. 20  a  ton 
on  pea,  nut,  and  slack  coal  from  Pittsburgh  coal  district  to  Con- 
cordia, Kans.  Order  of  the  commission  set  aside  by  district  court. 
Decision  of  lower  court  sustained  by  the  supreme  court  upon  rehear- 
ing. Opinion  of  supreme  court,  95  Kans.,  page-  604.  Opinion  on 
rehearing,  96  Kans.,  296.  The  reason  for  sustaining  the  opinion  of 
the  lower  court  in  this  case  and  overruling  it  in  the  case  above  was 
that  the  Atchison,  Topeka  &  Santa  Fe  Railway  Co.  had  voluntarily 
established  a  rate  of  $1  to  Abilene,  Kans.  The  commission,  in  fixing 
the  Concordia  rate,  had  added  to  the  Abilene  rate  the  rate  prescribed 
by  the  Kansas  distance  tariff,  which  was  20  cents.  The  Union  Pa- 
cific had  never  participated  in  the  $1  rate  to  Abilene. 

The  commission  had  a  hearing  and  fixed  $1.20  per  ton  as  a  fair  rate 
to  the  Santa  Fe,  and  the  Santa  Fe  contested  it,  but  the  court  sus- 
tained the  order  of  the  commission  and  the  rate  prevailed.  We 
fixed  the  same,  or  the  commission  did — that  was  before  I  became  a 
member  of  it;  the  same  rate  for  the  Union  Pacific,  and  the  Union 
Pacific  contested  the  order,  and  the  court  sustained  the  road  in  that 
case,  after  reviewing  the  case,  and  I  am  inclined  to  think  it  ought 
to,  because  the  mileage  of  the  Union  Pacific  was  greater  than  that  of 
the  Santa  Fe,  and  if  the  Union  Pacific  did  not  want  to  meet  that  rate, 
it  ought  not  to  be  required  to,  in  my  judgment,  if  the  mileage  and 
the  expense  of  hauling  it  was  such  that  it  was  not  justified  in  doing 
it  for  the  compensation. 

This  gives  you  a  general  notion  as  to  the  cases  that  go  to  the 
courts,  the  nature  of  them,  and  I  do  not  think  there  has  ever  been 
a  case  where  the  courts  did  not  protect  all  of  the  rights  of  the  car- 
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riers,  and  I  think  it  is  very  fortunate  and  desirable,  for  commissions 
as  well  as  carriers,  thai  there  is  a  judicial  tribunal  to  pass  upon  these 
matters,  and  that  everybody  submit  to  it. 

While  we  have  a  good  deal  of  litigation  and  have  some  pending 
now,  I  think  that  the  Kansas  commission  has  a  fairly  good  record,  and 
I  think  that  probably  it  would  average  with  other  commissions. 
Of  these  22  cases  it  has  been  reversed  in  but  1  that  were  heard,  and  it 
was  sustained  or  the  cases  were  dismissed  in  18.  Of  the  orders  that 
the  commission  has  issued,  there  has  only  been  3  per  cent  taken  to 
the  courts,  and  only  18  per  cent  of  those  taken  to  the  courts  by  the 
carriers  have  been  decided  in  the  carriers'  favor. 

If  the  Kansas  commission  was  not  rendering  a  valuable  and  useful 
public  service,  no  record  such  as  that  would  exist.  I  think  that  if 
you  take  the  percentage  of  litigation  that  grows  out  of  the  contro- 
versies of  men,  it  would  be  very  rare  that  such  a  per  cent  would  be 
on  one  side  as  that. 

Of  course  I  suppose  I  should  discuss  the  Kansas  Two-Cent  Passenger 
Rate  Case.  That  has  been  pointed  to  here  by  the  gentlemen  present- 
ing the  carriers'  side  of  the  question  as  one  of  the  enormities  of  State 
regulation. 

When  the  Kansas  public  utilities  statute  was  passed,  the  rates  pre- 
vailing at  that  time  in  the  State  were  made  the  legal  rates.  They 
were  all  voluntary  rates,  except  the  2-cent  passenger  rate  was  in 
the  nature  of  a  legislative  compromise.  The  State  was  contemplating 
the  passage  of  a  2-cent  passenger  fare  law. 

I  just  happened  to  think,  Senator  Newlands,  that  you  asked  me 
about  setting  aside  a  statute,  and  before  I  go  into  this  I  must  answer 
your  question. 

We  can  modify  a  rate,  even  if  it  is  a  statute  rate;  the  law  gives  us 
that  authority.  A  law  was  passed  in  Kansas  requiring  coal  railroads 
to  weigh  their  coal  cars  within  48  hours  of  the  time  they  were  loaded. 
That  came  about  because  the  stenciled  weight  of  cars  would  be  used 
and  sometimes  they  would  be  covered  with  snow  and  ice,  and  they 
would  weigh  more,  and  the  dealers  thought  they  were  not  getting  a 
fair  weight  on  their  coal,  and  so  some  of  them  went  to  the  legislature 
and  got  this  law  passed.  It  was  not  practicable  to  do  it;  it  was  very 
expensive  to  do  it.  To  have  switched  those  coal  cars  to  a  scale  and 
weighed  them  within  48  hours  of  the  loading  would  have  necessitated 
a  great  deal  of  switching  that  was  not  necessary  to  be  done;  it  was 
not  practicable  to  do  it.  The  railroads  came  to  the  commission  for 
relief  from  this  statute.  We  set  the  case  for  hearing  down  in  the 
coal-producing  region,  where  the  men  who  had  been  responsible  for 
the  statute  lived  and  transacted  their  business,  and  everybody  was 
there  and  we  heard  the  complaints  of  the  carriers  and  those  that  were 
responsible  for  the  legislation  "saw  the  difficulties,  and  we  made  an 
order  modifying  the  statute,  setting  it  aside  as  a  matter  of  fact,  and 
correcting  the  imperfections  of  it.  Now,  while  we  have  got  that 
authority  it  is  very  rarely  used,  because  it  is  the  policy  of  the  Kansas 
commission  to  respect  a  statute  that  is  made  by  the  body  creating  it. 
It  must  do  that. 

The  Chairman.  Does  that  power  given  to  the  commission  relate 
only  to  statutes  that  regulate  rates? 

Mr.  Bristow.  Oh,  no;  this  was  not  a  rate  case,  this  was  a  question 
of  weighing  cars. 
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The  Chairman.  Or  that  regulate 

Mr.  Bristow.  That  statute  fixed  an  oil  rate  in  Kansas,  a  maximum 
rate  on  oil.  The  State  has  very  few  industrial  rates.  It  was  the 
opinion  of  the  attorneys  of  the  commission  that  we  had  the  authority 
to  set  that  rate  aside  or  modify  it,  but  we  will  not  do  it,  because  we 
do  not  intend  to  set  aside  any  statute  rate  or  statutory  proceeding 
unless  it  manifestly  imposes  unreasonable  hardships. 

Senator  Townsend.  Have  you  had  any  other  rate  cases  where 
you  have  overridden  the  statute  tested  in  the  courts  ( 

Mr.  Bristow.  No;  because  they  have  been  so  plainly  necessary 
that  they  are  accepted. 

The  Chairman.  In  what  wording  is  that  power  given  to  the  com- 
mission ?     Have  you  got  it  there  ? 

Mr.  Bristow.  I  have  not  got  it.  I  would  be  very  glad  to  send  it 
to  you. 

Now  as  to  the  passenger  rate  case.  The  existing  rates  in  1911, 
the  1st  day  of  February,  1911,  were  made  the  lawful  rates  in  Kansas, 
and  they  can  not  be  changed  without  the  consent  of  the  commission. 
The  2-cent  passenger  rate  was  then  prevailing  as  the  result  of  a  legis- 
lative compromise  some  years  ago,  but  it  had  been  modified  and  the 
carriers  had  filed  their  schedules  year  after  year  and  accepted  that 
as  the  passenger  rate.  It  was  not  forced  by  any  statutory  enactment. 
It  was  simply  put  in  by  them,  as  they  said,  to  avoid  a  statutory 
enactment.  It  has  been  modified  in  some  instances,  more  than  2 
cents  charged,  where  it  has  been  authorized  by  the  commission. 
The  carriers,  I  think  in  1914,  brought  a  case  before  the  commission 
asking  that  the  rates  be  increased  from  2  cents  to  3  cents  per  mile. 
The  case  was  set  for  hearing  on  the  5th  day  of  April,  1915,  and  we 
heard  the  case.  It  was  continued  from  time  to  time  at  the  request 
of  the  carriers,  and  was  under  consideration  for  about  two  years, 
and  last  July,  I  believe  it  was,  I  have  forgotten  the  exact  date  now, 
it  was  decided,  and  we  held  that  2  cents  a  mile  for  passenger  service 
in  Kansas  was  compensatory.  It  would  probably  not  be  interesting 
for  me  to  discuss  the  details  that  led  up  to  that  conclusion  in  their 
entirety,  especially  the  accounting  details,  but  the  Kansas  commis- 
sion is  firmly  convinced  that  its  decision  is  equitable  and  sound,  that 
the  revenues  obtained  are  fully  compensatory. 

Senator  Cummins.  Was  it  in  that  case  you  investigated  the  differ- 
ence between  the  cost  of  carrying  intrastate  passengers  as  distinguished 
from  interstate  passengers  ? 

Mr.  Bristow.  Yes;  we  went  into  that  thoroughly.  First,  we 
separated  the  cost  of  the  passenger  service,  and  the  freight  service, 
and  used  a  formula  which  we  believe  is  just;  the  principal  point  of 
difference  there  was  the  cost  of  maintianing  the  structures  and  the 
right  of  way.  In  that  we  followed  two  plans  in  our  accounting,  one 
was  the  gross  ton-mile,  and  the  other  was  the  formula  used  by  the 
Interstate  Commerce  Commission  when  it  decided  the  Western 
Advance  Rate  Case.  The  carriers  insisted  on  the  engine  ton-mile, 
which  takes  the  weight  of  the  engine  and  measures  the  charge  against 
the  passenger  service  on  the  weight  of  the  engine  and  its  speed,  and 
the  same  as  to  the  freight  engine.  We  maintained  that  was  unjust, 
as  it  charged  the  passenger  service  too  high  a  per  cent  of  the  main- 
tenance of  the  wavs  and  structures.     We  in  the  decision  worked  out 
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this   expense   according   to   the  gross   ton-mile   and   the  Interstate 
Commerce  Commission's  formula. 

The  greatest  controversy  was  on  what  is  a  proper  line  charge  and 
what  is  a  proper  terminal  charge. 

The  Kansas  commission  insists  that  the  expense  of  running  a  train 
from  the  time  it  starts  and  reaches  its  destination  is  a  line  Charge; 
that  the  terminal  charges  are  the  charges  relating  to  the  maintenance 
and  upkeep  of  the  terminal.  The  carriers  insisted  that  when  a  pas- 
senger train  stops  that  the  expense  of  stopping,  estimated  on  some 
theory,  and  the  expense  of  starting,  that  the  time  that  is  occupied 
in  the  stops,  that  the  expense  of  the  railway  men  while  they  are  wait- 
ing for  the  train  to  start,  and  a  lot  of  other  such  expenses  should  be 
charged  as  a  terminal  charge.  And  since  every  intrastate  movement 
has  two  terminals  and  every  interstate  movement  so  far  as  State 
rates  are  concerned  only  one,  by  this  system  of  accounting,  which  we 
insist  never  has  been  justified  by  any  court  or  any  commission, 
they  load  the  intrastate  passenger  service  with  an  excessive  cost. 
We  expect  to  prove  before  the  United  States  court,  where  this  case 
now  is,  that  our  system  of  accounting  is  right.  Of  course,  time  will 
have  to  determine  whether  we  satisfy  the  court  as  to  that  or  not. 

I  want  to  call  your  attention  to  this  fact  of  passenger  rate  charges. 
Local  traffic  costs  less  per  mile  than  interstate  traffic.  Now,  that  is 
violently  contradicted  by  the  railways,  but  without  foundation,  in 
my  judgment.  In  Kansas,  and  throughout  the  country,  the  expen- 
sive part  of  the  passenger  train  is  the  Pullman  service.  The  inter- 
state passenger  uses  the  expensive  service,  the  heavy  trains  are 
made  for  interstate  business. 

I  will  just  give  you  a  little  illustration  as  to  the  expense  of  the 
interstate  business.  An  inquiry  made  on  the  Eock  Island  Rail- 
road in  Kansas  shows  that  the  Pullman  passengers  use  10.45  car 
foot  per  passenger — that  is,  for  every  Pullman  passenger  the  rail- 
road pulls  10.45  feet  of  car. 

Senator  Towxsexd.  What  do  you  mean  by  that?  What  kind  of 
feet  1 

Mr.  Bristow.  Length,    linear.     For    every    day-coach    passenger 

they  pull  2.56  feet.     So  that  in  the  da}^  coaches  the  passenger  uses 

only  2\  feet,  while  in  the  Pullman  coaches  he  uses  10J  feet  of  spac*e. 

Mr.  Lsch.  You  have  not  any  calculations  based  upon  the  amount 

of  tonnage  hauled  by  a  passenger  train  to  a  passenger? 

Mr.  Bristow.  No;  we  did  not  work  that  out.  We  thought  that 
this  car-foot  mile  would  be  the  equivalent,  except  the  tonnage 
would  be  greater  per  foot  on  the  interstate  business  because  the 
Pullman  is  the  much  heavier  of  the  two  cars.  It  would  exaggerate 
these  differences  as  between  the  cost  of  Pullman  passenger  and  the 
day-coach  passenger. 

Mr.  Sims.  Do  not  the  State  passengers  in  the  interstate  trip  some- 
times use  the  Pullman? 

Mr.  Bristow.  Yes;  but  on  the  Rock  Island  Railroad,  of  the  pas- 
sengers that  use  the  Pullmans  there  are  95.56  per  cent  interstate 
passengers  and  4.42  intrastate  passengers;  that  is,  on  this  road  in 
Kansas  practically  95  \  per  cent  of  the  passengers  in  the  Pullman  cars 
are  interstate  passengers  and  4^  per  cent  are  State  passengers.  Of 
course,  there  are  interstate  passengers  who  use  the  day  coach.  Tak- 
ing the  whole  train,  the  interstate  passenger  uses  5.5  feet  of  car 
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space  and  the  State  passenger  2.88  feet;  that  is,  the  interstate  pas- 
senger as  a  whole,  taking  all  the  train,  uses  almost  double  as  much 
space  as  the  State  passenger  does. 

This  varies  with  the  various  railroads.  Take  the  Santa  Fe.  On 
the  Santa  Fe,  3.11  per  cent  of  the  Pullman  passengers  are  intrastate 
passengers  and  96.89  per  cent  are  interstate  passengers.  The 
Santa  Fe  has  a  better  Pullman  patronage  than  the  Rock  Island  has. 
It  uses  for  each  Pullman  passenger  7.3  per  cent  car  feet  of  space 
and  for  the  day-coach  passenger  3.12  feet.  The  M.,  K.  &  T.,  only 
0.36  per  cent  of  the  passengers  in  Kansas  that  ride  in  the  Pullmans 
are  State  passengers  and  99.64  per  cent  are  interstate  passengers. 
On  the  Frisco,  3.24  per  cent  are  State  and  96.76  are  interstate. 
The  Missouri  Pacific,  3.97  are  State  and  96.03  are  interstate.  The 
Union  Pacific,  7.43  are  State  and  92.57  interstate. 

When  you  take  into  consideration  that  the  use  that  is  made  of  the 
trains  by  the  interstate  passenger,  and  the  fact  that  the  expensive 
equipment,  not  only  to  acquire  but  to  move,  is  primarily  for  the 
interstate  service,  it  is  to  my  mind  compelling  evidence  that  the 
interstate  passenger  service  is  the  most  expensive  to  handle. 

Mr.  Esch.  Do  you  take  into  account  there  the  lessened  income  to 
the  carriers  on  the  land-grant  roads  and  interstate  traffic  '. 

Mr.  Bristow.  No;  we  do  not. 

Mr.  Esch.  Of  course,  in  war  time  that  would  be  a  very  appreciable 
amount. 

Mr.  Bristow.  Yes;  that  is  true  so  far  as  movement  of  war  mate- 
rial is  concerned,  but  the  testimony  before  our  commission  is  that 
the  most  profitable  passenger  service  which  the  railroads  have  is 
their  movement  of  troops.  I  do  not  remember  just  what  case  it  is 
now,  and  I  could  not  refer  to  it  accurately,  but  there  was  a  statement 
made  to  us  that  the  earnings  of  the  trains  that  hauled  troops  was 
about  $6.50  a  mile,  while  the  ordinary  earnings  of  a  passenger  train 
is  about  $2  to  S3. 

Senator  Cummins.  What  was  the  outcome  of  that  controversy? 
Does  the  railroad  charge  more  per  mile  now  for  carrying  a  passenger 
from  Kansas  City,  Mo.,  for  instance,  to  Salina,  than  it  does  for 
carrying  a  passenger  from  Kansas  City,  Kans.,  to  Salina? 

Mr.  Bristow.  Yes;  I  want  to  discuss  that,  and  I  discuss  this  with 
great  respect  to  the  Interstate  Commerce  Commission,  and  what  I 
say  is  not  meant  to  reflect  on  their  good  purposes  or  on  their  intelli- 
gence at  all,  but  their  decision, as  far  as  Kansas  is  concerned  is  ridicu- 
lous, and  I  will  tell  you  why.  , 

They  charge  2.4  cents  a  mile  for  interstate  passengers  north  of  the 
Union  Pacific;  that  is,  on  the  Union  Pacific  main  line  and  north. 
The  interstate  rate,  under  the  decision  of  the  commission,  is  2.4 
cents.  South  of  the  Union  Pacific  main  line  it  is  2.6  per  mile.  Now, 
the  contour  of  the  country  is  the  same;  there  is  practically  no  differ- 
ence, the  density  of  traffic  is  south;  there  is  more  traffic  south  than 
north.  There  is  no  reason  given  in  the  decision,  except  they  project 
a  line  that  exists  in  Missouri  wherein  the  north  is  cheaper  than  the 
south,  due  to  some  Ozark  Mountain  conditions,  or  something  of  the 
kind  that  existed  away  back  in  the  past  that  we  do  not  know  any- 
thing about,  except  from  tradition  and  rumor.  The  railroads  asked 
in  their  application  in  the  interstate  case  for  2.5  cents  north  and  3 
cents  south  of  this  line.     I  do  not  know  why  they  made  that  request, 
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except  that  it  is  rumored,  and  I  do  not  know  whether  I  ought  to 
state  a  rumor  or  not;  but  it  impressed  me  as  probably  being  the 
reason  that  the  Union  Pacific  was  not  willing  to  ask  for  3  cents;  did 
not  think  it  was  desirable  or  advisable,  and  the  Santa  Fe  and  the 
southern  lines  wanted  3  cents,  and  as  a  compromise  in  getting  up 
their  case  they  made  this  division.  That  is  the  rumor  that  floated 
around  among  those  who  were  in  charge  of  the  case  on  both  sides; 
but  if  you  buy  a  ticket  from  Wichita,  Kans.,  which  is  the  largest  city 
in  the  State,  to  Kansas  City,  Mo.,  it  costs  2.6  cents  per  mile  to-day; 
if  you  buy  it  to  Kansas  City,  Kans.,  it  costs  2  cents. 

Mr.  Sims.  From  the  same  point  to  the  same  point  ? 

Mr.  Bristow.  One  is  Kansas  City,  Mo.,  and  the  other  is  Kansas 
City,  Kans. 

Mr.  Sims.  I  know;  but  physically  speaking? 

Mr.  Bristow.  Yes;  the  man  goes  to  Kansas  City,  Kans.,  gets  off 
there,  and  takes  a  street  car  and  goes  anywhere  he  wants  to  in  either 
Kansas  City,  Kans.,  or  Kansas  City,  Mo.  It  is  the  same  city,  except 
divided  by  State  line. 

Mr.  Esch.  Is  there  a  bridge  charge  ? 

Mr.  Bristow.  No;  no  bridge  charge  there.  It  is  the  Kansas  River. 
There  is  at  St.  Joseph.  That  is  somewhat  different.  A  great  many 
people  take  advantage  and  pay  a  2-cent  rate.  It  is  a  subject  of  con- 
troversy, and  it  is  unfortunate.  It  is  somewhat  disagreeable  to  the 
carriers  and  sometimes  to  the  public.  We  asked  that  the  Interstate 
Commerce  Commission  be  made  a  party  to  this  suit  in  order  that  we 
might  contest  with  them  the  equity  and  justice  of  our  rate  as  com- 
pared with  theirs  before  the  court.  They  have  declined  to  come  in, 
and  the  court  would  not  compel  them  to. 

Mr.  Esch.  They  got  into  the  Illinois  Rate  cases. 

Mr.  Bristow.  They  did  not  get  into  the  trial,  though,  did  they? 
They  did  not  get  into  the  trial  of  that  case.  There  is  this  difference. 
The  State  commissions  can  not  take  the  interstate  rates  into  court; 
we  have  not  found  any  way  of  doing  that.  If  we  could  have  induced 
the  Interstate  Commerce  Commission  to  have  become  a  party  to  this 
case,  we  believe  then  that  we  could  test  their  rates  with  ours. 

Now,  how  did  they  arrive  at  this  2.6-cent  rate  in  southern  Kansas  ? 
They  took  a  number  of  roads — the  Frisco,  the  M.,  K.  &  T.,  and  some 
other  roads  of  rather  poor  value — as  the  sample  roads  in  fixing  our 
southern  rate.  In  the  Western  Advance  Rate  case,  the  Interstate 
Commerce  Commission  took  41  roads  as  to  the  general  rate  conditions, 
and  upon  the  showing  of  the  41  roads  they  came  to  the  conclusion  that 
the  rate  south  should  be  2.6  cents.  Of  the  southern  roads  there  were 
many  roads  that  were  not  doing  well;  but  at  least  75  per  cent,  I  think, 
more  of  the  passenger  business  in  southern  Kansas  in  this  2.6-cent 
area  is  done  by  the  Santa  Fe  Radroad,  and  the  business  of  the  Santa 
Fe  Radroad  was  not  one  of  the  roads  that  was  taken  into  considera- 
tion in  fixing  a  2.6-cent  rate  for  southern  Kansas. 

Senator  Townsend.  What  per  cent  do  you  say  it  figured  out  ? 

Mr.  Bristow.  At  least  75  per  cent  of  it.  I  am  discussing  this 
intrastate  Kansas  rate,  and  my  criticism  of  the  Interstate  Commerce 
Commission  is  they  did  not  examine  the  traffic  of  Kansas  in  order 
to  arrive  at  that  conclusion,  because  they  took  roads  that  do  less  than 
one-fourth  of  the  business  so  far  as  Kansas  is  concerned.  We  took 
all  of  them,  examined  the  business  of  everyone  of  them,  and  I  think 
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there  ought  to  be  some  way  by  which  the  State  can  have  the  courts 
pass  upon  the  rate  which  the  Interstate  Commerce  Commission 
forces  upon  it,  contrary  to  the  judgment  of  its  constituted  authori- 
ties as  to  what  is  fair  and  equitable. 

The  Chairman.  You  mean  as  a  proper  State  rate  ? 

Mr.  Bristow.  Yes. 

Senator  Cummins.  Does  that  mean  that  you  think  that  the  State 
should  have  the  same  right  to  challenge  an  interstate  rate  because  it 
is  discriminatory  that  the  Federal  Government  insists  upon  in  its 
challenge  of  a  State  rate,  because  it  is  discriminatory  ? 

Mr.  Bristow.  I  think  so,  Senator;  that  expresses  my  views 
exactly. 

I  have  got  an  opinion  with  me,  some  copies  of  it,  but  unless  you 
gentlemen  want  it  I  would  not  ask  you  to  read  it  because  it  might 
be  a  bore  to  you,  but  the  Kansas  commission  spent  two  years  in  the 
investigation  of  this  case;  it  employed  as  able  accountants  and  experts 
as  it  could  find;  its  commission  has  absolute  confidence  in  the  equity 
and  justice  of  its  conclusions;  it  examined  the  traffic  in  the  territory 
in  detail  of  all  of  the  roads.  The  Interstate  Commerce  Commission 
examined  in  the  southern  half  of  the  State  the  traffic  of  the  roads 
that  do  less  than  25  per  cent  of  the  business,  and  based  its  decision, 
so  far  as  Kansas  is  concerned,  upon  the  business  of  these  roads,  and 
those  are  the  roads  that  are  decrepit  and  were  in  the  hands  of  the 
receivers,  while  the  great  Santa  Fe  system,  which  does  more  than 
50  per  cent  of  the  business  of  the  entire  State,  was  not  taken  into 
consideration  at  all. 

Mr.  Esch.  What  effect  would  it  have  on  those  decrepit  roads  if 
they  only  were  permitted  to  charge  2.4  cents? 

Mr.  Bristow.  I  do  not  know  as  to  that,  but  that  brings  up  another 
question  which  I  will  submit  to  you  gentlemen  now.  It  is  fre- 
quently the  case  that  a  rate  will  not  be  remunerative  to  one  road 
in  competing  territory  that  is  remunerative  to  another.  And  I  have 
got  some  suggestions  to  make  to  you  later  in  regard  to  that,  after  I 
have  closed  these  details. 

Mr.  Esch.  That  is  the  question  that  is  bothering  all  of  us. 

Mr.  Bristow.  And  I  have  got  some  very  positive  notions,  Mr. 
Esch,  in  regard  to  that,  to  discuss  with  you  just  as  soon  as  I  get 
through  these  other  matters. 

I  do  not  think  of  any  other  phase  of  the  Kansas  rate  case  that  I 
desire  to  discuss,  but  this  I  want  to  impress  upon  you  gentlemen, 
you  have  the  responsibility  of  this  legislation  very  largely,  and  that 
is  why  the  Kansas  commission  is  maintaining  what  it  believes  to  be 
right,  and  it  has  reasons  that  it  offers  for  it;  its  action  in  this  rate 
case  may  be  set  aside,  and  it  is  denied  the  opportunity  to  prove  in 
court  that  the  rates  fixed  by  the  Interstate  Commerce  Commission 
are  excessive,  unjust,  and  ought  not  to  be  charged.  We  think  we 
ought  to  have  the  right,  just  as  Senator  Cummins  has  expressed  it. 
We  regret  very  much  that  the  Interstate  Commerce  Commission  did 
not  voluntarily  come  in  court,  as  we  requested,  and  try  that  out. 

The  Western  Advance  Rate  case,  upon  which  this  2.4  and  2.6  cent 
fares  was  determined,  was  not  tried  as  a  State  commission  has  to  try 
its  cases.  The  rules  prescribed  in  the  Minnesota  Rate  case  for  the 
accounting  were  not  followed  in  the  trial  of  that  case,  but  the  States 
have  to  follow  these  rules  because  in  case  of  an  appeal  or  an  injunc- 
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tion  proceedings  in  the  courts  against  a  State  rate  the  State  has  to 
meet  the  issues  there  according  to  rules  laid  down  by  the  Supreme 
Court  decisions.  We  can  not  challenge  in  court  the  decision  of  the 
Interstate  Commerce  Commission,  so  it  does  not  have  to  conform 
to  the  rules  of  legal  evidence  to  the  extent  that  State  commissions  do. 
It  is  not  necessary,  because  the  railroads  are  the  only  ones  that  can 
appeal  from  it. 

Mr.  Sims.  Was  your  2-cent  rate  a  rate  made  by  the  legislature? 

Mr.  Bristow.  No;  that  is  a  voluntary  rate  put  in  as  the  result 
of  a  controversy  there  in  1  !>()?. 

Mr.  Sims.  It  was  a  railroad-made  rate!1 

Mr.  Bristow.  It  was  a  railroad-made  rate,  but  made  a  lawful  rate 
by  the  State  in  1911. 

Mr.  Sims.  Now,  then,  the  statute  in  Kansas  made  the  existing 
rates  the  statutory  rates? 

Mi-.  Bristow.  Made  the  existing  rates  the  statutory  rates,  except 
in  so  far  as  they  have  been  changed  by  the  commission. 

Mr.  Sims.  And  this  controversy,  then — it  was  made  a  statutory 
rate  not  in  the  beginning,  but  before  this  controversy  arose  ? 

Mr.  Bristow.  Yes,  sir;  that  is  right. 

Mr.  Sims.  That  is  what  I  wanted  to  know. 

Mr.  Bristow.  The  public  utilities  commission  in  our  State  has  been 
embarrassed  somewhat  in  the  same  manner  as  Judge  Mills  described ; 
the  railroads  have  publicity  agents,  very  bright  young  newspaper 
men,  and  they  are  filling  the  newspapers  full  of  readable  copy  for 
their  clients  and  employers.  The  utilities  commission  has  not  any 
publicity  agent,  and  there  are  no  provisions  for  us  to  employ  one. 
It  would  not  be  regarded  as  good  taste,  and  it  is  not  practicable;  but 
we  do  print  a  public  bulletin,  a  monthly  publication,  which  every 
month  shows  just  what  we  have  done,  the  orders  that  have  been 
issued,  the  nature  of  the  case  that  has  been  decided,  and  com- 
ments on  the  general  situation  so  far  as  proceedings  before  the  Inter- 
state Commerce  Commission  are  concerned.  We  also  print  the  hear- 
ings that  have  been  set  for  the  succeeding  month,  and  I  have  a  file 
of  those  here.  We  began  this  early  in  this  year.  If  it  would  be  of 
any  interest  to  the  committee.  I  could  leave  a  copy  of  them,  simply 
to  show  the  methods  we  follow. 

Mr.  Doremus.  What  method  of  distribution  have  you  for  that 
bulletin  ? 

Mr.  Bristow.  We  mail  it. 

Mr.  Doremus.  To  whom? 

Mr.  Bristow.  To  all  public  utilities,  to  all  the  newspapers,  to  all 
the  State  officers,  including  members  of  the  legislature  and  the  State 
senate,  and  then  anybody  else  that  wants  it  or  asks  for  it. 

Mr.  Esch.  Do  you  require  it  to  be  posted  up  at  various  depots  ? 

Mr.  Bristow.  No. 

Mr.  Doremus.  Do  the  newspapers,  as  a  rule,  use  any  of  the  infor- 
mation '. 

Mr.  Bristow.  They  use  quite  a  good  deal  of  it;  yes;  it  has  been 
very  useful.  The  speaker  of  the  house  of  representatives,  I  visited 
him  not  long  ago  in  a  town  where  we  had  some  business,  and  he 
referred  to  it  and  was  very  much  pleased,  because  he  said  it  gave 
him  a  clear  notion  as  to  what  the  commission  was  doing,  and  the 
character  of  its  work,  such  as  he  had  not  been  able  to  get  in  any 
other  way,  and  it  has  been  verv  useful  and  instructive. 
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Mr.  Sims.  Does  the  Interstate  Commerce  Commission  have  any 
corresponding  publication  of  that  kind  ? 

Mr.  Bristow.  No,  sir;  not  that  I  know  of. 

Mr.  Sims.  Do  you  think  it  would  be  a  good  thing  for  the  public  if 
they  did  such  a  thing,  if  it  was  authorized  or  required  by  law  to  do  so  ? 

Mr.  Bristow.  I  have  not  studied  that,  Judge  Sims.  I  know  it  is 
a  good  thing  in  our  State,  and  whether  the  conditions  are  the  same 
here  or  not  I  do  not  know.     It  certainly  would  be  useful  to  utilities. 

Senator  Cummins.  Do  you  discuss  in  this  paper  cases  pending 
before  you  and  which  have  not  been  decided  '. 

Mr.  Bristow.  If  they  are  set  for  hearing.  We  will  set  cases  down 
for  hearing  when  I  get  home;  we  will  probably  set  cases  that  will 
run  over  six  weeks  or  two  months;  there  will  be  an  accumulation  of 
cases  and  complaints  that  will  require  hearings,  and  we  print  those 
in  this  bulletin. 

Senator  Townsend.  Without  comment  ? 

Mr.  Bristow.  Without  comment;  just  a  statement  of  the  facts. 
Here  is  "Orders  and  certificates  issued  in  October."  That  gives  you 
the  orders  and  certificates  that  have  been  issued.  Then  the  calendar 
of  hearings,  to  illustrate:  At  Pratt,  No.  210— that  is  the  docket  num- 
ber— 10  o'clock  a.  m.,  complaint  of  W.  F.  Brown  and  others  against 
the  Anthony  &  Northern  Railroad  Co.;  train  service. 

Mr.  Sims.  The  Panama  Canal  Commission  has  a  publication  that 
gives  facts,  without  commenting,  as  to  what  the  commission  is  doing 
in  the  operation  of  the  canal. 

Mr.  Bristoav.  Yes;  that  is  done. 

Mr.  Sims.  I  do  not  know  whether  it  is  being  continued. 

Mr.  Esch.  Yes;  it  is  being  kept  up. 

Mr.  Sims.  At  Government  expense,  is  it  not? 

Mr.  Esch.  Yes. 

Mr.  Sims.  It  has  been  very  useful  to  the  public. 

Mr.  Bristow.  At  Pawnee  Rock,  11  a.  m.,  application  of  the 
Farmers  &  Merchants'  Telephone  Co.  to  increase  telephone  rates. 
So  we  give  there  the  case  to  be  heard  and  when  it  is  to  be  heard  and 
where. 

Mr.  Doremus.  Do  you  publish  the  decisions  of  the  commission  ? 

Mr.  Bristow.  Yes.  "October  1,  Case  No.  2073,  Order  approving 
the  proposed  sale  of  the  telephone  plant  to  Charles  Doty  and  J.  C. 
Edwards,  located  at  Webster,  to  James  Glick  and  Sarah  A.  Bradford." 

Mr.  Doremus.  Is  the  decision  itself  printed  ? 

Mr.  Bristow.  No.  We  simply  summarize  it,  the  decision  itself. 
Sometimes,  when  it  is  one  of  important  public  interest,  it  is  sum- 
marized quite  fully  so  that  the  public  understands  just  what  it  is. 

Mr.  Doremus.  Can  the  public,  from  the  reading  of  that  bulletin,  get 
the  reasons  which  actuated  the  commission  in  rendering  its  decisions  ? 

Mr.  Bristow.  No;  not  all  of  them;  only  the  important  cases.  The 
reason  we  do  not  do  that  is  it  would  make  it  quite  expensive.  It 
would  be  rather  voluminous,  and  we  did  not  think  it  would  be  jus- 
tified. ,  We  print  in  our  biennial  report — we  print  a  biennial  report 
every  two  years — all  the  opinions  and  the  orders  and  they  are  made 
a  matter  of  record  in  the  annual  report,  but  not  in  the  bulletin. 

I  stated  when  I  started  out  that  the  credit  of  the  railroads  was 

food,  and  not  bad.     That  is  demonstrated  by  the  exhibit  which 
'rof.  Norton  has  prepared.     I  have  here  a  statement  of  the  returns 
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on  the  book  investment  of  the  railroads  for  the  years  1911  to  1916. 
The  book  investment  is  a  very  unreliable  and  unsatisfactory  valua- 
tion to  figure  a  return  on.  It  is  not  accurate:  it  docs  not  represent 
what  the  roads  cost.  It,  I  think,  invariably  represents  more.  Take 
the  Santa  Fe;  I  think  the  Santa  Fe  had  over  $100,000,000  of  book 
value  in  its  reorganization  plan  which  represented  no  new  investments. 
That  practice  of  constructing  a  railroad  is  through  construction  com- 
panies. And  then  the  railroad  takes  the  property  from  that  company. 
There  is  a  little  railway  built  in  our  State  called  the  Salina  Northern. 
It  had  an  authorized  issue  of  stocks  and  bonds  of  $35,000  a  mile, 
$17,500  of  bonds  and  the  same  amount  of  stock.  The  railroad 
corporation  made  a  contract  with  a  construction  company  called 
the  Keystone  Construction  Co.  to  construct  that  railroad  for  the 
stocks  and  the  bonds,  or  $35,000  a  mile.  The  Keystone  Construc- 
tion Co.  was  composed  of  the  same  individuals  as  the  Salina  Northern 
Railroad  Co.  was,  but  was  a  different  corporation.  The  road  cost 
about  $13,000  a  mile;  that  is  what  the  construction  company  ex- 
pended in  its  construction.  Probably  now,  with  additional  improve- 
ments that  have  been  made  on  it,  it  may  stand  $14,000  to  $15,000 
a  mile,  but  the  books  of  the  railroad  company  would  show  that  it 
cost  $35,000  a  mile  to  build  that  road.  That  illustrates  why  the 
book  value  is  not  reliable. 

Judge  Prouty,  in  his  valuation,  in  the  investigation  that  he  is 
making,  lias  found,  and  I  think  it  is  so  everywhere,  that  frequently 
the  retirements  are  not  charged  off,  while  the  additions  to  capital 
are  always  charged  in,  so  that  the  longer  the  road  goes  the  book 
cost  will  increase.  Under  the  present  rulings  of  the  Interstate  Com- 
merce Commission  that  is  not  permitted,  but  that  prescribed  system 
of  accounts  is  of  recent  origin. 

Mr.  Esch.  By  retirement,  do  you  include  obsolescence  ? 

Mr.  Bristow.  Yes;  obsolescence,  change  of  grades,  and  things  of 
that  kind  that  should  be  treated  as  an  operating  expense  or  obso- 
lescence. Sometimes  the  rails  themselves  that  have  been  worn  out  and 
have  not  been  charged  off,  while  the  additional  rails  have  been  charged 
in.  Ol  course,  that  is  not  being  done  now,  but  it  has  been  done  in 
the  past. 

But  even  with  that  condition  the  railroads  of  the  United  States 
in  1911  had  a  net  operating  income  of  $767,000,794,  or  4.92  per  cent 
on  their  book  values.  In  1912  their  earnings  were  $750,000,000. 
I  will  just  use  the  round  numbers,  millions,  because  it  is  easier  to 
read — or  4.69  per  cent  on  their  book  values.  In  1913,  they  earned 
$829, 000,000,  or  5.5  per  cent  on  their  book  value;  in  1914,  they 
earned  $704,000,000,  or  4.16  per  cent  on  their  book  value;  in  1915, 
they  earned  $727,000,000,  or  4.4  per  cent  on  their  book  value;  in 
191*6.  it  was  $1,044,000,000,  or  5.96  per  cent,  So  that  the  year 
that  this  proceeding  was  brought  and  this  request  was  made  for 
financial  help  and  aid,  the  railroads  had  earned  a  net  operating 
income  of  more  than  a  billion  dollars,  the  highest  earning  in  their 
history,  and  $192,859,596  more  than  the  average  earnings  for  the 
five  preceding  years. 

The  Chairman.  Mr.  Bristow,  would  this  be  a  good  time  for  us  to 
take  an  adjournment  for  luncheon  '. 

Mr.  Bristow.  Anything  that  will  suit  your  convenience,  gentlemen. 

(Thereupon,  at  1  o'clock  p.  m.,  recess  was  taken  until  3  o'clock  p.  m.) 
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AFTER  RECESS. 
STATEMENT  OF  HON.  JOSEPH  L.  BRISTOW— Resumed. 

The  Chairman.  Senator,  will  you  proceed  ? 

Mr.  Bristow.  Just  before  the  noon  recess  I  had  submitted  a  state- 
ment as  to  the  net  operating  revenues  for  the  railroads  for  six  years, 
including  the  fiscal  years  1911  to  1916,  showing  that  for  the  year 
1916,  at  the  time  that  this  proceeding  was  instituted,  the  net  reve- 
nues of  the  railroads  were  higher  than  they  had  ever  been,  and  that 
the  return  on  the  book  investment,  which  is  an  inflated  value,  was 
higher  than  it  had  ever  been,  I  believe,  with  one  exception,  that  was 
several  years  ago,  when  the  book  value  was  very  much  less  than  it  is 
now;  that  is,  the  percentage  of  return  then  was  greater. 

The  Chairman.  Have  you  an  estimate  of  the  average  net  income 
of  the  railroads  for  six  years  ? 

Mr.  Bristow.  Yes. 

The  Chairman.  What  is  the  average? 

Mr.  Bristow.  The  average  for  the  six  years  is  $851,742,994. 

The  Chairman.  That  includes 

Mr.  Bristow.  That  includes  1916,  the  high  year. 

The  Chairman.  And  also  1914,  the  low  year? 

Mr.  Bristow.  Yes;  1914,  the  low  year.  Now,  I  should  like  that 
to  be  made  a  part  of  my  statement. 

The  Chairman.  Yes;  you  may  hand  it  to  the  reporter. 

(The  statement  referred  to  is  here  printed  in  full,  as  follows:) 

Railway  operating  income  book  investment  in  road  and  equipment,  with  rate  of  return 
upon  same  for  6  years,  1911  to  1916,  inclusive,  and  average  for  5  and  6  years,  all  rail- 
tvays  in  the  United  States. 


Year  ended  June  30 — 


Book  investment 
in  road  equip- 
ment. 


1911 

1912 

1913 

1914 

1915 

1910 

Average  for  six  years 

Average  for  five  years  (1912  to  1910). 


$15,012,378,845 
10,004,744,966 
lti,  424, 359,  514 
16, 936, 097, 840 
17,207,119,423 
17, 525, 570, 908 
10,628,479,582 
10,831,699,330 


Railway 
operating 
income. 


$707, 794, 358 
750, 913, 760 
829, 863, 24S 
704, 685, 089 
727, 540, 101 
1, 044, 002, 590 
807, 567, 524 
815, 522, 158 


Return 
upon 
book 
invest- 
ment. 


Per  cent. 
4.92 
4.69 
5.05 
4.16 
4.21 
5.96 
4.85 
4.86 


For  the  year  ended  June  30,  1910,  the  railway  operating  income  was $1, 044, 002, 590 

Applying  the  average  rate  of  return  for  the  six-year  period  of  4. SO  per  cent  to  the  book  invest- 
ment in  1910  of  $17,525,570,908,  operating  income  would  be  required  of 851, 742, 994 


Leaving  a  surplus  for  1916  of . 


192, 859, 590 


These  figures  are  taken  from  the  published  reports  of  the  Interstate 
Commerce  Commission,  and  for  the  years  prior  to  1911  the  returns 
are  not  sufficiently  complete  to  be  used  with  safety. 

During  the  noon  hour  I  examined  an  exhibit  that  was  submitted  in 
the  advance  rate  case.  I  have  here  an  exhibit  which  was  submitted 
before  the  Interstate  Commerce  Commission  at  the  hearing  of  the 
western  advance  rate  case  some  months  ago  when  the  commission 
refused  the  15  per  cent  advance  to  the  western  roads.     This  exhibit 
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contains  the  statistics  relating  to  20  western  roads,  constituting  77.31 
per  cent  of  the  mileage  operated  and  87.80  per  cent  of  the  business 
handled — that  is,  of  the  western  district.  And  this  exhibit  shows  the 
earnings  for  the  fiscal  year  ending  June  30,  1917,  that  is  the  last 
fiscal  year,  and  it  shows  an  increased  earning  for  the  last  fiscal  year 
over  1910,  the  fiscal  year  ending  June  30,  191G,  to  which  I  have 
referred. 

(The  exhibit  referred  to  is  here  printed  in  full,  as  follows:) 

Fifteen  Per  Cent  Advance  Rate  Case. 

(Ex  parte  57.] 

In  this  exhibit  figures  will  be  given  for  two  groups  of  railroads  operating  entirely  in 
the  western  district.  The  first  group  comprises  12  representative  roads  or  systems. 
These  12  roads  or  systems  are  contained  in  the  list  of  20  roads  or  systems  shown  on  page 
13  of  L.  E.  Wettling  Exhibit  1.  The  second  group  comprises  20  roads  or  systems,  and 
are  the  same  20  roads  or  systems  shown  on  page  13  of  L.  E.  Wettling  Exhibit  1. 

CtROUP  no.   i. 

Atchison,  Topeka  &  Santa  Fe  System. 
Chicago  &  North  Western. 

Chicago,  St.  Paul,  Minneapolis  &  Omaha. 

Chicago,  Burlington  &  Quincy. 

Chicago,  Milwaukee  &  St.  Paul. 

Chicago,  Rock  Island  &  Pacific  Lines. 

Great  Northern. 

Minneapolis,  St.  Paul  &  Sault  Ste.  Marie. 

Missouri  Pacific  System. 

Northern  Pacific. 

Union  Pacific  System. 

Southern  Pacific  System. 

The  12  roads  named  above  operated  92,943.96  miles  in  1915,  which  was  65.89  per  cent 
of  the  total  operated  mileage  in  the  western  district  for  that  year.  In  the  same  year 
those  roads  handled  75.80  per  cent  of  the  total  revenue  tons  1  mile  handled  in  the 
western  district  by  class  1  and  2  roads.  Figures  for  1915  are  used,  as  that  is  the  last 
year  for  which  figures  for  the  whole  district  are  available. 

GROUP   NO.  2. 

Atchison,  Topeka  &  Santa  Fe  System. 

Chicago  &  Alton. 

Chicago  &  North  Western. 

Chicago.  St.  Paul,  Minneapolis  &  Omaha. 

Chicago,  Burlington  &  Quincy. 

Ouincy,  Omaha  &  Kansas  City. 

Chicago  Great  Western. 

Chicago,  Milwaukee  &  St.  Paul. 

Chicago.  Rock  Island  A  Pacific  Lines. 

Great  Northern. 

Kansas  City  Southern. 

Minneapolis  &  St.  Louis. 

Minneapolis,  St.  Paul  A  Sault  Ste.  Marie. 

Missouri.  Kansas  &  Texas  Lines. 

Missouri  Pacific.  St.  Louis,  Iron  Mountain  &  Southern. 

Northern  Pacific. 

St.  Louis  &  San  Francisco  Lines. 

Si.  Louis  Southwestern  System. 

Southern  Pacific  System. 

Onion  Pacific  System. 

The  20  roads  named  above  operated  109,044.61  miles  in  1915,  which  was  77.31  per 
cent  of  the  total  operated  mileage  in  the  western  district  for  that  year.  In  the  same 
year  these  roads  handled  87.80  per  cent  of  the  total  revenue  tons  1  mile  handled  in  the 
western  district  by  class  1  and  2  roads.  Figures  tor  L915  are  used,  as  that  is  the  last 
year  lor  which  figures  for  the  whole  district  are  available. 
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Of  these  roads  the  net  operating  income  for  1916  was  $365,000,000 
plus;  for  1917  it  was  $412,000,000  plus,  showing  that  these  roads 
earned  more  in  1917  than  in  1916.  The  Interstate  Commerce  Com- 
mission now  will  have  the  statistics  compiled  in  the  future  on  the 
calendar  year  instead  of  the  fiscal  year,  so  that  what  the  calendar 
year  will  show  of  course  we  are  not  able  to  tell,  because  the  calendar 
year  is  not  out  yet,  but  this  shows  that  for  the  fiscal  year  ending 
June  30  last  the  earnings  of  western  roads  was  better  than  it  ever 
had  been,  even  better  than  1916. 

Senator  Cummins.  In  your  use  of  the  term  "net  earnings'' 

Mr.  Bristow.  Net  operating  income. 

Senator  Cummins.  Do  you  use  it  in  the  same  sense  the  Interstate 
Commerce  Commission  uses  the  term  "net  operating  income"  ? 

Mr.  Bristow.  It  is  the  same  thing,  yes:  net  operating  income,  be- 
cause the  figures  are  taken  from  their  reports.  The  roads  report 
practically  the  same  to  the  State  commissions  as  they  do  to  the 
Interstate  Commerce  Commission,  on  the  same  blanks,  so  that  this 
alleged  excessive  expense  and  burden  which  some  people  say  the 
railroads  are  put  to  to  make  reports  to  State  commissions  is  fiction. 
They  simply  use  the  same  blanks  and  furnish  the  State  commissions 
the  same  information  relating  to  their  States  and  jurisdictions,  and  it 
is  simply  a  very  small  job  of  clerical  work  to  make  out  such  reports 
for  the  States* 

The  per  cent  of  return  on  the  book  value  in  1916  of  these  roads 
was  5.80  per  cent;  in  1917  it  was  6.40  per  cent. 

Senator  Cummins.  That  was  for  the  liscal  year  ending  June  30? 

Mr.  Bristow.  June  30  last.  That  was  for  these  western  roads. 
I  thought  that  would  be  interesting. 

The  Chairman.  Are  you  putting  that  in  the  record? 

Mr.  Bristow.  I  will  put  that  in  the  record.  There  is  a  lot  of  stuff 
here  that  would  be  immaterial,  but  I  will  get  this  in  shape  so  that  I 
can  subirit  it  and  let  it  go  in  the  record. 

Now,  some  gentleman  asked,  I  think  wSenator  Cummins,  if  we  had 
had  a  compilation  of  the  expenses  of  handling  State  and  interstate 
passengers  upon  the  weight  of  the  equipment  hauled  per  passenger, 
State  and  interstate.  We  have  not  had  that  worked  out,  although 
we  expect  to  in  the  trial  of  the  case,  the  case  that  is  before  the  courts, 
but  I  think  it  is  conceded  by  all  who  are  familiar  with  the  weight  of 
railroad  equipment  that  it  will  make  a  very  much  worse  showing 
against  the  interstate  traffic,  so  far  as  expense  goes,  than  the  car- 
foot  mile  showing,  because  the  Pullman  cars  are  much  heavier,  and 
it  would  not  tend  in  any  way  to  show  that  the  expense  of  handling 
interstate,  passengers  was  less. 

I  should  like  to  have  this  data  in  regard  to  the  car-foot  space  used 
by  the  Pullman  and  the  day  coach  passengers  made  a. part  of  the 
record  also. 

The  Chairman.  Very  well;  that  may  be  included. 

(The  exhibit  referred  to  is  here  printed  in  full,  as  follows:) 

The  following  compilation  shows  the  difference  in  service : 
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Road. 


Percentage  of  State  and  interstate  pas- 
sengers handled  in  Pullman  cars. 


State. 


Interstate. 


Day  coach. 


Linear  car- 
foot  space 
each  passen- 
ger in  Pull- 
man car. 


a,  r.i.  &  p. 

A.,  T.  &  S.  F 
M.,  K.  &T... 


Per  cent. 

4.42 

3.11 

.36 


Per  cent. 
95.56 


99.64 


Per  cent. 
2.56 
3.12 
4.16 


10.45 
7.03 
10.44 


The  following  compilation  shows  the  difference  in  service : 

Used  by  interstate  and  intrastate  passengers. 


Road. 

Passengers  handled  in 
Pullman  cars. 

Linear  car-foot  space 
each  passenger  in — 

Linear  car-foot  space 
each  passenger. 

State. 

Interstate. 

Pullman 
car. 

Day  coach. 

State. 

Interstate. 

C.  R.I.  &  P 

Per  cent. 
4.42 
3.11 
.36 
3.24 
3.97 
7.43 

Per  cent. 
95.56 
96.89 
99.64 
96.76 
96.03 
92.57 

10.45 
7.03 
10.  44 
C1) 

C1) 

2.56 
3.12 

4.14 
(l) 
C1) 
C1) 

2.88 
3.22 
4.10 

5.05 

A.,  T.  &  S.  F 

4.83 

M..  K.  &  T 

6.06 

St.  L.  &  S.  F 

Mo.  P.  &  C 

2.55 

4.01 

Road. 

Linear  car-foot  space  each 
passenger,    tooth    State 
and  interstate,  in  train, 
including  all  cars. 

State. 

Interstate. 

C.  R.  I.  &  P 

2.88 
3.22 
4.16 
2.55 

5.05 

A.,  T.  &  S.  F 

4.83 

M.,  K.  &  T 

6.06 

4.01 

Mr.  Bristow.  I  should  like  to  also  to  have  included  in  the  record 
certain  other  figures  to  which  I  have  referred  more  or  less  in  my 
testimony. 

The  Chairman.  They  may  be  included  at  each  point. 

Mr.  Bristow.  Mr.  Esch  asked  me  this  morning  the  question,  which 
is  the  perplexing  one  in  regard  to  transportation  under  our  existing 
system,  and  that  is  how  are  we  to  do  justice  to  all  the  public  and  the 
carriers  under  the  system  that  now  prevails,  and  my  answer  is  that 
it  can  not  be  done,  and  the  only  way  to  do  it  is  to  change  the  system. 

I  will  illustrate  that  by  an  example  which  makes  it  clear,  and  it 
could  be  reproduced  in  every  State  in  the  Union.  The  Missouri 
Pacific  runs  from  Kansas  City  to  Pueblo,  Colo.  It  goes  through 
Salina,  Kans.,  which  is  the  largest  town  that  it  touches  between  Kansas 
City  and  Pueblo.  The  Union  Pacific  runs  from  Kansas  City  to 
Denver;  it  goes  through  Salina,  Kans.,  which,  while  not  the  largest 
in  population  of  any  of  the  towns  between  Kansas  City  and  Denver, 
furnishes  the  Union  Pacific  more  business  than  any  town  between 
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Kansas  City  and  Denver.  Both  of  these  roads  have  trains  running 
through  Salina  to  Kansas  City,  the  distance  over  the  Missouri  Pacific 
is  226  miles,  the  distance  over  the  Union  Pacific  is  186  miles. 

Mr.  Sims.  From  Salina  ', 

Mr.  Bristow.  From  Salina  to  Kansas  City,  a  difference  of  approxi- 
mately 40  miles;  that  is,  the  Union  Pacific  is  that  much  shorter  than 
the  Missouri  Pacific.  The  result  is  that  those  going  from  Kansas  City 
to  Salina  take  the  Union  Pacific.  A  very  small  per  cent  of  the  traffic 
between  Salina  and  Kansas  City,  the  passenger  traffic,  uses  the 
Missouri  Pacific  Railroad,  although  it  has  a  very  good  service.  Our 
passenger  rate  cases  showed  that  the  Missouri  Pacific,  in  Kansas,  on 
its  passenger  business,  was  not  earning  an  adequate  return.  It 
showed  that  the  Union  Pacific  was.  If  we  undertook  to  give  the 
Missouri  Pacific  an  adequate  return  by  increasing  the  rates  on  the 
Missouri  Pacific  and  not  increasing  them  on  the  Union  Pacific,  the 
amount  of  business  which  the  Missouri  Pacific  would  lose  at  competing 
points  would  decrease  its  earnings.  It  competes  with  the  Rock  Island, 
the  Santa  Fe,  and  the  Union  Pacific,  all  of  which  are  earning  adequate 
returns  on  their  intrastate  passenger  business,  amply  adequate. 
The  Missouri  Pacific  handles  passengers  from  Salina  to  Kansas  City 
at  less  than  2  cents  a  mile;  it  can  charge  2  cents  if  it  wanted  to,  but 
it  will  not  because  it  meets  the  short-line  mileage  of  the  Union 
Pacific.  It  could  make  the  rate  from  Salina  to  Kansas  City — and 
I  speak  now  of  the  Kansas  rate — $4.52,  but  the  Union  Pacific  charges 
S3. 72  and  the  Missouri  Pacific  must  meet  it. 

The  Missouri  Pacific,  if  an  increased  rate  will  increase  its  earnings, 
ought  to  charge  2  cents  a  mile  from  Salina,  but  it  does  not;  it  charges 
the  Union  Pacific  rate,  $3.72.  When  the  Missouri  Pacific  repre- 
sentatives complained  to  us,  we  pointed  to  these  rates  from  the  differ- 
ent competing  towns  where  the  Rock  Island  crosses,  the  Santa  Fe 
crosses,  all  important  towns,  where  it  never  charges  2  cents  a  mile. 
If  we  authorized  it  to  charge  2^  cents  a  mile,  it  would  not  only  lose 
all  of  the  business  at  competing  points  but  it  Would  lose  business  at 
places  that  are  not  now  competing  points,  because  people  would 
drive  over  to  the  nearest  Santa  Fe,  Rock  Island,  or  Union  Pacific 
station  and  save  the  money.  So  there  is  not  any  way  you  can  make 
a  rate  that  will  be  of  any  use  to  the  Missouri  Pacific  in  Kansas  except 
to  increase  all  of  the  passenger  rates.  That  is  not  justified,  because 
the  Santa  Fe,  the  Rock  Island,  and  the  Union  Pacific  are  earning 
enough.  They  are  exceedingly  prosperous.  Some  of  the  roads  in 
Kansas  earn  9  and  10  per  cent  on  the  property  used  in  intrastate 
traffic,  according  to  our  figures,  and  I  think  they  are  correct. 

We  did  not  give  the  Missouri  Pacific  any  increased  rates,  although 
our  figures  show  they  are  not  earning  an  adequate  return.  The  com- 
mission was  not  altogether  unanimous  on  that,  and  a  dissenting  opin- 
ion was  filed,  but  the  majority  of  the  commission  felt  it  was  not  any 
use,  and  that  the  investors  in  Missouri  Pacific  property  must  accept 
the  condition,  and  that  we  were  not  justified  in  assessing  upon  the 
patrons  of  these  other  roads  a  higher  rate  than  they  ought  to  be 
required  to  pay  in  order  that  this  road  might  make  a  profit. 

Mr.  Chambers,  who  is  the  accountant  of  the  commis-ion ,  has  just 
handed  me  this  note,  calling  my  attention  to  the  fact  that  the  roads 
that  are  earning  an  adequate  return,  according  to  our  investigation, 
handled  85  per  cent  of  the  passenger  business  of  Kansas.  The 
Missouri  Pacific  which  has  not  an  adequate  return,  handles  11  per 
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cent  of  the  business.  Now,  you  can  not  increase  beyond  a  just  rate 
85  per  cent  of  the  business  of  the  people,  in  order  that  this  road, 
unfortunately  located,  shall  earn  a  return.  In  my  judgment  it  would 
not  be  equitable  or  just,  and  it  ought  not  to  be.  done. 

Mr.  SlMS.    It  would  not  be  in  the  public  interest  \ 

Mr.  BuiSTOW.  It  would  not  be  in  the  public  interest:  no.  Now, 
gentlemen,  representatives  of  the  carriers,  suggested  to  me  the  other 
day  here  that  the  people. living  on  the  Missouri  Pacific  were  entitled 
to  a  good  service;  that  they  were  human  beings  exercising  the  func- 
tions of  American  citizens,  and  were  entitled  to  a  good  service,  and 
thai  the  road  ought  to  have  the  money  that  would  justify  it  in  fur- 
nishing good  service,  and  that  is  true.  But  the  only  way  to  do  that 
is  to  change  the  method  of  the  ownership  of  the  roads. 

This  illustrates  just  one  condition  in  Kansas;  there  are  others  just 
as  bad  or  worse,  and  it  is  the1  same  all  over  the  United  States.  My 
judgment  is  that  the  railroads  of  the  United  States  ought  to  have  a 
common  ownership.  It  is  easy  to  take  care  of  a  branch  line.  We 
have  had  a  good  many  branch  line  cases  in  Kansas,  where  they 
sought  to  increase*  the  returns  on  the  branch  lines  by  increased 
freight  rates  and  charges.  You  take  the  business  of  a  branch  line 
and  consider  it  alone  in  and  of  itself,  and  there  are  very  few  of  them 
that  pay,  but  when  you  consider  that  that  branch  line  brings  to  the 
main  line  the  traffic,  and  that  that  traffic  is  profitable  at  the  rates  to 
the  main  line,  and  when  you  take  the  systems  as  a  whole,  like  the 
Unibli  Pacific  and  the  Santa  Fe,  the  business  is  profitable.  We 
hold  that  the  people  living  on  the  branch  lines  have  the  right  to  the 
same  rate,  as  an  economic  proposition,  and  an  adequate  service  for 
their  needs  even  though  that  particular  section  of  the  road,  in  and  of 
itself,  may  not  be  profitable.  That  the  branch  and  its  relation  to  the 
main  line  makes  it  possible  for  the  main  line  to  handle  the  great 
volume  of  commerce  which  is  exceedingly  profitable,  and  I  think  that 
the  railroads  of  the  United  States  have  got  to  be  organized  on  that 
kind  of  a  basis.  You  can  not  cure  the  evils  while  there  is  a  divergent 
ownership.  You  can  not  assess  the  stockholders  of  the  Union  Pacific 
in  order  that  the  stockholders  of  the  Missouri  Pacific  shall  have  a 
profit.  That  would  be  like  taking  profits  out  of  the  business  of  one 
merchant  and  giving  them  to  another,  because  the  other  merchant 
was  not  successful.  At  the  same  time  these  carriers  are  engaged  in 
a  public  service  and  not  in  a  private  enterprise,  and  the  public  has 
rights  as  well  as  the  carriers,  and,  in  the  public  interest,  it  seems 
to  me  that  a  scheme  ought  to  be  devised  whereby  the  whole  system 
sustains  itself. 

Of  course,  that  points  toward  Government  ownership.  But  I  am 
not  in  favor  of  Government  ownership  as  it  is  commonly  understood. 
But,  before  I  go  into  that  feature  of  it,  I  want  to  discuss  another 
situation,  which  I  think  demands  a  change  in  the  present  system  of 
transportation. 

The  congestion,  of  which  there  is  so  much  complaint  at  this  tim<*. 
is  largely  at  the  terminals.  Last  year,  when  the  congestion  for  us 
was  more  serious  than  it  is  now,  our  cars  were  tied  up  in  the  East. 
I  know  of  an  individual  case  where  a  car  was  tied  up  in  the  terminals 
at  Buffalo  for  60  days,  could  not  get  through,  and  what  was  true  of 
Buffalo  was    true   of   other   terminals.      There   was   great   congestion 
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at  New  York.  As  you  gentlemen  know  the  cars  stood  back  on  the 
sidetracks  there,  tied  up  for  a  hundred  or  two  hundred  miles. 

What,  in  my  judgment,  is  a  false  system  of  rates,  has  greatly  ex- 
aggerated and  aggravated  this  terminal  congestion.  I  think  that  the 
carriers  are  speaking  with  accuracy,  or  a  great  deal  of  accuracy  at 
least,  when  they  say  it  will  take  a  very  large  amount  of  money  to 
enlarge  the  terminals  so  they  can  handle  the  business  of  the  country. 
It  is  estimated  at,  I  think,  from  one  to  two  billions  of  dollars.  But 
if  you  leave,  in  my  judgment,  gentlemen,  the  present  system  existing 
and  spend  a  billion  in  enlarging  the  terminals,  in  15  or  20  years  it 
will  be  just  as  bad  as  it  is  now.  The  congestion  of  the  traffic  at  these 
few  points  is  so  enormous  that  the  land,  the  property  adjacent  to 
these  terminals,  is  of  such  vast  and  stupendous  value  that  in  time 
it  will  get  beyond  the  possibility  of  any  private  concern  to  get  money 
enough  to  make  the  terminals  big  enough. 

There  is  a  system  of  rates  in  the  United  States  that  congests  the 
business  in  these  terminals.  The  rates  have  been  made  by  private 
concerns  that  have  been  operating  these  roads  for  profit  as  a  business 
institution.  They  have  sought  to  develop  business,  just  as  any  other 
man  in  business  for  profit  would  seek  to  develop  it.  They  want 
long  instead  of  short  hauls,  because  they  get  more  money  for  long 
than  they  do  for  short  hauls.  And  so  in  our  State,  and  I  take  it  for 
granted  that  it  is  true  throughout  the  Mississippi  Valley  and  in  the 
West,  the  whole  system  of  rates  has  been  for  the  purpose  of  converging 
business  in  certain  centers. 

You  take  live  stock.  Kansas  is  400  miles  long  and  200  miles  wide. 
Kansas  City  is  the  principal  live-stock  market.  Every  steer  practi- 
cally that  is  grown  in  western  Kansas  in  the  grass  region  of  our  State 
makes  one  or  two  or  three  trips  to  Kansas  City  and  back  in  the  course 
of  his  life.  When  he  is  ready  for  the  feeder,  and  the  steer  is  grown 
on  the  grass  out  there,  they  will  ship  him  in  to  Kansas  City,  and  there 
are  feeders  there  that  are  watching  for  cattle,  they  go  to  Kansas  City 
to  buy  feeders,  and  ship  them  out  to  the  corn  sections  of  the  State, 
and  these  cattle  that  are  suitable  for  feeding  will  go  out  to  different 
places  from  50  to  250  miles  from  Kansas  City — he  may  have  come 
in  there  300  miles  or  400  miles  possibly,  100  miles,  or  whatever  it 
may  be.  After  he  is  fat  he  is  again  shipped  back  to  Kansas  City  for 
butchering.  He  is  butchered  and  the  people  in  the  grazing  and  corn 
regions  who  consume  meats  buy  the  dressed  product,  which  is  shipped 
back  in  carloads  and  less  than  carload  lots  to  the  consumers.  That 
system  has  created  a  profitable  business  for  the  carriers.  It  has  been 
to  their  interest  to  converge  this  business  at  Kansas  City,  or  Omaha, 
or  Chicago,  because  it  is  developing  a  long-haul  business  in  and  out 
that  is  profitable  to  them,  and  they  want  business  because  they  are 
in  this  business  for  profit. 

That  illustrates  the  system  that  prevails  in  regard  to  merchandise. 
It  has  been  almost  impossible  to  develop  distributing  centers  off  the 
Missouri  River  in  our  State.  For  many  years  the  rate  on  sugar  from 
San  Francisco  to  Kansas  City  was  55  cents  per  hundred  pounds.  I 
do  not  know  what  it  is  now;  I  have  not  looked  it  up  for  some  time. 
Salina  is  186  miles  west  of  Kansas  City  on  the  Union  Pacific  Railroad. 
The  rate  from  Kansas  City  to  Salina  is  29  cents  per  hundred  pounds. 
The  rate  from  San  Francisco  to  Salina  was  55  cents,  the  San  Fran- 
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cisco-Kansas  City  rate  plus  29  cents,  the  rate  from  Kansas  City  back 
to  Salina,  or  55  and  29,  which  is  84. 

Some  gentlemen  started  a  wholesale  establishment  at  Salina,  the 
Lee  Mercantile  Co.,  which  has  since  grown  into  quite  an  establish- 
ment, and,  of  course,  they  were  up  against  this  transportation  ques- 
tion. Gradually  the  Interstate  Commerce  Commission  was  given 
authority  to  deal  with  it,  and  the  president  of  that  company  told  me 
it  cost  his  company  $5,000  in  the  litigations  he  had  before  {he  Inter- 
state Commerce  Commission  and  the  courts,  in  order  to  get  that 
rate  adjusted  so  that  he  might  have  the  Kansas  City  rate.  He  never 
has  gotten  a  mileage  proportion  of  the  San  Francisco  to  Kansas  City 
rate 

So  I  say  that  this  system  has  prevailed.  Take  the  rate  on  wheat. 
Galveston  is  the  nearest  port  to  the  wheat  fields  of  Kansas.  We 
export  from  Kansas  on  the  average  probably  70,000,000  bushels  of 
wheat  a  year.  Some  years  we  have  exported  150,000,000  bushels; 
other  years  we  have  exported  very  much  less.  Put  we  will  average 
at  least  for  export  70,000,000  bushels  a  year.  It  grows  very  largely 
in  central  Kansas.  Wichita,  Salina,  Hutchinson,  those  are  the 
principal  towns  in  that  region. 

The 'rate  on  wheat  from  Kansas  City  some  time  ago — the  figures 
have  been  changed  somewhat  now  because  an  effort  was  made  to 
apply  the  long  and  short  haul  clause,  which  has  not  been  entirely 
successful,  but  which  has  modified  this  discrimination  so  it  is  not  so 
bad  as  it  used  to  be.  I  am  using  these  figures  because  I  remember 
them,  and  I  do  not  remember  the  exact  figure  now. 

Before  these  cases  were  brought  before  the  Interstate  Commerce 
Commission  that  resulted  in  changing  the  rate  on  wheat  from  Kansas 
City,  it  was  16  cents  a  hundred  from  Kansas  City  to  Galveston. 

Senator  Cummins.  Sixteen  cents  a  hundred  1 

Mr.  Bristow.  Sixteen  cents  a  hundred  from  Kansas  City  to  Gal- 
veston. The  rate  from  Wichita  to  Kansas  City  was  12  cents. 
Wichita  is  on  the  line  of  the  Rock  Island  and  the  Santa  Fe,  between 
Kansas  City  and  Denver,  226  miles  from  Kansas  City  and  some  725 
miles,  I  believe,  from  Galveston.  On  the  Santa  Fe  or  Rock  Island 
any  shipment  from  Kansas  City  would  go  through  Wichita  to  Galves- 
ton, and  while  the  rate  from  Kansas  City  to  Galveston  was  16  cents, 
and  from  Wichita  to  Kansas  City  12  cents,  the  rate  from  Wichita  to 
Galveston  was  16  plus  12,  or  28  cents. 

Senator  Cummins.  From  Wichita  to  Galveston  16  plus  12  cents? 

Mr.  Bristow.  Yes;  28  cents. 

Mr.  Esch.  That  was  the  local  rate? 

Mr.  Bristow.  That  was  the  local  rate  to  Kansas  City  and  the 
rate  to  Galveston.  Of  course  it  was  shipped  south  and  never  went 
to  Kansas  City  as  a  rule.  But  the  tendency  is  to  converge  the  busi- 
ness at  centers  like  Kansas  City.  There  was  one  gentleman  at 
Great  Bend,  Barton  County,  which  county  produces  a  large  amount 
of  wheat,  probably  will  average  4,000,000  bushels  a  year.  He  was 
not  on  the  direct  line  of  the  Santa  Fe,  between  Kansas  City  and 
Galveston,  but  he  was  about  40  miles  west  of  it  at  Great  Bend.  That 
is  west  of  Newton.  If  he  shipped  to  Galveston,  he  would  ship  from 
Great  Bend  to  Newton  and  then  south  to  Galveston.  His  rate  from 
Great  Bend  to  Newton  was  8  cents;  from  Great  Bend  to  Kansas  City 
was  16  cents;  from  Great  Bend  to  Galveston  it  was  32  cents,  the 
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rate  to  Kansas  City  plus  the  rate  from  Kansas  City  to  Galveston. 
He  tried  to  get  the  carriers,  the  Santa  Fe,  to  let  him  pay  the  local 
rate  to  Newton,  which  was  8  cents,  and  the  Kansas  City  rate  from 
Newton,  which  is  200  miles  nearer  to  Galveston  than  Kansas  City 
was.  But  they  would  not  do  it.  They  charged  him  the  32  cents. 
He  would  have  saved  8  cents  per  hundred  pounds  if  he  could  have 
got  this  rate.  I  remember  this  incident.  He  told  me  about  it.  He 
had  50  cars  of  wheat  he  wanted  to  send  to  Galveston.  He  tried  to 
get  this  rate;  it  meant  a  great  deal  of  money  to  him.  He  could  not 
do  it.  So  he  billed  the  wheat  to  Kansas  City  to  his  brother,  the 
Santa  Fe  carried  it  to  Kansas  City,  his  brother  rebilled  it  to  the  party 
at  Galveston,  and  the  Santa  Fe  carried  it  to  Galveston — that  is,  it 
carried  it  from  Newton  to  Kansas  City,  200  miles,  and  back  again. 

Mr.  Sims.  On  the  same  road? 

Mr.  Bristow.  On  the  same  road,  and  Mr.  Moses  made  them  do 
that,  because  he  said  he  was  paying  them  for  it  and  he  wanted  them 
to  earn  the  money.  That  simply  illustrates  the  nature  of  the  rate- 
making  system  that  has  prevailed  throughout  the  central  part  of  the 
United  States. 

Senator  Cummins.  At  the  same  time  what  was  the  rate  to  New 
York  or  to  the  Atlantic  seaboard  ( 

Mr.  Bristow.  That  is  another  interesting  feature.  The  rate  to 
New  York,  plus  the  water  rate  to  Liverpool,  and  the  rate  to  Gal- 
veston, plus  the  water  rate  to  Liverpool,  is  the  same.  And  that 
parity  is  maintained  by  the  eastern  carriers  because  they  want  to 
handle  a  lot  of  this  western  business.  So  that  a  large  amount  of 
our  grain  and  grain  products  that  is  shipped  moves  through  these 
congested  eastern  terminals  to  New  York,  1,500  miles  of  rail  haul, 
when  700,  750,  or  800  miles  south  would  reach  tidewater,  and  the 
water  transportation  from  Galveston  would  be  very  much  cheaper, 
of  course. 

Mr.  Sims.  Would  it  be  the  same  as  the  water  transportation  from 
New  York  ? 

Mr.  Bristow.  It  is  a  little  farther,  but  it  may  be  the  same;  I  do 
not  know.     The  combination  is  the  same. 

I  have  talked  with  railroad  men  about  this,  operating  officers, 
and  I  want  to  say  this,  and  I  do  not  want  to  disparage  any  railroad 
man.  I  have  found  them  pretty  high-grade  gentlemen  to  do  busi- 
ness with,  but  the  operating  men  realize  the  enormity  of  this  system 
because  their  interest  is  to  move  the  traffic,  and  they  would  like  to 
move  it  in  the  way  it  can  be  moved  the  most  expeditiously.  The 
owners,  who  are  interested  in  the  profits  and  the  dividends,  want 
the  business  to  move  on  the  lines  that  furnish  them  the  greatest 
income,  that  make  them  the  highest  profit,  whether  it  is  an  economi- 
cal way  to  move  it  or  not,  and  the  result  is  now  that  you  can  not  get  a 
lower  rate  from  the  wheat  fields  of  Kansas  south  for  export  when  you 
combine  the  rates  to  the  ultimate  market  than  you  can  by  way  of 
New  York,  and  the  rails  between  Chicago  and  New  York  are  con- 
gested frequently  with  traffic  moving  from  the  central  part  of  the 
United  States  to  these  eastern  seaboards  that  never  ought  to  go 
there.  It  ought  to  go  south.  But  the  contest  for  business  between 
the  eastern  lines  and  the  southern  lines  is  such  that  the  roads  running 
south  will  not  try  and  enforce  a  lower  rate,  because  they  say  they 
can  not  afford  to  do  it.     Their  traffic  arrangements  are  such  with  the 
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eastern  roads  as  to  make  it  against  the  interest  of  these  roads  thai 
reach  the  Gulf  to  destroy  this  disparity. 

The  evil  of  this  is  due  to  the  private  ownership  of  transportation 
companies,  and  I  am  not  saying  this  in  any  spirit  of  criticism,  because 
a  man  has  the  right  to  earn  a  return  on  his  money,  and  if  lie  is  running 
a  privately  owned  business  he  has  the  right  to  make  it  as  profitable 
as  he  justly  can.  But  the  traffic  of  the  central  part  of  the  United 
States  can  not  move  in  a  normal  and  natural  way  where  it  can  be 
moved  at  the  least  cost  because  of  this  wrong  system.  For  50 
years  the  producers  of  the  central  part  of  the  United  States  have 
been  paying  tribute  to  an  unfair  competitive  condition  which  is 
not  justified,  and  that  can  not  be  justified. 

You  can  not  correct  that  as  long  as  there  is  a  different  ownership 
in  these  roads.  You  can  not  correct  that  competitive  condition; 
you  can  not  correct  the  long  and  short  haul  clause  as  long  as  there 
is  private  ownership.  You  gentlemen  remember  well  when  we  passed 
the  present  long  and  short  haul  clause,  that  has  been  discussed  here 
so  thoroughly  by  Mr.  Shaughnessy,  we  thought  we  practically  had 
it  cured,  but  we  did  not.  It  has  been  modified  very  slightly  in  some 
minor  respects,  as  a  result  of  that  law  but  in  the  main  is  going  on 
the  same  as  it  always  did  so  far  as  the  great  bulk  of  the  traffic  is 
concerned. 

The  Chairman.  Is  that  true  in  the  central  region  as  well  as  in 
the  intermountain  region  in  the  West  ? 

Mr.  Bristow.  Oh,  yes;  our  commission  had  a  case  on  the  move- 
ment of  certain  traffic  from  Galveston  and  New  Orleans  to  Kansas 
towns.  We  undertook  to  get  the  Kansas  City  rates;  we  tried  it 
out  before  the  Interstate  Commerce  Commission;  it  was  a  year  and 
a  half  before  we  got  a  decision — I  suppose  there  were  some  diffi- 
culties in  the  way — and  finally  they  fixed  the  Kansas  City  rate  where 
the  mileage  was  the  same  from  New  Orleans  to  the  Kansas  point, 
and  then  applied  a  distance  tariff  on  all  points  between  that  point 
and  Kansas  City,  making  the  rate  more  at  Wichita  and  Topeka 
and  Emporia,  and  other  points  than  to  Kansas  City.  Arkansas 
City  was  about  the  same  distance  and  they  gave  it  the  Kansas  City 
rate,  and  then  to  every  point  north  of  that  on  this  through  line  they 
applied  a  distance  tariff  rate,  making  it  more  on  up  until  you  got 
to  Emporia  and  Topeka,  and  that  is  up  close  to  Kansas  City,  where 
the  rate  was  considerably  more  than  the  Kansas  City  rate,  more  than 
it  would  be  if  the  traffic  moved  on  to  Kansas  City. 

So  that  I  say  the  amendment  has  modified  the  practice  only 
slightly.  This  wheat  rate  that  I  have  referred  to,  that  was  so  out- 
rageous, has  been  corrected,  so  I  think  the  rate  now,  instead  of 
28  cents  from  Wichita  is  24  cents.  Yet  it  is  still  more  than  the 
Kansas  City  rate. 

Again,  the  railroads  in  seeking  business  have  undertaken  to 
destroy  competitors.  They  have  undertaken  by  their  system  of 
rate  making  and  their  service  to  get  the  better  of  their  competing 
carriers.  The  result  has  been  that  they  have  driven  the  boats  off 
the  Mississippi  River  and  all  other  waterways  where  they  compete 
with  railroads  in  the  interior  of  the  United  States,  and  that  was 
done  by  unfair  discrimination. 

I  have  used  the  figures  I  now  give  yon  once  before,  and  you  will 
pardon  me  for  using  them  again.    I  use  them  because  they  illustrate 
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the  idea,  and  I  remember  them  distinctly.  I  made  an  inquiry  with 
regard  to  the  Panama  Canal,  which  I  will  refer  to  later.  I  discovered 
the  rate  on  baled  cotton  from  Memphis  to  New  Orleans — I  may  not 
get  these  accurate,  absolutely,  but  they  are  approximately  accurate — 
was,  I  think,  17  cents  a  hundred  pounds.  New  Orleans  and  Memphis 
are  on  the  Mississippi  River;  Memphis  is  about  400  miles,  I  think,  or 
450  miles,  or  something  like  that,  from  New  Orleans.  There  was 
water  competition.  There  were  boat  lines  competing  for  that 
business.  Meridian,  Miss.,  is  about  190  miles,  as  I  remember, 
from  New  Orleans,  but  off  the  river.  Baled  cotton  from  Meridian  at 
that  time  was  36  cents  a  hundred  pounds. 

Mr.  Esch.  To  New  Orleans  ? 

Mr.  Bristow.  To  New  Orleans,  yes;  a  distance  of  about  200  miles, 
a  little  less  than  200  miles,  as  I  remember  it. 

The  Chairman.  As  against  17  cents? 

Mr.  Bristow.  As  against  17  cents  for  the  more  than  400-mile 
haul.  Now,  the  purpose  of  that  was  to  take  the  business  from  the 
water  carriers,  and  the  argument  is,  "  there  is  some  profit  in  it — 
there  being  some  profit  in  it  we  want  it."  The  other  rate,  36  cents 
for  the  200-mile  haul,  that  they  say  is  a  fair  rate  for  the  service  rendered 
and  Meridian  has  not  any  complaint  because  the  carriers  claim  they 
are  not  overcharging  her.  That  argument  never  had  any  weight 
with  me,  but  it  is  the  argument  which  the  railroad  men  think  is  valid 
and  maintain. 

The  result  has  been  that  water  transportation  has  been  destroyed 
and  we  have  reached  a  period  in  the  history  of  the  country  where 
the  railroads  can  not  handle  the  traffic.  In  the  last  two  years  there 
have  been  enormous  losses  to  the  commerce  of  this  country,  because 
the  railroads  could  not  expeditiously  and  efficiently  handle  the 
commerce  of  the  country.  That  is  due  to  the  system  of  rate  making 
that  is  in  vogue. 

Now,  gentlemen,  I  think  if  you  can  move  traffic  from  Memphis, 
Tenn.,  to  New  Orleans  cheaper  by  water  than  by  rail,  it  ought  to 
go  by  water  unless  time  is  a  factor  so  that  it  makes  it  desirable  to 
get  it  there  quicker  than  water  will  take  it.  The  railroads  ought  to 
handle  that  which  they  can  handle  the  best  at  a  reasonable  price, 
and  if  the  increased  cost  of  moving  by  rail  justifies  paying  a  higher 
rate,  because  of  the  time  and  the  expeditiousness  of  the  service, 
why,  they  will  get  that  business  which  they  ought  to  handle  and  which 
it  will  be  profitable  for  them  to  handle.  But  to  congest  their  termi- 
nals and  congest  their  tracks  with  a  business  that  is  only  nominally 
profitable,  and  to  the  detriment  of  the  country,  to  the  destruction  of 
transportation  agencies,  which  are  just  as  important  to  the  people 
of  the  United  States  as  the  railroads  are,  is  an  erroneous,  unjust,  and 
bad  public  policy  and  ought  not  be  permitted.  My  experience  has 
led  me  to  believe  that  you  can  not  correct  this  erroneous  system  as 
long  as  the  railroads  are  operated  as  privately  owned  business  con- 
cerns that  are  in  the  market  seeking  traffic  at  a  profit.  I  do  not 
think  it  is  a  practical  thing  to  regulate  them  and  correct  these  abuses. 
At  least  we  have  been  trying  it  for  25  to  30  years  and  have  not  got 
along  very  far  with  it. 

The  Chairman.  A  rigid  long  and  short  haul  clause  provided  for  by 
legislation — would  it  do  away  with  all  the  evils  you  complain  of  ? 
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Mr.  Bristow.  No;  not  all,  because  Meridian,  Miss.,  is  not  an  inter- 
mediate point  between  New  Orleans  and  Memphis,  Tenn.  But  a  rigid 
Ions;  and  short  haul  would  help  correct  this  evil. 

While  I  am  for  a  rigid  long  and  short  haul  clause,  I  realize  there 
will  be  some  trouble,  some  loss,  some  disarrangement  of  the  estab- 
lished business  that  would  hurt  some  people,  but  so  far  as  the  public 
is  concerned,  you  will  never  get  the  abuses  corrected  until  you  do 
make  it  rigid,  in  my  opinion,  because  the  carriers  will  never  consent 
to  it  until  they  have  to.  The  Interstate  Commerce  Commission 
yields  to  the  persistence  and  the  determined  efforts  of  the  carrier, 
where  the  commissioners  decided  in  our  favor  in  so  far  as  they  fixed 
al  Arkansas  City,  Kans.,  the  Kansas  City  rate  from  New  Orleans, 
but  that  case  has  been  reopened  by  the  Interstate  Commerce  Com- 
mission at  the  request  of  the  carriers,  because  the  carriers  were  not 
satisfied  with  the  ruling. 

Now,  that  was  not  rigid ;  that  was  simply  a  mild  application  of  the 
principle  of  the  long  and  short  haul  clause,  but  when  we  get  that 
decision,  after  two  years'  effort,  within  three  months  it  is  reopened 
for  another  trial,  so  the  Kansas  commission  has  to  keep  attorneys 
here  all  the  time  trying  the  cases  in  order  to  get  what  manifestly 
under  the  law  it  is  entitled  to  without  any  trial. 

I  do  not  criticize  the  Interstate  Commerce  Commission;  I  think  I 
can  understand  the  pressure  that  is  brought  by  very  able  counsel 
that  have  the  carriers'  side  to  look  after.  They  have  been  trained 
along  this  line,  and  think  and  believe  it,  but  their  views  are  false, 
because  they  are  directed  from  a  personal  interest.  We  have  got  to 
fight  that  out  again.  I  do  not  know  whether  we  shall  lose  it  or  not, 
but  we  are  in  controversy  all  the  time.  And  there  are  those  of  us 
out  there  who  have  been  fighting  this  all  our  lives.  I  know  I  have 
been  in  it  for  25  years,  and  that  covers  most  of  my  active  life.  We 
are  getting  tired  of  the  contest,  and  we  think  it  ought  to  be  settled. 
But  in  this  I  do  not  speak  for  the  National  Association  of  Railway 
Commissions.  I  am  speaking  solely  as  the  Kansas  commissioner, 
for  the  interests  of  the  States  are  not  uniform  in  this,  and  men  are 
controlled  more  or  less  by  the  interests  of  their  localities. 

Take  the  Panama  Canal.  The  Panama  Canal  could  have  been  a 
powerful  competitor  to  the  transcontinental  railroads,  and  the 
Panama  Railroad  was,  at  least  potentially  so,  anyway.  You  gentle- 
men are  familiar  with  the  efforts  that  were  made  by  the  transconti- 
nental railways  to  destroy  competition  by  way  of  Panama.  It  has 
been  discussed  in  Congress  time  and  again,  the  transcontinental  rail- 
way pool  which  was  organized  awTay  back  in  the  eighties,  which 
contributed  at  one  time  approximately  $1,000,000  per  annum  to  the 
revenues  of  the  old  Panama  Railroad  Co.  when  it  was  owned  by  the 
French,  in  order  to  control  the  rates  by  way  of  Panama,  and  that 
controversy  has  been  going  on  ever  since.  It  resulted  in  these  very 
low  rates  by  rail  for  heavy  commodities  from  the  Atlantic  and  Pacific 
coasts.  I  do  not  know,  but  I  think  canned  goods  from  Baltimore  is 
moved  for  probably  56  cents  per  hundred — somewhere  along  there — 
from  Baltimore  to  San  Francisco.  There  may  be  some  profit  in  it;  I 
do  not  know;  the  railroads  want  that  traffic.  Mr.  Ilarriman  bought 
a  steamship  fine,  or  established  one,  which  he  ran  from  Galveston 
in  connection  with  the  Southern  Pacific,  and  made  a  through  rate 
from  San  Francisco  and  California  points  to  New  York  that  was  the 
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same  as  the  rates  from  California  points  to  Galveston,  because  he 
wanted  the  traffic  but  did  not  want  it  to  move  via  Panama.  Whether 
there  was  any  profit  in  that,  or  whether  he  did  it  in  order  to  destroy 
competition  via  Panama,  I  do  not  know,  but  it  has  resulted  in  the 
congestion  of  the  rail  traffic  of  the  United  States;  so  when  a  crisis 
comes,  or  when  there  is  an  enormous  production,  the  railroads  break 
down.  They  have  broken  down  now,  so  that  the  President,  we  are 
informed,  is  considering  the  very  grave  question  as  to  whether  he 
will  not  have  to  take  the  railways  over  as  a  Government  agency 
during  the  war  in  order  to  get  some  efficient  movement. 

Mr.  Esch.  Was  that  the  same  time  that  the  Southern  Pacific  owned 
the  Pacific  Mail  and  had  those  very  profitable  leases  or  contracts  for 
traffic  across  the  Panama  Railroad  3 

Mr.  Bristow.  Yes;  it  owned  the  Pacific  Mail,  and  a  congressional 
investigation  was  made,  and  I  think  Fellows,  of  New  York,  was  the 
head  of  it,  and  he  made  a  report,  and  that  is  in  the  Congressional 
Record  here  somewhere — I  put  it  in  the  Congressional  Record  four 
or  five  years  ago — which  gives  the  details  of  that  traffic  arrangement. 
When  I  was  the  commissioner  of  the  Panama  Railroad  I  made  a 
report  that  contained  the  details  of  it.  It  is  set  forth  accurately  in 
that  report — it  has  been  several  years  since  I  have  looked  at  it — the 
methods  that  were  resorted  to  in  order  to  destroy  competition  are 
shown  there  fully.  I  do  not  think  we  can  get  away  from  those  evils 
as  long  as  these  roads  are  owned  as  they  are  now,  so  I  have  come  to 
the  conclusion  that  we  have  got  to  change  the  ownership  of  the  rail- 
roads and  have  a  common  ownership. 

When  we  start  to  consider  the  plan  we  get  into  a  field  of  speculation 
and  controversy.  I  do  not  believe  the  Government  ought  to  buy 
these  railroads  and  pay  for  them  out  of  money  obtained  from  taxa- 
tion. I  do  not  believe  they  ought  to  be  run  as  Government  agents. 
I  want  to  make  this  suggestion  for  your  consideration,  if  you  deal 
with  this  subject,  and  I  have  been  advised  that  you  are  contemplating 
dealing  with  it.  There  should  be  organized  a  national  bureau  of  rail- 
way finance,  or  some  bureau  of  that  kind,  equivalent  in  its  authority 
and  powers  to  a  board  of  directors  of  a  corporation,  and  let  this 
bureau  or  corporation,  whichever  it  may  be,  acquire  the  railroads  of 
the  United  States  and  pay  for  them  by  issuing  stock.  Let  the  law 
guarantee  that  that  stock  shall  draw,  we  will  say,  4  per  cent  as  a 
minimum  or  6  per  cent  as  a  maximum  return  every  year,  and  direct 
the  Interstate  Commerce  Commission  to  provide  rates  that  will  main- 
tain the  properties,  pay  all  operating  expenses,  and  provide  such 
return  on  the  value.  These  are  not  Government  obligations;  this 
stock  will  not  be  a  Government  obligation,  not  a  dollar  of  it  will  be 
paid  for  by  taxation.  It  rests  upon  the  value  of  railway  property. 
The  return  is  guaranteed  by  a  charge  for  the  traffic  of  the  people  that 
the  railways  handle.  I  do  not  think  there  could  be  any  better  secur- 
ity. The  railways  of  the  United  States  are  as  essential  to  the  com- 
mercial and  industrial  prosperity  of  this  country  as  the  highways 
are  to  any  community,  or  the  streets  to  a  city,  or  water  to  the  human 
body.  The  traffic  has  got  to  be  moved.  It  is  as  certain  of  a  return, 
or  more  so,  than  the  power  of  taxation,  because  commerce  will  move 
even  when  governments  fail.  If  the  earnings  of  this  system  are  de- 
voted to  its  maintenance  and  its  operation,  and  to  the  paying  of  a 
return  on  its  value,  the  people  can  not  complain — that  is  what  it 
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ought  to  do.  So  it  would  be  a  business  concern  and  not  political, 
and  I  think  would  be  successful.  Then  you  can  utilize  every  trans- 
portation agency.  "Where  there  is  a  weak  road  its  business  can  be 
adjusted  so  that  it  can  be  strengthened  and  the  system  as  a  whole 
will  sustain  itself.  And  then  there  would  be  no  incentive  to  destroy 
every  competitor,  because  it  would  not  be  necessary.  It  can  not  pay 
more  than  so  much,  and  therefore  no  incentive  for  extortion.  I  think 
that  would  be  very  much  better  than  for  the  Government  to  raise  the 
money  to  acquire  them  by  taxation.  I  am  afraid  of  that.  If  you  tax 
the  public  to  buy  these  railroads,  and  tax  the  public  to  operate  them, 
and  there  is  a  deficiency,  it  is  so  easy  to  levy  a  tax  and  make  every- 
body pay  to  make  it  up.  I  think  you  have  got  to  devise  a  system 
as  I  suggest  in  order  to  make  the  system  sustain  itself,  and  then  with 
a  revision  of  the  system  of  rates,  so  as  to  move  the  traffic  at  the  least 
cost,  so  that  the  business  is  not  created  for  the  purpose  of  making  a 
profit  out  of  it  and  reasonable  charges  are  made.  You  will  thereby 
relieve  congested  centers. 

The  State  of  Iowa,  I  might  say,  has  got  a  system  of  rate  making 
within  the  State  that  has  resulted  in  more  good  towns  and  fewer  big 
ones  for  a  like  population  and  like  territory  than  any  State  in  the 
Union. 

Mr.  Esch.  But  Iowa  is  losing  population  >. 

Mr.  Bristow.  That  is  because  she  had  not  larger  cities,  and  the 
people  are  going  to  the  cities  from  the  farms.  There  is  probably  not 
a  county  in  Wisconsin  that  is  purely  agricultural  that  is  gaining  in 
population 

Senator  Oummins.  That  is  not  quite  accurate. 

Mr.  Esch.  The  last  statistics  I  sawr  showed  quite  a  decrease  for 
ID  10  over  1900.  Of  course  that  is  because  a  great  many  of  the 
young  men  went  to  the  Dakotas  and  Montana  and  Canada  and 
sought  cheap  farms.  That  is  a  very  reasonable  explanation,  because 
I  know  our  State  lost  thousands  the  same  way. 

Senator  Cummins.  It  is  largely  due  to  the  fact  we  have  no  big 
cities,  and  it  lias  been  in  this  country  that  the  large  cities  have 
gained  in  population  and  not  the  country. 

Mr.  Bristow.  I  think  that  you  will  find  that  in  almost  every 
community  in  the  United  States,  as  a  rule,  there  will  be  exceptions, 
the  rural  districts  lose  in  population  and  the  urban  districts  gain. 
Take  the  county  in  which  I  live  in  Kansas.  The  town  is  growing 
rapidly,  the  country  is  not  growing  any  in  population.  Take  the 
counties,  the  county  seat  towns  are  increasing  in  population,  and  the 
populations  of  the  townships  are  not  increasing;  in  many  cases  they 
are  decreasing.     There  is  the  tendency  from  the  farm  to  the  city. 

Mr.  Sims.  But  the  value  in  farm  lands,  both  in  Iowa  and  Kansas, 
has  increased  all  the  time  \ 

Mr.  Bristow.  I  do  not  know  that  it  is  increasing  now. 

Mr.  Sims.  It  may  have  got  so  high  in  Iowa  that  it  can  not  increase 
any  more. 

Mr.  Bristow.  It  has  been  increasing,  but  I  do  not  think  it  is  now 
increasing. 

Mr.  Sims.  I  mean  it  has  increased  regardless  of  the  fact  that  the 
population  lias  decreased. 

Mr.  Bristow.   Yerv  much-  the  value  of  the  land  has  increased. 
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The  advantage  of  this  plan  that  I  suggest  is  that  the  railway  system 
could  then  be  a  business  concern;  a  stockholder  could  be  anybody 
who  wanted  to  buy.  It  would  pay  him  a  return,  whatever  was  fair, 
that  could  be  determined  upon.  He  would  have  nothing  to  do  with 
the  management  of  it  any  more  than  a  bondholder  has  to  do  with  the 
management  of  the  Government,  and  I  think  it  would  remove  a  great 
many  of  these  evils. 

I  do  not  think  you  can  remedy  the  existing  railroad  defects  under 
the  existing  system  of  ownership,  and  in  my  judgment  the  American 
people  will  never  consent  for  a  single  corporation  to  own  all  these 
railroads  and  operate  them  for  profit,  because  the  power  and  the 
selfishness  of  man  is  so  great  that  it  Avould  not  last. 

It  would  be  a  monopoly  of  a  facility  that  is  vital  to  the  life  of  the 
people. 

Mr.  Sims.  What  would  you  call  that  power  you  propose  to  have, 
the  ownership,  a  corporation,  or  what  '. 

Mr.  Bristow.  I  would  say  a  "Bureau  of  Railway  Finance,"  and 
all  the  directors  appointed  by  the  President  of  the  United  States  for 
a  term  of  years. 

Mi*.  Sims.  It  would  be  a  Government  agency  ' 

Mr.  Bristow.  Yes. 

Mr.  Sims.  The  Government  in  fact  would  own  the  railroads? 

Mr.  Bristow.  The  people  would  own  them — would  buy  the  stock. 

Mr.  Sims.  You  would- want  to  run  it  as  the  trustee  '. 

Mr.  Bristow.  Yes. 

Mr.  Sims.  Then  who  would  own  the  rolling  stock,  the  tracks  and 
terminals 

Mr.  Bristow.  The  people,  the  stockholders. 

Mr.  Sims.  The  present  stockholders  '. 

Mr.  Bristow.  No;  anybody  that  wants  to  buy  it.  The  first 
thing  would  be  to  determine  on  the  value  of  these  roads  and  then 

Mr.  Sims.  How  will  you  condemn  and  get  charge  of  your  property, 
though  ? 

Mr.  Bristow.  Mr.  Sims,  that  could  be  done  in  one  of  three  ways. 

Mr.  Sims.  That  is  what  I  want.  I  knew  you  had  studied  that 
out. 

Mr.  Bristow.  First  is  the  English  system  that  Mr.  Brookhart 
referred  to.  The  provision  that  was  incorporated  in  the  English 
law,  I  believe,  was  to  take  the  roads  by  paying  twenty-five  times 
the  net  earnings,  or  something  like  that,  or  on  a  4  per  cent  basis. 

Mr.  Sims.  I  heard  that. 

Mr.  Bristow.  It  was  on  a  4  per  cent  basis. 

Mr.  Sims.  But  in  whom  would  you  vest  the  physical  property, 
under  your  plan  ? 

Mr.  Bristow.  In  the  stockholders.  And  how  will  they  get  the 
stock  ?  Of  course  this  is  not  a  4  per  cent  country.  If  you  fix  that 
at  5  per  cent,  it  might  be  fair;  but  there  are  two  plans  that  impress 
me  very  much  better  than  that.  One  is  the  average  market  value 
of  the  stocks  and  bonds  of  these  roads  for  a  period  of  years. 

Mr.  Sims.  Prior  to  the  time  the  law  passed  ? 

Mr.  Bristow.  Prior  to  the  time  the  law  passed.  If  it  were 
passed  in  the  next  }7ear,  1918,  why,  take  the  average  market  value 
of  the  stocks  and  bonds,  the  securities  of  these  roads,  for  five  years 
prior  to  January  1,  1917. 
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Senator  Cummins.  That  would  have  to  be  a  volunteer  arrange- 
ment? 

Mr.  Bristow.  Yes.  Now  I  do  not  know  what  that  would  work 
out.  I  have  it  worked  out  here  on  one  or  two  roads.  I  will 
submit  it  to  you  in  a  few  minutes.  That  is  what  the  investor  has 
considered  the  road  worth.  In  some  cases  he  has  been  too  high; 
in  others  he  may  have  been  too  low.  You  could  not,  however,  do 
a  material  injustice,  because  that  is  what  those  who  own  it  paid 
for  it. 

Mr.  Sims.  The  way  you  find  the  average  price  of  a  farm  product 
for  a  number  of  years  is  to  take  the  average  selling  price  01  all  the 
products  in  the  market  and  add  it  up  ? 

Mr.  Bristow.  Yes. 

Mr.  Sims.  That  is  the  way  you  would  do  in  this  system? 

Mr.  Bristow.  Yes. 

The  Chairman.  I  think  we  had  better  let  the  Senator  proceed 
and  then  examine  him  afterwards. 

Mr.  Bristow.  The  average  market  value  of  the  securities,  for  a 
series  of  years,  would  give  the  public  what  had  regarded  those  roads 
worth,  or  you  can  wait  until  the  valuation  of  the  Interstate  Com- 
merce Commission  is  completed,  and  take  that. 

The  other  plan  would  be  the  quicker,  and  I  should  think  the  most 
satisfactory,  to  the  investors  in  railroads. 

Take  the  stock  of  the  Santa  Fe  Railroad,  or  the  Pennsylvania  Rail- 
road— it  is  owned  by  thousands  of  people.  Anyone  who  wanted  to 
exchange  the  stock  that  they  held  in  that  railroad  for  stock  in  the 
corporation  that  is  organized,  with  this  guarantee  of  a  return,  could 
exchange  it  at  its  average  market  value,  dollar  for  dollar,  for  the 
new  stock.  If  they  did  not  want  to  make  the  exchange,  then  I 
would  have  this  finance  board  buy  it  and  sell  the  stock  of  the  national 
corporation  to  the  public  and  get  the  money  to  pay  for  it.  There 
could  be  no  injustice  to  any  railroad  investor.  You  are  giving  him 
an  equivalent  interest  in  the  railway  system  of  the  United  States, 
with  a  guaranteed  return  and  a  power  to  levy  a  charge  upon  the 
transportation  facilities  of  100,000,000  of  people  to  pay  the  return. 
It  is  paying  a  higher  return  now  under  the  present  management. 

The  physical  operation  of  these  railroads  is  now  all  right.  The 
operation  in  general  of  the  American  railways  is  good.  My  experi- 
ence is  that  the  operating  officers  are  very  capable  and  earnest 
men,  who  are  ambitious  to  operate  their  lines  in  the  most  expeditious 
and  efficient  way.  The  difficulty  is  to  satisfy  the  bankers  or  the 
syndicates  that  control  them,  or  some  ambitious  speculator  who 
gets  control  and  begins  to  fight  in  a  competitive  way  for  the  domina- 
tion of  some  of  these  properties;  then  is  when  the  disturbance  of 
transportation  comes.  That  would  be  all  eliminated.  There  are 
two  systems  of  railway  operation  that  throw  some  light  on  this 
subject.  The  Panama  Railroad  is  owned  by  the  United  States,  but 
it  is  operated  by  a  corporation.  I  think  the  same  officers  are  now 
operating  that  railroad  that  were  operating  it  when  it  was  owned 
by  the  French,  and  during  my  familiarity  with  it  it  was  well  operated. 
It  competed  with  private  concerns  for  business  and  paid  its  own  way. 
The  Government  never  contributed  anything  to  it  as  a  subsidy,  and 
when  it  gave  it  traffic,  so  far  as  freight  was  concerned,  it  would  not 
give  it  to  the  Panama  Railroad  unless  the  road  would  carry  it  as 
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cheap  or  cheaper  than  some  private  line  would.  It  has  been  success- 
ful, and  there  has  never  been  a  scandal  connected  with  it  in  the  12 
years  that  we  have  owned  it. 

I  was  impressed  some  years  ago  with  a  system  which  the  Mexican 
Government  has  established.  That  seems  to  be  a  strange  place 
to  go  for  any  illustration,  but  nevertheless  it  is  there.  The  Diaz 
administration  was  ambitious  to  have  a  railroad  across  the  Isthmus 
of  Tehuantepec,  to  correspond  to  the  Panama  Railroad,  and  the 
Mexican  Government  contributed  a  large  amount  of  money  to  the 
construction  of  the  Tehuantepec  National  Railroad.  It  failed,  and 
the  Government  had  to  take  the  road,  so  it  owned  it.  The  Mexican 
Government  employed  Sir  Weatman  Pierson,  as  you  gentlemen 
know,  to  construct  ports  on  the  Pacific  side  and  the  Atlantic  side, 
and  they  constructed  very  fine  ports  there,  and  until  the  Canal 
was  opened  that  road  did  a  very  prosperous  business,  did  a  better 
business  than  the  Panama  road  did;  it  was  managed  more  successfully 
and  it  was  profitable,  so  Mr.  Pierson  told  me  when  I  visited  him  at 
one  time  at  Tehuantepec.  They,  had  an  arrangement  by  which  the 
first  lien  on  the  revenues  was  for  operating  expenses;  that  was  the 
first  charge  against  the  revenues  of  the  line.  The  second  charge — 
I  am  giving  this  from  memory,  but  I  think  it  is  correct — was  a  charge 
for  maintenance  to  keep  the  line  in  condition.  The  third  was  a 
payment  to  the  Mexican  Government,  a  return  on  the  money  that 
it  had  invested  in  it;  then  the  profits  were  divided  between  the 
operating  company  and  the  Government.  That  was  a  partnership. 
I  talked  with  President  Diaz  and  his  cabinet  officer  who  had  charge 
of  it — I  have  forgotten  just  what  they  called  him — and  they  were 
very  enthusiastic  over  it,  and  I  understand  that  up  to  the  Mexican 
troubles  and  the  opening  of  the  Canal  it  was  a  very  prosperous 
concern.  I  think  now  it  is  in  financial  troubles,  because  it  can  not 
get  any  business  in  competition  with  the  Canal. 

Those  are  two  illustrations  as  to  methods  of  operating.  There 
might  be  an  operating  corporation  organized  that  could  operate  these 
roads  upon  some  system  that  might  be  devised.  I  would  not  have 
them  operated  by  Government  officers.  The  Panama  Railroad  has 
not  been.  The  officers,  the  president,  and  the  executive  officers  of 
the  Panama  Railroad  discharge  and  employ  people  at  will,  and  we 
do  not  interfere  with  it,  and  we  ought  not  to;  we  ought  not  to  have 
anything  to  do  with  it;  that  is,  politically  speaking.  This  theory 
represents  the  ideas  I  have  acquired  from  studying  this  question,  and 
I  submit  it  to  you  gentlemen  for  your  consideration,  because  I  believe 
it  has  got  some  sound  principles  in  it,  and  I  am  afraid  that  govern- 
mental ownership  and  governmental  operation  would  be  disastrous 
in  a  country  where  political  emergencies  have  as  much  effect  on  our 
institutions  as  in  the  United  States. 

The  combination  of  operating  employees,  in  order  to  obtain  wages, 
and  the  exercise  of  political  power,  as  they  do  now  to  a  certain  extent, 
might  be  increased  by  Government  operation,  but  if  you  will  balance 
the  interest  of  the  shipper  against  the  interest  of  the  employee,  the 
interest  of  the  stockholder,  who  is  a  private  investor,  against  the 
interest  of  the  employee,  when  the  rates  have  to  be  increased  in  order 
to  meet  an  additional  demand  of  the  employees'  organization,  if  the 
rates  are  increased  unduly  or  the  earnings  are  reduced  from  the 
maximum  to  the  minimum,  you  would  balance  the  political  influence 
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of  the  one  against  the  other,  because  there  are  selfish  interests  of  both 
of  the  three  elements,  and  I  think  would  relieve  the  country  from 
what  appears  to  be  a  menace. 

Men  arc  selfish,  and  it  makes  no  difference  what  their  vocation  is, 
when  they  have  power  to  exercise  authority  for  their  self-interest, 
they  are  likely  to  do  it,  whether  they  arc  capitalists  or  laborers  or 
investors,  or  whatever  thcv  may  be,  and  you  have  got  to  have  some 
balance  of  interest  somewhere  in  order  to  maintain  the  perpetuity 
of  our  institutions. 

There  is  another  thing.  If  we  own  the  railroads  as  Government 
institutions,  paid  for  by  taxation,  and  we  had  a  dull  year,  and  we  had 
to  levy  general  taxes  in  order  to  keep  them  going,  it  would  be  very 
unfortunate.  It  ought  not  to  be.  If  we  had  an  exigency,  such  as 
that  which  prevails  now,  and  the  Federal  Government  was  in  need 
of  money,  we  might  raise  the  rates  in  order  to  get  the  revenue  for 
other  purposes  which  I  think  would  be  very  unjust.  It  ought  to 
be  operated  as  a  business  institution,  sustaining  itself,  eliminating  the 
selfish  elements  which  resulted  in  the  disaster  which  has  come  to  the 
transportation  system  of  the  United  States. 

I  have  had  some  figures  compiled  that  are  quite  interesting  as  to 
tin1  valuation  by  the  two  systems,  the  average  value  of  the  securities 
over  a  period  of  five  years,  and  the  valuation  by  the  Interstate  Com- 
merce Commission,  and  also  the  book  value.  I  have  discarded  the 
book  value  because  I  do  not  think  it  is  accurate.  I  have  taken  the 
Santa  Fe  and  made  a  comparison  of  the  book  value  and  the  value  of 
the  stocks.  There  is  not  any  valuation  yet  by  the  Interstate  Com- 
merce Commission  of  the  Santa  Fe  such  as  there  is  of  the  Kansas  City 
Southern,  of  which  a  tentative  valuation  has  been  filed,  to  which  I  will 
refer  to  later.  The  Santa  Fe  owns  11,270  miles  of  the  first  main 
track;  that  is,  of  main  track.  Some  of  it  is  double  track  and  some  of  it 
has  four  tracks,  but  its  main  line,  first  track,  is  11,270  miles;  other 
tracks,  including  the  double  track,  four  tracks,  etc.,  constitute  1,003 
miles,  and  the  yards,  and  sidings  constitute  4,072  miles  of  track. 

I  will  make  these  comparisons  from  the  main-line  tracks,  because  I 
think  that  is  the  best  comparison.  The  sidetrack  is  a  part  of  all 
railroads  to  give  facilities. 

The  book  investment  in  the  Santa  Fe  is  $715,000,000  (I  will  only 
use  the  round  numbers,  in  millions).  There  are  $15,000,000  in  other 
investments,  investments  in  other  property,  and  that  I  deduct  from 
the  book  value  of  the  road,  leaving  the  book  value  of  the  Santa  Fe 
at  $699,000,000. 

The  Chairman*.  For  how  many  miles  of  track  ? 

Mr.  Bristow.  For  11,270  miles.  That  is  the  book  investment  of 
the  Santa  Fe,  which  is  $62,000  a  mile  for  the  main  track. 

Mr.  Sims.  For  the  11,270  miles  3 

Mr.  Bristow.  Yes. 

Now,  that  is  the  book  value.  The  value  on  the  basis  of  the  average 
market  price  of  stocks  and  bonds  for  the  period  of  five  vears,  1912  to 
1916,  inclusive,  is  $623,000,000;  the  par  value  is  $640,000,000. 

The  Santa  Fe's  market  value  comes  very  close  to  its  par  value, 
missing  it  only  si 7,000,000.  I  think  that  is  a  high  price  for  the 
Santa  Fe  Railroad.  That  is  more  than  it  cost.  I  think  it  is  more 
than  the  Government  ought  to  pay,  but  it  is  an  easy  way,  and  the 
excess  is  not  as  great  as  it  might  be  if  all  of  the  imaginary  elements  of 
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value  which  the  carriers  are  insisting  be  incorporated  in  this  Inter- 
state Commerce  Commission  valuation  should  be  accepted.  It  could 
not  be  an  injustice  to  the  carrier  to  pay  him  for  his  property  what  the 
public  has  said  it  was  worth  for  five  years,  and  if  the  public  paid 
slightly  more  than  we  ought  to  in  order  that  we  may  get  rid  of  the 
existing  conditions,  I  think  we  could  afford  to  do  it. 

I  also  figured  out  the  net  operating  revenue  return  upon  the  book, 
and  the  return  upon  the  market  value  of  the  securities,  which  was 
interesting.  In  1914  the  Santa  Fe's  return,  its  net  operating  income 
on  its  book  investment,  was  4.58  per  cent.  The  return  on  the  market 
value  of  the  securities  that  year  was  5.14  per  cent.  In  1915  the  return 
on  the  book  value  was  4.98  per  cent;  on  the  market  value  of  secur- 
ities it  was  5.59  per  cent.  In  1916  the  return  on  the  book  value  was 
6.15  per  cent  and  on  the  market  value  6.91  per  cent.  The  average 
for  the  three  years  on  the  book  value  was  5.24  per  cent,  and  on  the 
market  value  it  was  5.88  per  cent. 

Taking  the  Kansas  City  Southern,  it  shows  that,  in  some  cases,  if 
you  take  the  market  value  of  the  stocks  for  a  period  of  five  years,  you 
pay  more  than  it  is  worth,  because  the  market  value  of  the  Kansas 
City  Southern  stocks  has  been  during  this  period  of  time  much  more 
than  the  road  is  worth.  It  is  overcapitalized  very  much  more  than 
the  Santa  Fe  is. 

I  referred  this  morning  to  the  application  of  the  Orient  Railroad 
for  a  capitalization,  and  they  wanted  a  large  amount,  because  they 
could  get  more  for  a  large  amount  of  stocks  than  for  a  small  amount, 
although  it  represented  exactly  the  same  property.  Well,  the  Kansas 
City  Southern,  which  is  one  of  the  Stillwell  roads,  and  you  gentlemen 
who  are  familiar  with  Mr.  St  ill  well's  method  of  building  know  about 
what  that  means,  was  overcapitalized  very  much.  He  took  advan- 
tage of  that  principle,  the  speculative  feature  that  is  considered  in 
cases  of  that  kind.  The  book  investment  of  this  road  was  $83,000,000, 
plus  miscellaneous  property,  and  the  affiliated  companies,  all  told,  is 
$104,000,000;  the  main-track  mileage  is  823  miles,  showing  a  book 
investment  per  mile  of  first  main  track  of  $127,000  a  mile.  Of  course, 
that  is  ridiculous.  That  was  built  up  in  the  manner  I  suggested  this 
morning.  Mr.  Stillwell  had  numerous  construction  companies,  and 
he  would  agree  to  turn  over  certain  bonds  and  stocks  to  the  con- 
struction company  that  would  build  a  part  of  this  road,  and  when 
that  part  of  the  road  was  built  by  the  construction  company  and 
delivered  to  the  railroad  company,  that  company  would  write  in  as 
the  cost  the  amount  of  the  stocks  and  bonds  that  had  been  issued  in 
payment  for  construction,  and  that  might  be  twice  what  it  cost  to 
construct  it,  or  it  might  be  more;  so  he  built  up  a  book  investment  of 
$127,000  a  mile. 

There  was  outstanding  in  the  years  1912  to  1916 — it  had  been 
reorganized — I  do  not  know  what  the  original  capitalization  may 
have  been,  but  after  the  reorganization  the  par  value  of  the  stocks 
and  bonds  was  $100,000,000,  and  the  market  value  was  $57,000,000. 
The  market  value  of  the  capital  obligations  for  mile  of  main  track 
was  $70,000. 

Senator  Cummins.  That  was  over  a  period  of  five  years,  an  average  ? 

Mr.  Bristow.  An  average  over  a  period  of  five  years;  yes.  This 
should  be  said  about  the  Kansas  City  Southern.  It  has  not  any 
branches  of  any  consequence.    This  is  practically  a  main  line  railroad, 
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running  from  the  Gulf  of  Mexico  to  Kansas  City,  and  does  a  through 
business.  The  Santa  Fe  has  numerous  branches,  so  that  while  at 
first  glance  it  is  ridiculous  to  value  the  Kansas  City  Southern  higher 
than  the  Santa  Fe  on  its  mileage  value,  yet  the  disparity  is  not  as 
great  as  on  the  surface  it  would  appear  to  be,  because  tho  Santa  Fe 
has  numerous  branches  that  cost  very  little  to  construct. 

The  division  of  valuation  of  tho  Interstate  Commerce  Commission 
has  completed  the  valuation  of  the  Kansas  City  Southern  and  sub- 
mitted a  tentative  value,  and  that  was  served  on  the  States.  They 
found  the  original  cost  of  this  road,  the  reproduction  value  and  the 
reproduction  value  less  depreciation.  The  original  cost  was 
$47,000,000,  or  $57,000  per  mile  of  road,  main  line.  I  think  that  is 
excessive.  Stillwell,  so  I  have  been  told,  and  I  think  it  is  accurate, 
would  let  the  contracts  for  construction,  not  to  the  lowest  bidder,, 
but  frequently  to  the  bidder  who  could  find  a  sale  for  his  securities, 
and  if  some  man  who  wanted  to  construct  a  section  of  the  road  would 
take  a  certain  amount  of  bonds,  or  would  obtain  the  sale  for  a  certain 
amount  of  bonds,  he  would  let  him  have  the  contract,  even  at  more 
than  another  contractor  on  a  cash  basis  would  build  it  for;  so  I 
think  this  cost  is  excessive,  but,  of  course,  I  could  not  produce  any 
evidence  actually  as  to  that,  because  the  records  are  lost,  only  I 
believe  from  what  I  have  heard  that  was  his  method. 

The  reproduction,  new,  of  the  road,  the  division  of  valuation  finds 
to  be  $48,000,000,  or  $58,000  a  mile.  The  reproduction,  new,  less 
depreciation,  $40,000,000,  or  $49,000  a  mile. 

Now,  let  us  see  what  the  net  operating  revenue  on  the  Kansas 
City  Southern 

Senator  Cummins.  Before  you  go  to  that  I  want  to  recall,  so  you 
will  have  it  in  mind,  the  per  mile  value  of  the  securities  over  a  period 
of  five  years. 

Mr.  Bristow.  $70,000. 

Senator  Cummins.  Against  $49,000  of  cost? 

Mr.  Bristow.  Yes.  Now,  this  finding  of  the  Bureau  of  Valuation, 
of  which  Judge  Prouty  is  at  the  head,  is  contested  by  the  carrier. 
It  claims  a  very  much  higher  valuation,  but  in  order  to  get  such 
higher  valuation  it  injects  into  its  alleged  value  the  intangible  ele- 
ments of  value  which  are  in  dispute  and  what  ultimately  the  courts 
or  the  Interstate  Commerce  Commission  will  find  ought  to  be 
included,  that  Judge  Prouty  in  his  judgment  has  cut  out,  we  have 
not  any  way  of  knowing.  If  the  carrier  had  its  way  about  it  the 
valuation  per  mile  would  be  more  than  the  book  value. 

I  want  to  call  your  attention  now  to  the  earnings  on  these  various 
values  for  the  years  1914,  1915,  and  1916,  taking  the  net  operating 
income.  The  net  operating  income  in  1914  was  $3,490,000  plus. 
The  return  on  the  book  value  was  3.33  per  cent.  The  return  on  the 
market  value  of  the  securities  was  6.2  per  cent.  The  return  on  the 
original  cost,  as  found  by  the  Bureau  of  Valuation,  was  7.38  per  cent; 
on  original  cost,  less  depreciation,  it  was  8.57  per  cent. 

The  Chairman.  You  mean  original  value,  do  you  not  ? 

Senator  Cummins.  You  mean  cost  of  reproduction? 

Mr.  Bristow.  Cost  of  reproduction  less  depreciation,  that  is, 
its  existing  value  in  its  depreciated  condition. 

The  Chairman.  What  rate  did  you  say? 
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Mr.  Bristow.  I  said  8.57  per  cent.  Now,  just  to  illustrate  how 
the  Interstate  Commerce  Commission,  in  handling  the  passenger 
rate  case  with  its  ability  and  its  earnestness,  and  I  am  not  reflecting 
on  it  at  all,  because  I  believe  those  gentlemen  are  doing,  from  their 
point  of  view  their  work  earnestly,  and  conscientiously,  but  it  is 
impossible  for  men  to  get  detailed  information  in  regard  to  such  a 
vast  property  as  the  railway  property  of  the  United  States  is, 
accurately,  in  a  short  time.  They  based  the  interstate  passenger 
rates  on  the  book  value  of  these  properties,  and  the  Kansas  City 
Southern  was  one  of  the  roads  that  was  considered  as  fixing  the 
southern  rate.  I  think  that  was  considered,  was  it  not,  Mr.  Chambers, 
in  the  Kansas  rate  ? 

Mr.  Chambers.  The  whole  rate. 

Mr.  Bristow.  But  not  in  the  southern  Kansas  rate? 

Mr.  Chambers.  Not  in  southern  Kansas  rate. 

Mr.  Bristow.  Not  in  the  southern  Kansas,  but  it  was  in  the  gen- 
eral southwestern  rate,  and  they  showed  a  return  of  only  3.33  per 
cent  on  the  book  value,  which  the}"  concluded  was  not  enough. 
Anybody  who  knows  anything  about  the  value  of  railroads  knows 
that  is  preposterous  for  that  railroad  to  claim  a  return  on  $127,000  a 
mile.  When  you  come  to  the  return  on  value  of  its  securities, 
which  is  $70,000  a  mile  more  than  it  ever  cost,  or  than  it  is  worth, 
on  its  business  in  1914  it  made  6.2,  and  in  1915  5.2,  and  in  1916 
6.29  on  the  market  value  of  its  securities. 

The  average  for  those  three  years  was  5.88  per  cent.  The  average 
for  those  three  years  on  the  original  cost,  as  shown  by  Judge  Prouty 
valuation,  is  7.20  per  cent,  and  its  return  the  reproduction  new,  less 
the  depreciation,  value  is  8.37  per  cent. 

I  do  think  you  gentlemen  can  think  that  the  State  commissions 
should  be  criticized  because  they  contest  the  fixing  of  a  rate  which  the 
people  have  to  pay  upon  such  a  basis  as  was  used  in  this  Western 
Advance  Rate  Case,  which  resulted  in  the  increase  which  the  State  of 
Kansas  is  combating  now.  This  is  the  earning  of  this  road,  which 
has  been  one  of  the  bankrupt  institutions  in  our  section  of  the  country 
during  the  years  just  preceding  the  application,  or  the  advocacy 
of  the  carriers  for  this  change  in  the  regulatory  authority  upon  the 
ground  that  they  are  suffering  financial  loss,  that  their  credit  is 
impaired,  and  they  are  not  able  to  borrow  money.  It  seems  to  me 
that  its  earnings  have  been  fine. 

I  have  some  figures  here  and  I  do  not  want  to  weary  you  gentlemen. 
I  am  afraid  I  am  dragging  this  out  too  long  now,  but  I  have  some 
figures  on  the  Minneapolis  &  St.  Paul  Railroad  along  the  same  line. 

Mr.  Esch.  We  shall  be  glad  to  hear  them. 

Mr.  Bristow.  I  should  have  made  similar  comparison  on  the 
Santa  Fe  or  the  Rock  Island  or  the  Southern  Pacific  or  other  roads, 
large  roads,  if  the  tentative  valuation  has  been  ready,  but  the  Kansas 
City  Southern  is  the  largest  road  where  the  tentative  valuation  has 
been  completed,  and  so  I  took  it. 

The  book  investment  of  the  Minneapolis  &  St.  Louis — and  as  I 
understand  it  the  Minneapolis  &  St.  Louis  is  not  a  very  prosperous 
concern 

Senator  Cummins.  Are  you  including  in  that  what  is  known  as  the 
Iowa  Central,  the  old  Des  Moines  &  Fort  Charles,  which  now  is 
owned  by  the  same  company  ? 
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Mr.  Bristow.  That  is  included.     It  is  a  consolidated  company. 

Senator  Cummins.  There  have  been  one,  two,  or  three1  very 
uii prosperous  roads  in  our  State. 

Mr.  Bristow.  The  par  value  of  the  capital  stock  and  bonds, 
including  the  equipment  trust  certificates,  is  $70,000,000,  and  the 
market  value  is  $37,000,000.  These  figures  are  for  five  years,  1912 
to  1916.  The  market  value  is  $37,000,000.  The  market  value  of 
capital  obligations  per  mile  of  road  is  $24,000. 

Now,  the  net  operating  revenues  for  1914  were  82, 000, 000.  The 
return  upon  book  investment  was  2.96  per  cent,  and  the  return  upon 
market  value  of  securities  was  5.40  per  cent.  So,  the  return  on  the 
market  value  of  the  securities  is  not  had,  and  while  I  am  not  familiar 
with  the  road,  but  if  it  is  like  a  great  many  of  the  prairie  roads, 
824,000  a  mile  is  not  a  low  valuation. 

Senator  Cummins.  Well,  possibly  you  know  that  the  road  runs 
from  St.  Paul  to  Peoria,  111.  That  is  the  part  of  which  the  Iowa 
Central  is  one  of  the  chief  links,  which  runs  from  St.  Paul  to  Des 
Moines.      It  also  has  a  line  running  into  South  Dakota. 

Mr.  Bristow.   I  knew  it  was  one  of  the  poor  roads. 

Senator  Cummins.  It  is  built  over  a  prairie  country  of  course, 
and  a  comparatively  level  country. 

Mr.  Bristow.  Yes,  sir.  The  return  on  the  market  value  of  the 
securities  was  ").4  per  cent  in  1914:  in  1915,  on  the  book  value  it  was 
3.53  per  cent,  and  on  the  market  value  6.43  per  cent.  In  1916,  on 
the  book  value,  it  was  4.41  per  cent,  and  on  the  market  value  of  the 
securities  7.86  per  cent.  The  average  return  on  the  market  value 
of  the  securities  was  6.56  per  cent,  and  the  average  return  on  the  book 
value  was  3.60  per  cent. 

Now,  this  gives  a  higher  return  on  the  market  value  of  the  stock 
than  a  prosperous  railroad  would  give,  because  the  stock  and  securi- 
ties of  an  unprosperous  road,  demands  a  higher  return  or  the  investor 
will  not  invest  in  it.  There  is  more  risk  involved.  It  is  like  a 
banker  who  charges  a  man  who  is  not  well  fixed  financially  some- 
times more  when  he  borrows  money  than  a  man  who  is.  There  is 
more  risk  in  that,  and  you  will  find  that  theory  is  borne  out  in  Prof. 
Norton's  exhibit  there,  that  the  good  railroads  can  borrow  money 
at  a  less  rate  than  the  poor  ones. 

I  submit  the  tables  in  detail: 

KANSAS    CITY    SOUTHERN    RAILWAY. 

(Report  to  Dec.  31,  1910.) 

Book  investment  in  road  and  equipment $83,  74] ,  845 

Book  investment  in  miscellaneous  physical  property $5,  284,  935 

Book  investment  in  affiliated  companies $15,  875, 102 

Total  book  investment $104,  901,  882 

Miles  of  first  main  track 823.  02 

Miles  of  other  main  track 17.  77 

Miles  of  yard  track  and  sidings 424.  41 

1,  265.  20 

Hook  investment  per  mile,  first  main  track $127,  459.  70 

Book  investment  per  mile,  all  tracks $82,  913.  25 
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Value  on  basis  of  the  average  market  price  of  stocks  and  bonds  for  a  period  of  5  years, 

1912-1916. 


Par  value. 


Market 
value. 


Common  stock  outstanding 

Preferred  stock  outstanding 

Bonds  and  equipment  certificates  outstanding. 


$29,959,000 
21,000,000 
49,142,000 


100,101,000 


$7,789,574 
12,000,000 
37,592,000 


57,381,574 


Market  value  of  capital  obligations,  per  mile,  first  main  track $70, 451.  00 

Market  value  of  capital  obligations,  per  mile,  all  tracks 45,  828.  00 

The  division  of  valuation  of  the  Interstate  Commerce  Commission 
has  completed  its  inventory  valuation  of  the  physical  property  of 
this. 

MINNEAPOLIS   AND   ST.    LOUIS   RAILROAD. 

(Report  to  Dec.  31,  1916.) 

Book  investment  in  road  and  equipment $67,  609, 001 

Miles  of  road  owned  (mileage  of  all  tracks  not  given) 1,  537.  69 

Book  investment  per  mile  of  road  owned $43,  967.  80 

Value  on  the  basis  of  the  average  market  price  of  stock  and  bonds  for  a  period  of  5  years, 

1912-1916. 


Capital  stock  (all  common) 

Bonds  and  equipment  trust  certificates. 


Par  value. 


$24,069,200 
46,681,701 


70,750,901 


Market 
value. 


$3, 562,  252 
33,568,522 


37, 138, 774 


Market  value  of  capital  obligations  per  mile  of  road  owned. 
Net  operating  revenue  and  return. 


t,  147.  10 


1914 


1915 


1916 


Average 
3  years. 


By  operating  income I  $2, 003, 549 

Return  upbn  book  investment per  cent. .  2.96 

Return  upon  market  value  of  securities do 5. 40 


$2, 387, 586 
3.53 
6.43 


$2,918,866 
4.41 
7.86 


$2, 436, 667 
3.60 
6.56 


ATCHISON,    TOPEKA    &    SANTA    FE    RY. 

(Report  to  June  30,  1916.) 

Total  book  investment  to  June  30,  1916 $715, 477,  622.  71 

Deduct  other  investments  (other  property) 15,  636, 125.  92 


Book  investment  in  railroad  property 699,  841, 496.  79 

Owned  mileage. 

Miles  of  first  main  track 11,  270.  70 

Miles  of  other  main  track 1, 003.  26 

Miles  of  yard  track  and  sidings 4,  072.  28 


16,  346.  24 

Book  investment  per  mile,  first  main  track $62,  093.  90 

Book  investment  per  mile,  all  tracks $42,  813.  60 
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Value  on  the  basis  of  the  average  market  price  of  stocks  and  bonds  for  a  period  of  5  years, 

1912-1916. 


Par  value. 


Market  value. 


Common  stock  outstanding 
Preferred  stock  outstanding 
Bonds  outstanding 


8214,312,500 
124,173,700 
301,552,353 


$217,312,875 
121,690,226 

284, 148, 589 


640, 038, 553 


623, 151, 690 


Market  value  of  capital  obligations  per  mile  of  road  (first  main  track) $55,  289.  00 

Market  value  per  mile  of  all  tracks 38, 122. 00 

Net  operating  revenue  and  return. 


Railroad  operating  revenue 

Return  upon  book  investment per  cent 

Return  upon  the  market  value  of  securities do. . 


1914 


$32,042,797 
4.58 
5.14 


$34, 852, 744 
4.98 
5.59 


1916 


$43,043,518 
6.15 
6.91 


Average  3 
years. 


$36,646,353 
5.24 
5.88 


Original 
cost. 

Reproduc- 
tion new. 

Reproduc- 
tion new 

less  depre- 
ciation. 

Total  

$47,278,760 
57, 445 
37,368 

$48,407,231 
58, 818 
38, 260 

$40,708,343 
49, 402 

32, 175 

Net  operating  revenue  and  return. 


1914 


1915 


1916 


Average  3 
years. 


By  operating  income 

Return  upon  book  investment per  cent . 

Return  upon  market  value  of  securities do. . . 

Original  cost do. . . 

Reproduction  less  depreciation do. . . 


$3,490, 194 
3.33 
6.02 
7.38 

8.57 


, 082, 757 
2.94 
5.32 
6.52 
7.57 


$3, 645, 508 
3.48 
6.29 
7.71 
8.96 


3,406,153 
3.25 
5.88 
7.20 
8.37 


Now,  gentlemen,  there  is  one  thing  that  I  have  heard  that  I  want 
to  read  to  you,  taken  from  the  cross-examination  of  Rea,  of  the 
Pennsylvania  Railroad,  before  the  Interstate  Commerce  Commission 
some  week  or  two  ago,  and  then  I  am  through  unless  you  gentlemen 
want  to  ask  me  some  questions.  This  was  in  the  case  for  an  increase 
in  rates,  but  it  has  a  direct  bearing  upon  the  financial  condition  of 
these  railroads.  As  I  stated  in  the  beginning,  the  premise  upon 
which  this  claim  by  the  carrier  is  made  to  take  from  the  States  their 
authority  is  that  their  credit  is  impaired  by  too  much  regulation  on 
the  part  of  the  States.  My  contention  is,  and  I  think  I  have  dem- 
onstrated it  by  statistics  here  that  will  not  be  controverted  as  to 
their  accuracy,  that  the  credit  of  the  railroads  is  good,  and  instead  of 
their  earnings  being  depleted  by  the  action  of  railway  commissions, 
that  their  earnings  now  are  greater  than  they  ever  have  been,  and 
that  if  their  credit  is  not  good  it  is  not  because  of  lack  of  earnings. 
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It  is  due  to  other  causes,  for  which  the  public  is  not  in  any  way 
responsible. 

Mr.  Rea  was  a  witness  in  the  15  per  cent  advance  case  which  was 
recently  before  the  Interstate  Commerce  Commission,  which  resulted 
in  a  recommendation  to  Congress,  I  believe,  or  to  the  President,  that 
the  Government  ought  to  either  lend  the  railroads  some  money  or 
take  them  over  and  operate  them.  Mr.  Thorne,  who  was  one  of  the 
attorneys  for  the  shippers,  protesting  against  the  increased  rates, 
cross-examined  Mr.  Rea. 

Mr.  Thorne.  Now.  Mr.  Rea,  during  the  past  50  years  your  company  has  never 
failed  to  pay  a  dividend,  has  it? 

Mr.  Rea.  It  has  not. 

Mr.  Thorne.  Now.  Mr.  Pea.  I  will  ask  you  if  your  reply  just  made  does  not  also 
apply  to  the  fiscal  year  ending  June  30,  1915.  I  will  repeat  the  question:  You  had 
enough  to  pay  all  of  your  operating  expenses,  taxes,  interest  on  funded  debt,  pay  all 
your  dividends,  and  had  S30.000.000  left  over,  which  was  the  greatest  in  your  entire 
history,  with  only  one  exception.     Is  that  correct,  or  is  it  not  correct? 

Mr.  Rea.   I  think  it  is  correct. 

That  is,  the  fiscal  year  ending  June  30,  this  year. 

Mr.  Thorne.  Now.  as  to  your  property  account.  I  notice,  if  I  am  not  in  error,  that 
you  have  increased  your  property  since  1007  by  approximately  $500,000,000.  Is 
that  correct? 

Mr.  Rea.  Yes.  sir. 

Mr.  Thorne.  And  during  that  time  you  have  increased  your  total  capital  obligations 
§150,000,000,  approximately? 

Mr.  Rea.  Yes,  sir. 

Mr.  Thorne.  That  leaves  an  increase  of  $350,000,000  that  did  not  come  from  the 
sale  of  securities? 

Mr.  Rea.  Not  necessarily. 

Mr.  Thorne.  I  also  find  that  yoiu-  surplus,  unappropriated  surplus,  in  1917  was 
greater  than  in  1007.  Now.  I  ask  you.  did  that  $350,000,000  come  from  new  money 
put  in  the  property  by  the  owners  of  the  property  purchasing  additional  security,  or 
by  outsiders  purchasing  additional  securities,  or  did  that  S350.000,000  come  from 
earnings? 

Mr.  Rea.   I  could  tint  say  offhand.     I  woidd  have  to  analyze  the  account. 

Mr.  Thorne.  Where  else  could  it  have  come  from'.' 

Mr.  Rea.  It  might  have  come  from  the  sale  of  property  and  securities  in  the  treas- 
ury. 

Mr.  Thorne.  But  your  unappropriated  surplus  was  greater  than  it  was  then,  and 
those  factors  are  reflected  in  your  surplus,  are  they  not? 

Mr.  Rea.  Well.  I  could  not  say  offhand,  but  certainly  a  large  amount  came  from 
earnings. 

Mr.  Thorxe.  Did  not  practically  all  of  it.  Mr.  Rea?  Where  else  could  it  come 
from?     Your  surplus  is  greater  now  than  it  was  then. 

Mr.  Pea.  Well.  I  assume  that  you  are  right. 

Mr.  Norman.  Do  you  think  that  your  company  should  be  allowed  to  increase  its 
rates  so  as  to  earn  as  much  or  more  than  in  normal  times,  after  paying  your  part  of  the 
cost  of  the  war? 

Mr.  Rea.  Yes. 

Mr.  Patterson.  What  has  been  the  average  expenditure  for  road  and  equipment 
of  the  Pennsylvania  System  for  the  last  17  years? 

Mr.  Pea.  $53,000,000. 

Mr.  Patterson.  Will  you  please  state  to  the  commission  what  expenditures  must, 
in  your  judgment,  he  made  if  the  Pennsylvania  System  is  to  adequately  perform  its 
functions  during  the  ensuing  year? 

(Mr.  Patterson  was  the  attorney  for  the  Pennsylvania  Co.) 

Mr.  Pea.  Well,  very  much  more  than  $53,000,000  per  year. 

Mr.  Patterson.  Of  what  nature  are  these  expenditures  which  must  be  made? 

Mr.  Rea.  They  are  for  improved  terminals,  running  tracks,  engines.and  cars,  various 
improvements  to  lilies,  third  tracking,  fourth  tracking,  and  all  other  improvements 
to  keep  the  whole  property  in  balance,  and  to  meet  the  expanding  business  which,  as 
js  well  known,  doubles  about  every  12  years.  ...''.-.* 
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Mr.  Patterson.  Does  this  proposed  rate  increase,  the  question  of  securing  addi- 
tional net  operating  income  to  the  railroads,  hear  any  relation  to  the  question  of  secur- 
ing additional  facilities,  whether  of  road  or  equipment? 

Mr.  Re  a.  Unquestionably.  It  strengthens  the  credit  of  the  road  and  enables  it  to 
continue  the  policy  which  has  given  it  its  position  to-day  in  the  financial  world. 

Mr.  Patterson.  Is  it  or  is  it  not  going  to  be  absolutely  necessary,  when  the  time 
((lines,  to  make  all  of  these  improvements  out  of  earnings,  to  reimburse  the  treasury 
by  the  sale  of  securities,  when  they  are  available? 

Mr.  Re  A.  That  seems  to  he  the  only  means  at  present,  the  Government  practically 
and  necessarily  closing  the  financial  market  to  all  other  financing. 

Mr.  Patterson.  Now,  after  you  get  through  providing  for  these  operating  expenses, 
have  you  got  to  have  sufficient  net  operating  income  to  provide  a  basis  of  credit? 

Mr.  Rea.   Yes.  sir. 

That  shows  very  conclusively  that  the  road  does  not  need  any 
additional  rates,  because  of  the  financial  necessity  of  maintaining 
its  property  and  paying  returns,  but  that  it  wants  increased  rates  in 
order  to  acquire  money  for  the  purpose  of  investing  in  property 
which  afterwards  is  to  be  capitalized.  I  think  first  that  that  is 
contrary  to  the  principle  upon  which  railroads  are  permitted  to 
operate  in  the  United  States — to  take  their  capital  from  earnings. 
The  accounting  system  of  the  Interstate  Commerce  Commission 
requires  them  to  keep  the  capital  account  separate  from  earnings, 
so  that  earnings  can  not  be  involved  in  any  capital  charge  without 
the  knowledge  of  the  commission. 

Mr.  Thorne  returns  to  the  cross  examination: 

Mr.  Thorne.  The  public  has  paid  three-fourths  of  that  $500,000,000  out  of  earnings'.' 
Mr.  Rea.  On  reasonable  rates.     They  were  entitled  to  every  dollar  of  it. 

Now,  if  they  paid  dividends  every  year  for  50  years  and  since 
1907.  in  10  years,  have  put  into  their  capital  account  $350,000,000 
out  of  earnings,  I  do  not  think  they  have  any  cause  to  come  before 
a  congressional  committee  to  complain  of  any  financial  straits  that 
they  are  in,  and  I  am  quoting  from  the  testimony  of  the  president 
of  the  Pennsylvania  System,  given  before  the  Interstate  Commerce 
Commission. 

Mr.  Thorne.  And  as  1  understand  it,  if  this  advance  is  granted  it  would  not  enable 
you  to  market,  or  you  would  not  try,  at  the  present  stage  of  the  market,  to  issue  a  new 
bonded  indebtedness? 

Mr.  Rea.  No;  we  do  not  need  it.  Just  as  soon  as  we  do  need  more  money  we  will 
be  in  the  market.     Probably  next  spring. 

Commissioner  McChord  then  interrogates  Mr.  Rea  and  asks  him  in 
substance — I  have  not  got  it  exactly;  it  is  quite  a  long  question — 
if  the  Government  would  furnish  capital  or  money  to  the  carriers 
to  make  these  extensions  and  improvements,  and  would  furnish 
capital,  cars,  engines,'  or  anything  else  necessary  to  meet  the  emer- 
gency, if  the  additional  rates  would  then  be  necessary,  which  the 
companies  were  asking. 

Mr.  Patterson  here  interjects  this  question: 

You  do  not  mean  to  say  that  that  would  do  away  with  the  necessity  of  increased 
rates? 
Mr.  Rea.   I  do  not. 

He  wants  the  rates  anyway.  That  is  not  unnatural  if  a  railroad 
is  private  property  and  run  for  profit,  to  want  all  the  profit  it  can 
get  (continuing) : 

Commissioner  McChord.  Do  you  want  that  in  addition'.' 

Mr.  Rea.  Oh,  absolutely. 

Mr.  Patterson.  That  is  what  I  thought. 
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Now,  Commissioner  Clark  asks  this  question: 

Mr.  Rea,  I  want  to  ask  you,  in  regard  to  one  of  Mr.  Patterson's  questions,  and  your 
answer:  First,  to  be  sure  that  I  understood  you  correctly,  and  if  I  did,  I  would  like 
to  have  you  explain  a  little  bit  further.  He  asked  you  a  question,  and  you  answered 
it  in  the  affirmative,  as  I  understood  it,  to  the  effect  that  you  considered  it  necessary, 
as  the  only  means  of  securing  the  money,  that  the  rates  should  now  be  increased,  so, 
that  you  might  make  improvements  which  are  imperatively  necessary,  and  which 
ordinarily  would  be  charged  to  capital,  and  reimburse  the  Treasury  by  issuing 
securities  later. 

Mr.  Rea.  Yes,  sir;  Mr.  Commissioner,  it  seems  to  me  that  is  the  only  possible  way 
we  have  of  securing  the  money  at  the  moment.  You  see,  from  my  standpoint,  there, 
that  we  have  under  expenditure  about  $103,000,000,  at  the  rate  it  has  been  going  five 
to  six  or  seven  million  dollars  per  month — these  have  to  be  made,  or  the  work  will 
stop,  all  of  which  is  essential  or  necessary  to  the  economic  operation  of  the  railroad 
and  its  enlarged  output. 

Now,  gentlemen,  Mr.  Chambers  suggested,  Senator  Newlands, 
that  you  inquired  as  to  what  the  average  net  revenue  of  the  railroads 
for  three  years  prior  to  1916  were.  Mr.  Chambers  advises  me  that 
these  figures  here  show  that  to  be  $750,000,000  in  round  numbers. 
That  was  the  average  net  operating  income  for  the  years  prior  to  1916. 

Gentlemen,  I  have  finished  what  I  have  to  say. 

The  Chairman.  Senator  Bristow,  your  suggestion,  as  I  understood 
it,  was  that  an  organization  should  be  effected  by  national  legislation, 
at  the  head  of  which  should  be  a  bureau  of  railroads  or  finance? 

Mr.  Bristow.  A  bureau  of  railway  finance  would  be  the  name. 

The  Chairman.  A  bureau  of  railway  finance,  which  would  direct 
operations  of  this  organization,  and  that  the  shareholders  in  this 
organization  should  be  the  general  public,  and  that  shares  in  that 
organization  should  be  issued  with  a  view  to  taking  over  all  the  rail- 
ways of  the  country,  those  shares  being  either  given  in  exchange 
for  the  existing  securities  of  these  railways,  or  being  sold  in  order  to 
purchase  and  retire  those  securities. 

Mr.  Bristow.  That  is  the  idea  that  I  have,  Mr.  Chairman. 

The  Chairman.  That  contemplates,  then,  that  all  the  railways  of 
the  country  should  be  conducted  by  one  organization,  and  that  the 
directors  of  that  organization  should  be  Government  officials  ? 

Mr.  Bristow.  Yes,  sir. 

The  Chairman.  But  that  the  different  systems  of  these  railwa3Ts 
continue  with  their  present  staffs  and  operating  forces,  except  so  far 
as  they  may  be  changed  by  the  directing  officers  of  the  Government? 

Mr.  Bristow.  Yes,  sir;  that  is  the  idea. 

The  Chairman.  Now,  then,  that  organization  would  practically 
be  a  national  corporation  with  Government  officials  as  the  trustees 
and  directors.     Is  that  so  ? 

Mr.  Bristow.  Yes,  sir. 

The  Chairman.  Now,  then,  assuming  that  was  done,  taking  up 
the  question  of  taxation  by  the  States:  Would  you  permit  the 
States  to  continue  their  present  system  of  taxation,  or  would  you 
relieve  those  railroads  from  taxation,  or  would  you  prescribe  a  rule 
under  which  they  should  all  be  taxed  by  the  States  ? 

Mr.  Bristow.  I  would  let  the  taxation  go  on  just  as  it  is  now. 
I  would  disturb  the  local  conditions  just  as  little  as  possible. 

The  Chairman.  Leaving  that  to  future  legislation,  I  presume,  if 
there  appeared  to  be  any  necessity  for  it  ? 

Mr.  Bristow.  This  would  be  private  property,  as  now,  and  ought 
to  bear  its  burdens  the  same  as  other  private  property. 
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The  Chairman.  What  would  you  do  id  reference  to  the  shares  of 
that  organization;  would  you  subject  those  shares  to  the  taxation 
of  the  respective  States  in  the  hands  of  the  holders,  wherever  they 
may  be,  and  according  to  the  law  of  the  locality  in  which  the  owner 
resided  ? 

Mr.  Bristow.  I  would  leave  it  just  as  now,  as  other  shares  are 
taxed.  I  would  not  make  any  difference  between  shares  in  that 
organization  and  any  other  private  property. 

The  Chairman.  You  are  aware  that,  according  to  the  laws  of  some 
of  the  States,  the  railway  shares  are  valued  and  taxed  as  other  prop- 
erty? If,  then,  these  shares  were,  in  all  of  the  States,  subject  to 
taxation  according  to  their  valuation,  then  the  property  of  the  rail- 
roads was  also  taxed  upon  its  valuation,  you  would  have  a  system  of 
double  taxation,  would  you  not? 

Mr.  Bristow.  In  so  far  as  it  is  now,  it  would  be. 

The  Chairman.  Do  you  not  think  that  it  would  insure  a  lower  rate 
of  interest  and  larger  in  vestment  by  the  public  in  these  securities, 
if  the  purchasers,  in  whatever  States  they  may  live,  realized  that  the 
shares  were  not  subject  to  taxation,  the  property  of  the  organization 
in  the  aggregate  having  been  taxed  by  the  respective  States  ? 

Mr.  Bristow.  Senator,  I  do  not  think  that  is  very  material.  The 
present  system  is  to  charge  the  taxes  on  the  property  as  a  part  of 
operating  expenses.  That  is  not  borne  by  the  shareholders,  except 
as  it  depletes  the  amount  of  revenue  for  dividends.  In  any  rate 
case  or  controversy  which  the  commission  has  had  before  it,  the  taxes 
are  a  part  of  the  expenses  exempted,  and  in  all  of  the  figures  in  the 
Kansas  rate  case  and  other  oases,  we  have  charged  that  out  as  one 
of  the  expenses  that  have  gone  to  maintenance  and  operating  expenses. 

The  Chairman.  I  understand  that. 

Mr.  Bristow.  If  those  shares  were  exempted  from  local  taxation, 
that  would  make  them  more  desirable,  of  course.  I  do  not  think  it 
is  necessary,  however,  to  disturb  the  taxing  conditions  in  the  various 
commimities  by  making  any  exemptions,  the  property  being  vast 
and  very  valuable.     That  is,  of  course,  a  matter  of  opinion. 

The  Chairman.  As  I  understand  it,  you  propose  to  offer  these 
shares  with  a  guaranty  of  a  minimum  return  of  4  per  cent  and  a 
maximum  return  of  6  per  cent  ? 

Mr.  Bristow.  That  was  a  suggestion;  of  course,  the  figures  might 
be  changed. 

The  Chairman.  Assuming  there  is  a  man  in  a  State  which  would 
subject  those  shares  to  a  tax — the  prevailing  tax,  we  will  say,  city, 
county,  and  State— of  2  per  cent  upon  their  market  value.  That 
would  mean,  if  their  nlarket  value  was  the  par  value,  2  per  cent  upon 
a  share  that  would  secure  by  its  guaranty  a  minimum  of  4  per  cent 
and  a  maximum  of  6  per  cent.  Do  you  think  a  man  living  in  a 
State  with  that  kind  of  a  law  would  be  likely  to  invest  in  securities 
in  that  kind  of  an  organizarion  ? 

Mr.  Bristow.  That  would  depend  on  how  the  taxes  were  imposed 
on  other  similar  property.  If  mortgages  were  taxed  and  other 
evidences  of  indebtedness  were  taxed,  then  these  railroad  securities 
should  be  taxed  in  the  same  way.  You  take  a  State  where  mortgages 
are  exempt  from  taxation,  and  it  leads  to  investments  in  mortgages 
by  local  capital.  Where  the  mortgages  are  taxed,  it  leads  to  the  sale 
of  mortgages  outside  of  the  State,  where  they  are  not  taxed.     I  do  not 
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think,  of  course,  that  is  desirable.  I  do  not  think  mortgages  should 
be  taxed  myself.  I  would  leave  it,  however,  to  the  future  as  to  what 
changes  should  be  made  in  the  taxing  authority,  but  I  would  not  ex- 
empt the  railroad  properties  from  taxation.  I  think  it  ought  to  stand 
the  same  share  of  the  burdens  that  other  property  does  in  the  com- 
munity where  it  is  owned  and  held. 

The  Chairman.  That  is  true.  Admitting  that—and  I  agree  with 
you — as  to  the  physical  property  of  this  organization,  I  am  now 
talking  about  shares,  the  mere  title  of  the  shareholders  represented 
by  their  certificates.  Do  you  deem  it  a  wise  policy  to  permit  the  tax- 
ation of  those  shares  possibly  to  the  extent  of  2  per  cent  upon  a 
security  which  can  not  pay  more  than  6  per  cent,  and  possibly  will 
not  pay  more  than  4  per  cent  ? 

Mr.  Bristow.  Well,  if  they  tax  the  securities  so  that  they  only 
pay  2  per  cent,  the  market  would  not  be  very  good  for  that  security 
in  that  community. 

The  Chairman."  Your  desire,  of  course,  in  creating  this  organiza- 
tion, is  to  produce  a  state  of  mind  in  the  country  in  reference  to  the 
shares  of  that  organization  which  will  insure  minds  of  the  people  the 
par  value  of  those  shares  ? 

Mr.  Bristow.  Yes,  sir;  and  if  4  per  cent  will  not  do  it,  I  would 
increase  the  rate. 

The  Chairman.  You  would  either  have  to  increase  the  rate  in 
those  conditions  or  exempt  the  shares  from  taxation. 

Mr.  Bristow.  I  would  rather  increase  the  rates.  If  it  would  be 
found  upon  experience  that  the  market  could  not  be  found  on  those 
rates,  I  would  increase  the  rates. 

The  Chairman.  Now,  with  reference  to  the  regulation  of  rates, 
under  existing  conditions  the  Nation  regulates  interstate  commerce 
rates,  and  the  respective  States  regulate  State  rates.  Would  you 
have  the  same  regulation  apply  to  the  rates  charged  by  such  an 
organization,  both  by  the  Nation  and  the  States? 

Mr.  Bristow.  I  would  certainly  start  this  organization  under  the 
existing  conditions,  and  whatever  changes  experience  might  prove 
wise  to  make  I  would  make;  but  I  would  not  make  any  more  dis- 
turbance of  existing  conditions  than  necessary,  and  my  judgment  is 
that  the  regulation  of  rates — the  State  regulation  of  rates,  and  the 
controversies  between  State  rates  and  interstate  rates — would  gradu- 
ally diminish  and  it  would  be  easy  to  find  a  solution. 

The  Chairman.  You  think  there  would  be  a  spirit  of  cooperation 
between  the  regulating  authorities  that  would  result  in  harmony? 

Mr.  Bristow.  I  have  no  doubt  of  it.  £ 

The  Chairman.  Assuming,  as  you  have  so  Torcefully  stated,  that 
it  is  important  that  you  should  keep  this  regulating  power  as  near  to 
the  different  localities  as  possible,  so  that  a  knowledge  of  local  con- 
ditions and  the  environments  may  exist  in  the  regulating  power, 
would  not  that  purpose  be  accomplished  by  an  addition  to  our  present 
system  of  national  regulation,  through  the  Interstate  Commerce 
Commission,  of  regional  commissions  having  jurisdiction  each  over 
from  three  to  five  States  ? 

Mr.  Bristow.  Senator,  I  do  not  think  so. 

The  Chairman.  With  the  commissioners  on  such  regional  com- 
missions selected  from  each  one  of  the  States  within  its  jurisdiction  ? 

Mr.  Bristow7.  I  do  not  think  so.  I  think  that  the  entity  of  the 
State  in  this  regulation  should  be  preserved  the  same  as  it  is  in  other 
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local  matters,  and  that  the  commissioners  ought  to  be  selected  as  the 
people  of  the  State  desire  to  select  them.  Some  of  them  are  appointed 
by  the  governor,  some  elected  by  the  people,  and  others  are  selected 
by  an  executive  council  of  the  State  or  some  organization  of  that 
kind.  1  would  leave  the  States  the  jurisdiction  they  have,  because  I 
believe  that  the  Federal  officers  would  not  be  so  close  to  the  people. 
They  would  not  have  the  influence  over  them  and  their  decisions 
would  not  be  accepted  so  readily  when  adverse  to  the  public,  and  I 
have  confidence  in  the  officers  of  a  State  in  all  questions  being  con- 
trolled by  their  judgment  as  to  what  is  equitable  and  just. 

The  Chairman.  Then,  assuming  that  the  original  commissions 
should  not  he  created  with  a  view  to  exercising  the  jurisdiction  that  is 
now  possessed  in  any  degree  by  the  State  commissions,  would  you 
regard  it  as  possible  to  have  regional  commissions  that  would  have 
jurisdiction  only  over  interstate  matters  '. 

Mr.  Bristow.  I  think  that  would  be  desirable.  1  think  it  would 
avoid  mistakes  by  the  Interstate  Commerce  Commission  if  there 
was  a  local  tribunal  in  a  region  where  there  was  a  local  commission, 
that  was  more  familiar  with  conditions  there,  and  that  these  mistakes 
that  1  have  narrated  as  to  the  2.6-mile  rate  hi  southern  Kansas  would 
not  occur,  because  that  comes  from  a  lack  of  comprehension  of  the 
conditions  there  on  the  part  of  the  Interstate  Commerce  Commission, 
due  to  the  overwhelming  character  of  its  work,  it  can  not  give  that 
close  detailed  attention  to  these  cases  that  is  necessary  in  order  to 
avoid  such  errors.  Now,  a  regional  commission  familiar  with  inter- 
state matters  there  in  that  vicinity,  I  think,  would  be  an  improvement 
over  the  present  system. 

The  Chairman.  Assuming  that  such  a  system  were  adopted,  how 
many  regional  commissioners  would  you  have  \  Take,  for  instance, 
your  own  region,  how  large  should  the  region  embracing  that  State  be  ? 

Mr.  Bristow.  Well,  as  a  rule,  it  ought  not  to  embrace  more  than 
from  two  to  five  States.  I  think  the  region  ought  to  embrace  States 
where  the  physical  conditions  and  industrial  and  commercial  con- 
ditions are  somewhat  similar. 

Senator  Newlands.  Now,  if  you  were  to  select  in  your  neighbor- 
hood three  States  that  would  be  in  harmony  in  the  particulars  that 
you  suggest ,  what  States  would  you  select  in  addition  to  Kansas '( 

Mr.  Bristow.  It  is  pretty  hard  to  get  three  States  exactly  alike. 
Nebraska,  Kansas,  and  Oklahoma  are  very  similar.  Probably 
Missouri,  Arkansas,  and  Oklahoma  would  be  more  similar.  Kansas 
and  Nebraska  are  very  similar,  practically  the  same.  Oklahoma  has 
somewhat  different  conditions,  and  Missouri  and  Arkansas  have 
different  conditions  than  either  of  these  three. 

The  Chairman.  If  you  had  a  regional  commission  in  your  region 
of,  say,  five  States,  how  many  would  you  add  to  the  State  of  Kansas, 
and  what  would  they  be  < 

Mr.  Bristow.  Well,  I  think  I  would  take  Iowa,  Nebraska,  Mis- 
souri, and  Oklahoma. 

.  The  Chairman.  What  preference  would  you  have  as  between  a 
commission  of  five  with  jurisdiction  over  those  five  States  and  one 
of  three,  embracing  Kansas  and  the  two  other  States  ? 

Mr.  Bristow.  I  do  not  know  as  I  would  have  much.  I  should 
think  that  a  regional  commission  of  three  or  five  men  could  famil- 
iarize itself  with  the  interstate  traffic  of  those  five  States  so  as  to  be 
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familiar  with  it,  and  by  a  proper  system  of  cooperation  with  the 
State  commissions  they  could  handle  it  nicely — very  much  better 
than  it  is  handled  at  present.  But  the  State  commissions,  in  my 
opinion,  are  absolutely  necessary  to  be  preserved  in  all  their  func- 
tions. 

I  might  say  here  that  the  National  Association  of  Railway  Com- 
missioners have  instructed  the  committee  on  legislation  of  that  asso- 
ciation to  confer  with  a  subcommittee  appointed  from  the  Interstate 
Commerce  Commission  with  a  view  to  devising  a  system  of  coopera- 
tion whereby  these  conflicts  can  be  eliminated,  and  Chairman  Hall 
of  the  Interstate  Commerce  Commission  and,  I  think,  Mr.  Anderson 
and  Mr.  Clark  have  been  suggested  to  meet  a  committee  of  five  of 
the  national  association,  and  we  are  going  to  try  to  work  out  a  sys- 
tem of  cooperation  that  will  be  voluntary,  and  possibly  we  will  rec- 
ommend some  legislation. 

The  Chairman.  I  think  the  Interstate  Commerce  Commission,  in 
its  recent  report  to  Congress,  has  made  recommendation  as  to  legis- 
lation along  that  line. 

Mr.  Bristow.  Yes,  sir;  it  did  not  suggest  the  details  of  such  legis- 
lation, but  recommended  that  such  legislation  would  be  desirable, 
and  the  national  association  passed  a  similar  resolution  and  ap- 
pointed a  committee  to  cooperate  with  the  Interstate  Commerce 
Commission.  Of  course,  one  fundamental  difference  is  the  question 
as  to  jurisdiction.  The  Interstate  Commerce  Commission,  in  the 
Illinois  case,  has  undertaken  to  assume  jurisdiction  in  which  the 
States  do  not  concur.  We  think  that  would  be  dangerous  and 
wrong.  Now,  the  courts  will  have  to  determine  that.  If  the  courts 
determine  that,  under  the  existing  law,  the  Interstate  Commerce 
Commission  can,  because  of  discrimination  between  rates,  say,  from 
Springfield,  111.,  to  East  St.  Louis,  as  affecting  St.  Louis,  can  change 
the  rate  from  Chicago  to  Evanston  or  Peoria,  or  any  place  in  northern 
Illinois,  there  is  nothing  left  of  the  jurisdiction  of  the  State  commis- 
sions at  all,  and  we  think  that  Congress  should  give  us  power  we  have 
heretofore  exercised.  I  do  not  know  what  the  Supreme  Court's 
opinion  may  be.  We  will  know  soon,  and  if  such  an  opinion  as  has 
been  expressed  by  the  Interstate  Commerce  Commission  is  held  valid, 
then  the  State  commissioners  will  be  before  you  gentlemen  asking 
you  for  relief. 

The  Chairman.  As  it  stands  now,  the  purely  State  rates  which 
affect  injuriously  interstate  commerce  are  subject  to  condemnation 
by  the  Interstate  Commerce  Commission,  are  they  not  ? 

Mr.  Bristow.  Yes,  sir. 

The  Chairman.  You  think  that  is  a  prejudicial  condition  of  the 
law? 

Mr.  Bristow.  I  think  so.  I  believe  there  ought  to  be  some 
method  by  which  the  validity  of  the  rates  may  be  determined  and 
the  controversy  between  the  State  commissions  and  the  Interstate 
Commerce  Commission  adjudicated,  but  I  do  not  think  the  Inter- 
state Commerce  Commission  should  have  authority  to  adjudicate  it. 
It  undertakes  or  assumes  to  exercise  the  authority  and  jurisdiction 
of  the  State  commissions,  and  I  do  not  think  it  ought  to  be  permitted 
to  do  it. 
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The  Chairman.  As  it  is,  the  jurisdiction  of  the  Interstate  Com- 
merce Commission  is  established  in  the  courts — national  courts 
organized  in  the  respective  districts  and  circuits — and  by  the  Supreme 
Court  of  the  United  States,  and  also  by  a  system  of  review  over  the 
decisions  and  judgments  of  the  State  tribunals,  is  it  not? 

Mr.  Bristow.  Yes,  sir. 

The  Chairman.  Has  it  ever  occurred  to  you  that  something  similar 
to  that  might  be  provided  for  with  reference  to  interstate  rates  and 
the  regulation  of  commerce? 

Mr.  Bristow.  I  might  not  have  understood  just  the  significance 
of  your  question.  A  review  of  the  United  States  courts  over  any 
action  of  the  State  courts  is  limited  to  Federal  questions. 

The  Chairman.  Federal  questions,  yes;  and  interstate  commerce, 
of  course,  is  a  Federal  question  ? 

Mr.  Bristow.  Yes;  and  where  there  is  an  interstate  question 
involved,  of  course  the  Federal  courts  would  have  jurisdiction,  and 
ought  to  have,  but  our  complaint  is  that  the  Interstate  Commerce 
Commission  has  undertaken,  by  assuming  what  is  known  as  the 
Shreveport  doctrine,  to  eliminate  all  the  rate  making  powers  of  the 
State  commissions,  and  Judge  Landis's  decision  was  against  that 
contention. 

The  Chairman.  Can  you  suggest  any  method  in  regulation  of 
commerce  that  would  approximate  the  systems  that  now  prevail 
with  reference  to  the  jurisdiction  of  the  Federal  questions  by  the 
Federal  courts,  and  the  reviewing  of  decisions  of  State  courts  that 
involve  Federal  questions  ? 

Mr.  Bristow.  Well,  I  think  the  courts  have  gone  about  as  far  in 
that  direction  as  there  is  any  occasion  for  them  to  go,  myself.  I  am 
a  little  apprehensive  that  it  will  go  too  far,  and  we  will  want  legisla- 
tion to  limit  the  exercise  of  authority  of  the  Interstate  Commerce 
Commission  over  State  matters.  I  think  the  Federal  authority 
has  gone  very  much  further  in  the  regulation  of  rates  than  they 
have  in  other  local  controversies.  I  know  we  had  a  decision  of  our 
Kansas  Supreme  Court  in  a  case  in  which  it  held  that  the  regulation 
of  the  gas  companies  was  under  the  jurisdiction  of  the  State  com- 
missions. The  Federal  court  has  decided  it  is  interstate  commerce 
and  not  under  the  jurisdiction  of  the  State  commission.  That  case 
is  now  in  the  Supreme  Court,  and  it  probably  will  be  some  months 
before  it  is  heard. 

The  Chairman.  You  spoke  of  the  value  of  local  hearings  and  local 
decisions,  and  gave  instances  in  Kansas  as  to  these  hearings,  which 
were  largely  attended  by  people  of  the  community,  and  that  the 
tendency  was  to  bring  about  a  better  understanding  between  the 
corporations  and  the  public  at  large.  As  the  result  of  the  enlarged 
jurisdiction  of  your  State  commission  under  this  system  of  hearings, 
is  it  evident  that  there  is  a  better  feeling  between  the  communities 
and  the  railroads  than  formerly  existed  ? 

Mr.  Bristow.  Very  much  so.  I  have  noticed — I  have  been  on 
the  commission  nearly  three  years  now  and  I  have  noticed  a  grow- 
ing friendliness,  I  might  say.  That  is,  there  is  not  that  hostility 
and  animus  that  existed  years  ago.  We  will  have  hearings  in  differ- 
ent communities,  and  sometimes  in  a  year  or  so  we  will  go  back 
again  with  some  other  case.  I  remember  at  this  moment,  that 
we  had  a  hearing  at  Hill  City,  Kans.,  involving  the  Union  Pacific, 
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in  regard  to  some  train  service,  and  there  was  a  very  large  crowd 
at  the  courthouse  where  the  hearing  was  held,  and  many  of  them 
were  farmers.  A  banker,  Mr.  Mulaney,  who  was  active  in  bringing 
the  complaint  against  the  railroads,  and  the  general  attorney  for  the 
Union  Pacific,  Mr.  Blair,  and  a  number  of  other  officials  of  the  com- 
pany, were  there.  Mr.  Mulaney  said,  "Mr.  Blair,  if  I  can  be  of  any 
service  to  you  to-day  we  will  be  glad  to  do  it."  Mr.  Blair  looked 
at  the  crowd  and  said,  "I  can  not  think  of  anything  unless  we  need 
a  bodyguard."  Mr.  Mulaney  laughed  and  said,  "I  guess  you  will 
not  need  a  bodyguard."  We  went  through  that  hearing  all  day 
long,  and  I  think  there  was  a  better  feeling  at  the  end  of  that  hear- 
ing than  before  because  the  people  understood  the  position  of  the 
railroads  better,  and  the  railroads  understood  the  attitude  of  the 
people  better. 

The  Chairman.  The  meeting  took  on  the  character  of  a  town 
meeting  ? 

Mr.  Bristow.  Very  much.  The  citizens  there  respectfully  lis- 
tened to  the  railroads.  They  furnish  the  company  thousands  of 
tons  of  traffic  every  year.  The  company  furnishes  them  a  trans- 
portation that  is  absolutely  essential.  They  could  not  exist  without 
it.  Without  it  their  country  would  be  a  desert.  There  is  a  mutual 
interest,  and  they  have  been  at  arm's  length  before,  and  there  has 
been  great  hostility  in  some  sections.  That  will  not  be  removed 
if  the  attitude  of  the  company  is  such  that  the  people  think  it  is  not 
just.  But  they  get  the  point  of  view  of  the  railroads  and  they  see 
it  from  the  railroad's  point  of  view,  and  they  are  quite  discriminat- 
ing, and,  as  a  practical  matter,  it  has  resulted  in  a  better  feeling. 
I  know  that,  and  I  do  not  think  there  is  an  operating  officer  in  our 
State  who  has  attended  the  hearings  who  will  not  say  that. 

The  Chairman.  Yoy  spoke  of  waterways.  You  believe  that  they 
ought  to  be  developed  ? 

Mr.  Bristow.  Yes;  I  think  so. 

The  Chairman.  You  believe  that  it  is  a  mistake  that  that  develop- 
ment has  been  obstructed  or  delayed  in  the  past? 

Mr.  Bristow.  I  think  it  is  a  very  great  calamity. 

The  Chairman.  Have  you  any  doubt  at  all  if  the  waterway  de- 
velopment had  been  adequate  that  we  would  have  escaped  this  con- 
gestion that  now  exists  ? 

Mr.  Bristow.  I  think  it  would  very  greatly  relieve  it.  There 
probably  would  be  more  or  less  congestion  at  times,  but  it  would 
certainly  give  us  an  agency  that  we  do  not  have  now,  and  it  would 
certainly  very  greatly  relieve  it.  But,  Senator,  you  may  pour  all 
the  money  you  please  into  rivers  and  harbors,  if  you  let  the  existing 
rate  system  prevail  it  will  be  of  no  account.  A  hundred  million 
dollars  have  been  put  into  the  Mississippi  Kiver,  but  what  have  you 
got  ?  You  would  have  the  benefit  of  it  if  it  were  not  for  the  selfish- 
ness that  is  inherent  in  the  operation  of  railroads  as  private  money- 
making  concerns,  competing  with  each  other  and  with  everybody  else. 

The  Chairman.  Do  you  not  think  that  motive  has  now  disappeared  ? 
Of  course,  these  railroads,  when  in  a  pioneer  state,  and  reaching  out 
into  country  which  was  not  populated  but  which  it  had  to  populate, 
and  eager  for  traffic,  that  they  pursued  this  policy  of  killing  off  water 
competition;  but  that  now,   as  the  country  is  populated  and   the 
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business  of  these  railroads  seems  to  equal  the  facilities  of  the  rail- 
roads, that  the  motive  for  that  kind  of  competition  has  disappeared  ? 

Mr.  Bristow.   I  do  not  think  so.      I  think  it  is  as  strong  as  it  ever  . 
was. 

The  Chairman.  Von  think  legislation  is  necessary  on  that  subject? 
What  legislation  would  you  suggest? 

Senator  Cummins.  A  rigid  long-and-short-haul  clause. 

Mr.  Bristow.  That  would  help  it. 

The  Chairman.  Would  that  be  all  that  is  necessary!1 

Mr.  Bristow.  No,  sir. 

The  Chairman.  What  else  { 

Mr.  Bristow.  1  do  not  know  whether  this  would  do  it  or  not, 
but  gives  the  Interstate  Commerce  Commission  the  power  to  fix 
minimum  rates,  and  a  declaration  that  water  competition  should  not 
be  considered  as  a  factor  in  making  rail  rates.  That,  in  connection 
with  a  rigid  long-and-short-haul  clause,  would  probably  cure  a  great 
deal  of  the  evil. 

The  Chairman.  What  do  the  railroads  do  now  in  order  to  destroy 
water  competition  ? 

Mr.  Bristow.  Lower  rates  between  competing  points.  I  do  not 
know  what  the  rate  is  on  baled  cotton  between  Memphis  and  New 
Orleans  now,  but  I  am  very  confident  that  it  is  very  much  lower 
than  it  is  between  points  not  on  the  river,  for  an  equal  distance. 

The  Chairman.  Now,  you  are  aware  that  there  are  very  many 
people  who  think  that  the  railway  development  is  much  better 
adapted  to  the  needs  of  the  country  than  river  development,  and 
can  meet  all  the  needs  of  the  country,  and  for  that  reason  there  has 
been  a  considerable  apathy  regarding  the  development  of  the  Missis- 
sippi River  and  its  tributaries  for  the  purpose  of  navigation.  Does 
that  feeling  now  exist,  if  you  know,  in  that  region,  or  is  there  a 
decided  feeling  in  favor  of  the  development  of  our  rivers  not  only 
for  navigation  but  for  other  very  useful  purposes  ? 

Mr.  Bristow.  It  is  pretty  hard  for  me  to  answer  that  question. 
I  think  there  is  a  desire  for  the  development  of  water  transportation. 
Of  course,  it  will  not  be  used  in  the  movement  of  a  great  deal  of  the 
traffic,  because  it  is  slow,  but  it  can  be  used  to  move  a  large  quantity 
of  the  bulky  traffic  which  can  be  moved  that  way  at  a  less  cost  than 
by  rail,  and  water  transportation  should  be  used  for  that  purpose. 

The  Chairman.  The  congestion  of  the  railroads  is  due  largely  to 
the  congestion  caused  by  the  bulky  traffic  and  traffic  that  does  not 
bear  as  high  rates  as  more  valuable  products  ? 

Mr.  Bristow.  I  think  that  is  true  to  a  considerable  extent. 

The  Chairman.  That  is  all. 

Senator  Cummins.  Mr.  Bristow,  are  you  a  lawyer? 
Mr.  Bristow.  No,  sir;  I  am  sorry  to  say  I  am  not. 
Senator  Cummins.  I  assume,  then,  that  you  have  absorbed  a  great 
deal  of  legal  learning,  as  evidently  you  have;  you  have  evidently 
given   much   study   to   this   question   from   constitutional   or  legal 
point  of  view. 

Mi-.  Bristow.  No  ;  not  as  a  lawyer  and  a  student  of  the  Constitu- 
tion  of  the  United  States.  1  have  looked  at  it  from  the  economic 
point  of  view. 

Senator  Cummins.  I  am  referring  now  to  the  division  of  authority 
between  the  Federal  Government  and  the  State  governments.     You 
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have  looked  at  it  largely  as  though  anything  could  be  done  in  the 
matter  that  was  wise  to  be  done  and  have  not  surveyed  closely  the 
imitation  of  authority  on  the  part  of  either  Congress  or  the  States? 

Mr.  Bristow.  Well,  I  have  heard  a  great  deal  of  discussion  in 
regard  to  the  constitutional  rights  of  the  States  and  the  constitu- 
tional powers  of  the  Government  on  both  sides  of  it.  I  have  heard 
Mr.  Thorn  deliver  a  very  able  and  eloquent  statement  of  his  views 
on  this  matter. 

Senator  Cummins.  I  will  lead  up  to  the  practical  side  of  it,  but  I 
must  lay  the  foundation  first.  Congress  has  constitutional  authority 
to  regulate  commerce  among  the  States,  and  for  the  moment  we  will 
think  of  that  alone.  That  is  the  only  authority  which  we  have. 
You  understand,  of  course,  that  Congress  can  not  delegate  its 
authority  over  any  subject  or  any  part  of  any  subject  to  the  States. 
You  recognize  that  as  a  fundamental  principle  of  the  Government  ? 

Mr.  Bristow.  Oh,  yes. 

Senator  Cummins.  It  is  also  true,  however,  that  with  regard  to 
certain  things,  if  Congress  does  not  exercise  its  full  powers,  the 
States  can  occupy  the  field  until  Congress  does,  provided  they  do 
nothing  that  is  repugnant  to  or  in  conflict  with  what  the  General 
Government  has  already  done. 

Now,  just  bearing  those  rather  elemental  principles  in  mind,  and 
one  other,  namely,  that  some  part  of  this  unoccupied  field  can  be 
occupied  by  the  States  until  Congress  acts,  and  other  parts  have  to 
be  cleared  away  by  congressional  action  in  order  to  be  unoccupied, 
how  are  we  going  to  leave  the  States  in  the  possession  of  the  functions 
so  far  as  the  control  of  railways  is  concerned,  that  they  have  hereto- 
fore performed  ? 

Mr.  Bristow.  That  is,  if  the  courts  should  hold  that  charging  2 
cents  a  mile — I  will  see  if  I  get  your  idea — from  Peoria  to  Chicago 
was  a  discrimination  and  affected  interstate  commerce,  from 
Springfield  to  East  St.  Louis  and  was  discriminatory  as  against 
St.  Louis,  Mo.,  if  the  court  should  so  hold  in  its  decision,  I  infer  that 
you  think  that  Congress  then  would  have  no  authority  to  leave 
with  the  States  the  rights  which  they  have  heretofore  exercised  and 
have  believed  they  had  the  constitutional  right  to  exercise  ? 

Senator  Cummins.  I  am  groping  for  an  answer  to  that  question 
without  expressing  an  opinion  of  my  own. 

Mr.  Bristow.  I  can  not  answer  that  question  because  I  am  not  a 
lawyer  with  that  profound  knowledge  of  legal  principles  that  is 
necessary  to  answer  it. 

Senator  Cummins.  Suppose  in  the  Kansas  case  the  Interstate  Com- 
merce Commission  or  the  courts,  if  it  finally  reaches  them,  shall  hold 
that  the  performance  of  the  passenger  service  required  by  the  public 
is  worth  more  than  2  cents  a  mile,  and  that  the  effort  of  Kansas  to 
compel  the  railways  to  perform  the  service  for  2  cents  a  mile,  impaired 
their  ability  to  fully  carry  out  their  duty  as  carriers — there  are  in- 
finite ramifications  to  it — suppose  they  should  hold  that  to  allow 
a  State  commission  to  require  an  overhead  crossing  upon  a  railway 
interfered  with  the  ability  of  the  carrier  to  carry  on  its  interstate 
traffic — and  so  I  might  instance  everything  that  the  State  commis- 
sions have  heretofore  done,  because  they  can  be  connected  in  some 
fashion  or  other  either  directly  or  indirectly  with  the  financial  ability 
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or  the  physical  ability  of  the  railways  to  operate  as  interstate  car- 
riers— what  are  we  going  to  with  that  situation  ? 

Mr.  Bristow.  If  the  Supreme  Court  of  the  United  States  holds 
that  theory  is  correct,  I  think  it  is  exceedingly  unfortunate.  I 
understand  that  that  is  the  theory  of  Mr.  Thorn's  argument  which 
he  has  presented.  If  the  Supreme  Court  of  the  United  States  holds 
that  such  action  interferes  with  interstate  commerce,  I  do  not  know 
whether  Congress  can  remedy  it  or  not;  but  if  it  can  do  it,  it  ought  to. 

Senator  Cummins.  That  brings  me  to  a  practical  situation.  Every 
practical  man  can  see  the  tendency  of  the  courts  in  that  respect,  and 
no  human  being  can  predict  in  advance  whether  a  particular  exercise 
of  power  on  the  part  of  the  States  will  be  respected  or  not.  That 
depends  upon  the  view  of  the  Federal  court  which  finally  sits  upon  the 
matter.  The  practical  thing  is,  now,  what  kind  of  legislation  will 
be  best  adapted  to  meet  the  situation,  and  that  is  what  we  must 
answer,  and  that  is  all  we  are  sitting  here  for,  to  know  what  addi- 
tional laws  we  should  pass,  if  any,  in  order  to  institute  the  best 
possible  system  of  regulating  rail  carriers.  Now,  are  you  in  favor 
of  Congress  passing  a  law  that  shall  declare  that  in  certain  things  the 
States  may,  until  Congress  further  acts,  continue  to  enforce  their 
laws  and  to  control  carriers  that  are  within  their  limits,  or  are  you 
in  favor  of  doing  nothing  upon  that  subject  ? 

Mr.  Bristow.  That  will  depend,  Senator,  somewhat  on  what  these 
court  decisions  are. 

Senator  Cummins.  We  can  not  wait  for  the  court's  decision;  that  is 
to  say,  we  have  some  matters  we  must  act  upon  at  once.  We  have 
to  exercise  our  best  judgment  in  regard  to  those  matters. 

Mr.  Bristow.  I  think  we  ought  to  have  such  a  declaration  from 
Congress,  leaving  the  jurisdiction  which  we  have  indicated  ought  to 
exist  there  with  the  States.  I  think  it  can  be  better  exercised  by 
the  States. 

Senator  Cummins.  To  be  again  practical,  suppose  that  we  are 
dealing  with  the  rate-making  powers  of  the  several  States  over 
traffic  that  begins  and  ends  in  a  State.  What  ought  we  to  say  with 
regard  to  the  power  of  the  States  in  that  respect  ? 

Mr.  Bristow.  I  can  tell  you,  Senator,  what  I  think  to  be  ought 
done.  Now,  what  language  should  be  used,  of  course,  I  could  not 
state  without  a  great  deal  of  thought  and  consultation  with  lawyers 
of  experience  in  framing  statutes.  I  think  that  the  functions  that 
have  heretofore  been  exercised  by  the  States  in  controlling  local 
affairs  and  in  controlling  local  rates  should  remain  with  the  States, 
and  that  the  carriers  are  amply  protected  from  any  injustice  by  the 
legal  protection  that  they  have,  the  same  as  all  other  property  has 
within  the  State,  and  experience  has  demonstrated  that  the  State 
courts  will  amply  protect  the  carriers,  and  in  Federal  cases  that  the 
Federal  courts  do. 

Senator  Cummins.  Well,  I  am  not  quite  clear  about  your  answer. 
Do  you  think  we  ought  to  say  that  the  rate  on  traffic  originating  in 
a  State  and  ending  in  a  State,  fixed  by  the  State  authority,  should, 
in  every  instance,  be  free  from  Federal  control  ? 

Mr.  Bristow.  Well,  I  would  not  say  in  every  instance.  There 
might  be  instances  where  the  courts — I  think  that  a  State  court 
ought  to  pass  upon  that  first,  with  the  right  of  appeal  from  the  State 
court  to  the  Federal  court.     I  believe  that  the  jurisdiction  of  the 
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local  courts  should  be  preserved  over  local  affairs  in  State  matters'— 
that  is,  a  State  rate — and  it  seems  to  me  with  the  protection  of  the 
State  courts  the  State  would  be  amply  protected,  and  with  the  right 
of  appeal  on  questions  affecting  interstate  commerce,  being  a  Federal 
affair,  that  the  carriers  would  have  the  United  States  courts  open  to 
them  in  the  event  the  local  courts  were  not,  in  their  judgment,  just. 

Senator  Cummins.  I  am  basing  my  question  upon  the  hypothesis 
that  the  Federal  courts  have  already  decided  that  there  are  some 
rates  on  traffic  moving  entirely  within  a  State  that  can  be  controlled 
by  the  Federal  authority.  Now,  if  you  tried  to  relieve  that  traffic 
of  Federal  control,  we  have  got  to  use  some  definition  of  the  rule 
which  shall  be  applied  to  it,  and  that  has  been  one  of  my  great 
difficulties  in  trying  to  reach  any  rule  that  could  be  announced 
that  will  leave  the  traffic  which  you  have  in  mind  wholly  within 
the  power  of  that  State,  and  subject  the  traffic  that  ought  to  come 
within  the  jurisdiction  of  the  Federal  Government,  to  its  control. 
I  confess  that  I  am  very  much  perplexed  about  any  legislation  upon 
that  subject.     I  do  not  know  how  to  compose  it. 

Mr.  Bristow.  Senator,  I  think  you  know  that  if  it  is  difficult  for 
you  to  phrase  an  act  that  meets  that  point,  that  it  would  be  very 
much  more  difficult  for  me  to  do  it,  because  you  are  a  lawyer  of 
distinction  as  well  as  of  riper  years  in  the  public  service  than  I, 
but  it  seems  to  me  a  provision  could  be  made.  The  Interstate 
Commerce  Commission  probably,  if  the  ease  wore  brought  before  it, 
would  decide  as  it  did  in  the  Illinois  case  and  the  Shreveport  case, 
that  the  2-cent  rate  from  Kanas  City,  Kans.,  to  Topeka,  and  the 
2.4-cent  rate  from  Kansas  City,  Mo.,  to  Topeka  was  a  discrimination 
in  favor  of  Kansas  City,  Kans.,  as  against  Kansas  City,  Mo.  Now, 
we  will  reverse  the  claim  that  the  rate  from  Topeka  to  Kansas  City, 
Mo.,  of  2.4  cents  against  the  rate  from  Topeka  to  Kansas  City, 
Kans.,  of  2  cents  is  a  discrimination  against  Topeka  on  traffic  to 
Kansas  City,  Mo.  Unfortunately,  the  carriers  can  get  their  claim  of 
discrimination,  whatever  the  attitude  of  the  Interstate  Commerce 
Commission,  in  court  and  have  it  tried  out,  but  we  can  not  get  our 
case  before  the  courts  to  be  tried  out. 

Senator  Cummins.  I  called  your  attention  to  that  as  you  went 
along.  That  is  largely  a  matter  of  providing  a  remedy.  Assuming 
that  it  is  the  law — I  am  not  certain  that  it  is — that  the  commission, 
and  the  courts  after  the  commission,  will  hold  that  a  rate  of  2.4 
cents  per  mile  out  through  Kansas,  from  Kansas  City,  Mo.,  is  incon- 
sistent with  a  rate  of  2  cents  per  mile  from  Kansas  City,  Kans.,  out 
through  the  same  territory,  do  you  think  that  we  ought  to  try  to 
pass  legislation  that  will  take  that  jurisdiction  away  from  the  Inter- 
state Commerce  Commission  and  from  the  Federal  authority  and 
leave  it  with  the  State  to  determine  what  the  rate,  from  Kansas  City, 
Kans.,  shall  be,  even  though  it  is  not  in  harmony  with  the  rate  from 
its  sister  city  ? 

Mr.  Bristow.  I  think  so.  I  do  not  think  the  Interstate  Com- 
merce Commission  ought  to  set  that  aside.  I  think  that  the  courts 
that  pass  on  the  reasonableness  of  that  rate  ought  to  pass  on  it, 
and  not  the  Interstate  Commerce  Commission,  and  if  that  is  a 
reasonable  rate,  the  people  of  Kansas  traveling  from  Kansas  City, 
Kans.,  to  some  point  out  in  the  State  ought  to  have  it.     If  it  is  not  a 
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reasonable  rate,  the  courts  will  set  it  aside,  and  the  Kansas  Com- 
mission will  be  compelled  to  fix  a  rate  that  is  reasonable. 

Senator  Cummins.  You  think  if  the  rate  established  by  the  State 
authority  is,  in  itself,  reasonable  for  the  service  rendered,  that  it  is 
not  legally  possible  for  it  to  be  a  discriminating  rate  '. 

Mr.  Bristow.   No;  I  do  not. 

Senator  Cdmmins.  Then  one  of  the  things  you  want,  I  take  it, 
is  to  find  some  way  that  the  people  of  Kansas  or  some  authority  in 
Kansas  can  take  the  opinion  of  the  courts  on  that  subject 

Mr.  Bristow.  Yes,  sir. 

Senator  CtTMMlNS.  If  it  shall  be  decided  against  you  by  the  Inter- 
state Commerce  Commission  \ 

Mr.  Bristow.  Yes,  sir.  Yes,  indeed.  I  think  that  is  a  funda- 
mental right  that  the  constituted  authorities  in  Kansas  ought  to 
have.      I  think  it  is  necessary. 

Senator  Cummins.  I  can  see  with  reasonable  clearness  how  things 
of  that  kind  can  be  managed,  but  what  I  can  not  see  and  have  not 
been  able  to  see  yet.  is  how  the  Federal  Government  can  divide  its 
authority  with  the  State  governments,  assuming  now  that  it  is  finally 
settled  that  the  power  to  regulate  commerce  does  extend  to  State 
rates,  and  other  things  that  concern  railways  within  a  State. 

Mr.  Bristow.  Now,  vSenator  Cummins,  if  the  authorities  in  Kansas 
can  try  out  the  reasonableness  of  their  rates,  I  think  the  State 
rates  ought  to  be  tried  out  in  the  State  courts,  and  if  the  courts  sus- 
tain the  commission  as  to  this  2-cent  rate,  we  will  say,  and  find  upon 
all  the  evidence  submitted  that  it  is  reasonable  compensation  for  the 
service  rendered — and  they  are  deciding  reasonable  compensation 
now  and  not  confiscatory  rates,  because  the  tendency  is  that  way  by 
the  courts — our  courts  are  required  to  pass  upon  the  reasonableness 
of  the  rates  under  the  statutes.  If  the  State  authorities  have  the 
power  to  enforce  a  rate  that  is  found  to  be  reasonable,  then  the 
Interstate  Commerce  Commission  can  not  take  this  function  of  the 
States  from  them.  I  have  no  doubt  but  that  if  the  authority  and 
functions  of  these  two  governmental  agencies  were  clearly  defined, 
that  all  these  differences  would  soon  disappear. 

Senator  Cummins.  Well,  I  can  see  a  very  clear  difference,  however, 
between  the  adjustment  of  difference  in  a  conciliatory  and  amicable 
way  and  the  attempt  to  prescribe,  on  the  part  of  Congress,  an  author- 
ity that  may  be  exercised  for  the  States,  if  that  authority  is  the 
regulation  of  commerce  among  the  States. 

Mr.  Bristow.  I  see  your  point,  and  I  am  not  able  now  to  suggest 
the  phraseology  of  a  statute  that  would  confer  it.  I  do  not  think  it 
would  be  necessary  if  the  States  were  protected  as  I  have  suggested. 
The  controversy  that  has  grown  up  between  the  Interstate  Commerce1 
Commission  and  the  States,  in  most  States,  is  simply  because  the  In- 
terstate Commerce  Commission  undertakes  to  fix  State  rates.  In 
Nebraska,  for  instance,  in  the  Nebraska  case,  they  set  aside  the 
Nebraska  order  of  the  commission  and  prescribed  rates  which  the 
Interstate  Commerce  Commission  thought  were  reasonable,  that  were 
State  rate-,  and  if  they  can  do  that,  why,  then  there  is  nothing  left 
of  the  State  commissioners,  as  far  as  rate  making  is  concerned,  and 
would  be  a  very  unfortunate  situation.  If  they  can  not  do  that,  then 
time  will  solve  the  other  questions  without  any  serious  difficulties, 
in  my  judgment . 
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The  Texas  matters — I  am  not  very  familiar  with  that  situation — 
but  the  controversy  there  was  such  that  perhaps  both  parties  took 
positions  that  were  not  tenable,  and  at  the  same  time,  from  the  view- 
point of  each  party,  there  were  strong  grounds  for  the  position  they 
took.  But  if  the  States  are  protected,  as  I  have  suggested,  by  having 
the  right  to  carry  their  controversies  with  the  carriers  to  their  own 
courts,  and  if  a  Federal  question  is  involved,  let  the  Federal  courts 
overturn  the  decisions  of  the  State  courts,  as  they  do  in  other  mat- 
ters, I  think  the  difficulty  is  solved. 

Senator  Cummins.  No  matter  how  we  exercise  our  regulation, 
whether  through  a  Federal  incorporation,  or  whether  through  State 
corporations,  as  far  as  the  point  I  am  now  discussing  is  concerned, 
I  think  there  is  no  difference  between  our  powers  in  either  case.  I 
think  it  would  be  practically  impossible  to  recite  certain  things  that 
the  States  might  do,  for,  if  they  were  regulations  of  interstate  com- 
merce, then  we  ought  to  do  the  regulating.  If  they  were  not  inter- 
state commerce,  then  we  have  nothing  whatever  to  do  with  the  sub- 
ject. So,  I  have  not  been  able  to  see  how  we  could  limit  the  authority 
of  the  Federal  Government  and  the  State  governments  in  any  statu- 
tory enactment. 

Mr.  Bristow.  Do  you  think  it  would  be  impossible  to  provide  that 
controversies  in  regard  to  intrastate  rates  and  service  should  be 
tried  out  in  the  State  courts? 

^Senator  Cummins.  The  difficulty  is  that  a  statement  of  that  kind 
rather  assumes  the  very  point  in  controversy.  First,  as  to  State 
rates.  If  it  is  a  State  rate  in  the  proper  sense  of  the  term,  then  we 
have  no  authority  over  it  at  all.  If  by  reason  of  its  relation  to,  or 
association  with,  an  interstate  rate,  or  interstate  affairs,  it  affects 
interstate  commerce,  then  we  have  sole  authority,  and  unfortunately 
it  is  a  judicial  question  instead  of  a  legislative  one.  We  can  not  deter- 
mine what  is  or  what  is  not  interstate  commerce.  That  is,  we  can  not 
determine  it  so  that  our  determination  is  binding  on  the  courts,  I 
suppose.  But  I  leave  that  a  moment.  I  simply  have  suggested 
these  things,  because  I  want  you  to  have  in  mind  the  immense 
difficulty  that  confronts  us  when  we  attempt  to  legislate  upon  that 
particular  phrase  of  the  matter. 

I  come  to  your  suggestion  with  regard  to  the  ownership  of  railroads 
by  the  Government.  I  perfectly  agree  with  you  in  regard  to  the 
great  desirability  of  eliminating,  as  far  as  possible,  the  element  of 
profit  in  public  business  of  this  character.  You,  however,  have  sug- 
gested that  there  should  be  organized  a  bureau  of  railway  control, 
no  matter  what  name  it  is  given,  and  that  the  securities  that  now 
exist  be  exchanged,  in  so  far  as  possible,  for  new  securities,  to  be  is- 
sued by  a  new  department  of  the  Government,  and  that,  in  that  way 
private  ownership  be  eliminated.  You  do  not  think,  do  you,  that 
we  ought  to  preserve  all  the  railway  companies  that  now  exist  in  this 
country  ? 

Mr.  Bristow.  Oh,  no;  they  would  be  gradually  eliminated. 

Senator  Cummins.  You  do  not  mean  that  what  might  be  called 
Government  stock  should  be  stock  in  any  particular  railroad  ? 

Mr.  Bristow.  No;  stock  in  the  entire  system — nationalize  the 
entire  system. 

Senator  Cummins.  And,  imagining  the  process  you  have  outlined 
to  be  complete,  then  all  the  railways  of  the  count 'y  would  be  elimi- 
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nated,  and  their  securities  on  stocks  all  retired,  and  they  would  be 
represented  by  stock  that  had  been  taken  by  the  people  of  the  country 
to  either  exchange  or  to  furnish  the  money  necessary  bo  buy  what 
was  not  exchanged? 

Mr.  Bristow.   Yes,  that  is  right. 

Senator  Cummins.  I  think  you  said,  also,  that  the  stock  that  was 
thus  put  out  by  the  Government  bureau  should  have  no  voting  power. 

Mr.  Bristow.  It  should  not. 

Senator  Cummins.  No  power  of  control? 

Mr.  Bristow.  None  whatever. 

Senator  Cummins.  In  answer  to  a  question  put  by  Senator  New- 
lands,  I  rather  thought  that  you  probably  misunderstood  him,  or  I 
misunderstood  your  answer.  Did  you  not  mean  to  say  that  after 
this  exchange  was  completed,  that  the  Government,  should  continue 
these  properties  in  the  hands  of  the  men  who  now  control  them  ? 

Mr.  Bristow.  Well,  I  understood  Senator  Newlands  to  refer  to 
operating  officers.  I  would  make  no  change  in  the  operating  officers 
except  as  ultimately  became  necessary.  But  the  change  in  the 
ownership  would  be  simply  a  change  of  stock.  The  reorganization 
would  be  simply  a  development. 

Senator  Cummins.  You  did  not  mean  to  say  that  the  present 
officers  should  be  retained  at  the  present  standard  of  compensation, 
which  might  be  too  high  or  too  low  >. 

Mr.  Bristow.  No,  sir. 

Senator  Cummins.  You  mean  that  the  bureau  should  employ  the 
men  who  were  necessary  to  operate  these  properties  and  that  natur- 
ally they  would  select  the  men  who  were  familiar  with  them  to  the 
extent  of  completely  operating  them. 

Mr.  Bristow.  Yes,  and  by  a  gradual  process  would  eliminate  the 
surplus  and  unnecessary  and  expensive  ones,  but  this  process  should 
be  gradual  so  as  not  to  disturb  the  normal  business  operations  of  the 
country.     It  should  be  done  gradually. 

Senator  Cummins.  But  all  the  managing  officers  would  be  appointed 
by  the  Government  % 

Mr.  Bristow.  No;  not  by  the  Government,  but  by  some  agency 
created  by  the  Government,  of  course,  but  not  direct  by  Federal 
officials. 

Senator  Cummins.  I  can  not  quite  distinguish  between  the  em- 
ployment by  an  agency  created  by  the  Government  that  is  entirely 
public  in  its  character,  and  that  has  no  personal  interest  in  the  opera- 
tion of  the  property,  and  the  employment  by  the  Government  itself. 

Mr.  Bristow.  There  is  a  distinction. 

Senator  Cummins.  It  might  be  a  very  good  way  to  avoid  political 
interferences.  I  can  see  that  is  in  your  mind,  but  it  nevertheless 
would  be  an  appointment  by  the  power  of  the  law  instead  of  by  the 
authority  of  the  owners  of  the  property. 

Mr.  Bristow.  That  is  true;  yes,  in  that  broad  sense.  I  referred, 
of  course,  to  the  Panama  Railroad.  The  Secretary  of  War,  who  is 
custodian  of  the  stock,  has  never  had  anything  to  do  and  never  has 
undertaken  to  have  anything  to  do  with  the  appointment  of  em- 
ployees. 

Senator  Cummins.  That  is  a  mere  forbearance  on  his  part.  The 
Government  of  the  United  States  is  owner  of  all  the  stock  of  the 
Panama  Railroad  and  the  Secretarv  of  War  is  the  officer  of  the  Gov- 
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eminent  who  has  custody  of  the  stock.  Now,  at  any  meeting  of 
that  corporation,  the  Secretary  of  War  can  select  just  such  directors 
as  he  pleases,  and  he  can  appoint  such  officers  as  he  pleases  to  oper- 
ate the  road. 

Mr.  Bristow.  That  is  true.  I  would  not  recommend  that  system 
at  all,  because  it  would  grow  into  an  evil.  I  would  take  a  hoard  ap- 
pointed by  the  President  and  confirmed  by  the  Senate,  for  a  long 
period  of  time,  and  removable  only  for  cause,  and  give  them  the 
authority,  so  as  to  remove  it  as  far  as  possible  from  any  probability 
of  political  disturbances. 

Senator  Cummins.  I  quite  agree  with  that.  No  matter  whether  it 
is  a  board  of  a  single  individual,  but  after  these  managers  are  se- 
lected or  perpetuated,  as  the  case  may  be,  they  would  employ  the 
men  necessary  to  operate  the  property. 

Mr.  Bristow.  I  think  they  would  select  the  general  officers.  The 
general  officers  would  employ  the  men  just  as  they  do  now. 

Senator  Cummins.  The  evil  of  Government  operation,  which  you 
have  recognized,  is  the  influence  that  the  men  who  earn  their  liveli- 
hood in  the  operation  of  the  property  might  have  over  the  Govern- 
ment. 

Mr.  Bristow.  In  a  sense,  yes. 

Senator  Cummins.  But  under  the  system  that  you  have  suggested 
all  the  employees  would  be,  in  fact,  if  not  in  form,  employees  of  the 
Government,  would  they  not  ? 

Mr.  Bristow.  Indirectly,  yes:  but  if  you  should  take  it  far  enough 
away  and  make  it  so  indirect  that  party  politics  will  not  operate  in 
it— 

Senator  Cummins.  Suppose  there  was  a  movement  among  the  men 
for  an  increase  of  their  wages,  and  they  saw  fit  to  forward  the  move- 
ment by  a  participation  in  the  elections  and  reached  the  conclusion 
that  they  would*  not  elect  a  president  or  Members  of  Congress  who 
were,  not  favorable  to  their  contentions  ?  Their  influence  would  still 
be  very  powerful,  would  it  not? 

Mr.  Bristow.  Not  more  powerful  than  it  is  now.  I  think  it 
would  lessen  the  danger,  because  the  Interstate  Commerce  Com- 
mission— while  I  think  this  board  should  be  still  further  removed 
from  party  influence  than  the  Interstate  Commerce  Commission- 
has  been  fairly  free  from  political  influence  and  there  has  been  very 
little  criticism  of  any  political  action  by  that  commission— 

Senator  Cummins'  But  all  the  employees  of  the  Government  are, 
in  one  way  or  another,  quite  active  in  trying  to  enlarge  or  increase 
their  compensation. 

Mr.  Bristow.  They  are  now,  and  becoming  more  so.  The  Federal 
employees  here  in  Washington  are  organized  quite  extensively.-  That 
is  a  danger  that  exists  in  all  republics.  It  has  been  pointed  out  by 
some  of  the  greatest  economic  writers  we  have  had  as  one  of  the 
dangers  of  a  government  like  ours.  In  order  to  counteract  that  you 
must  have  a  selfish  interest  somewhere  else  that  has  potential  political 
influence.  Now,  if  the  stock  of  this  corporation  is  owned  by  the 
people  of  the  United  States,  any  undue  increase  in  the  wages  of  these 
men  will  decrease  the  dividends  paid  to  the  stockholders,  and  they 
would  exercise  their  influence  with  the  Members  of  Congress  against 
it,  and  then  the  shippers  who,  if  the  dividends  of  the  stockholders 
were  not  increased,  or  the  wages  of  the  men  would  have  to  bear  the 
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burdens,  are  organized,  to  a  certain  extent,  and  if  the  demands  of  the 
operating  employers  or  owners  were  unjust  I  think  under  a  system 
such  as  I  have  suggested  you  would  find  a  counteracting  influence 
in  the  body  politic  that  would  stop  it. 

Senator  Cummins.  I  think  you  would  also,  but  the  difficulty 
would  be  among  those  who  must  ultimately  pay  whatever  increases 
are  permitted,  but  I  am  not  arguing  against  Government  operation, 
although  I  come  to  it  very  reluctantly,  if  I  ever  do  come  to  it,  although 
T  am  thoroughly  in  favor  of  Government  ownership.  The  point  I 
am  trying  to  bring  out  is  this:  The  shareholders'  interest  in  the  matter 
would  be  limited  to  the  difference  between  4  per  cent  and  6  per  cent? 

Mr.  Bristow.  Yes,  sir. 

Senator  Cummins.  But  the  shippers  who  must  ultimately  pay,  and 
really  they  constitute  the  entire  population,  because  whatever  the 
immediate  shipper  pays,  he  passes  on 

Mr.  Bristow.  Yes. 

Senator  Cummins.  It  is  that  element  in  society  that  would  con- 
stitute the  counterbalance  as  against  the  interests  of  the  employees 
to  be  always  advancing  in  their  wages,  and  you  think  that  between 
the  two  there  could  be  a  fair  counterpoise  ? 

Mr.  Bristow.  I  think  so,  Senator.  I  think  that  is  a  better  system 
than  the  existing  system,  or  any  that  has  been  constructed  that  I 
have  any  knowledge  of.  I  believe  that  the  American  people  are  rather 
generous  to  employees  who  labor,  and  that  the  employees  themselves 
would  be  in  no  danger  of  having  their  wages  fixed  at  an  unreasonably 
low  figure.  I  think  that  there  is  a  tendency  among  the  people  to 
pay  high  wages,  and  they  encourage  high  wages,  but  the  encourage- 
ment would  not  be  so  great,  in  my  judgment,  under  an  organization 
of  this  kind  as  it  is  now.  In  the  minds  of  the  public  the  railroad, 
are  owned  by  some  people  in  New  York  who  are  very  rich,  and  when 
employees  demand  increases  in  wages  the  general  public  are  rather 
anxious  that  they  get  it,  and  they  do  not  think  so  much  of  the  merits 
of  the  demand  as  they  do  of  those  interested.  In  the  public  mind, 
"Here  are  the  railroads  and  these  stockholders,  rich  men  in  New 
York,  that  have  made  millions  of  dollars  out  of  watered  stock — let 
them  pay  what  the  employees  want."  There  is  a  great  deal  of  that 
sentiment.  I  would  not  say  it  is  the  prevailing  sentiment,  but  it 
is  quite  general  throughout  the  country. 

Senator  Cummins.  Is  there  any  difference  in  your  suggestion  that 
the  ownership  of  this  property  should  be  represented  in  stock  such 
as  you  have  described,  and  an  ownership  represented  in  Government 
bonds,  except  their  latitude  in  the  payment  of  dividends  upon  the 
stocks  ? 

Mr.  Bristow.  I  think  there  is  a  great  difference,  Senator. 

Senator  Cummins.  What  is  the  difference? 

Mr.  Bristow.  A  Government  bond  is  an  obligation  of  the  Gov- 
ernment of  the  United  States.  Its  security  depends  upon  the  taxing 
power  of  the  Government  of  the  United  States,  and  the  stock  which 
I  indicate  is  an  obligation  of  the  railway  systems  of  the  United  States, 
and  its  stability  depends  upon  the  operation  of  the  railway  and  the 
charges  imposed  on  the  people  for  the  traffic  that  that  railroad 
handles. 

Senator  Cummins.  There  is  a  guarantee  that  you  propose. 
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Mr.  Bristow.  That  guarantee  is  made  good  by  the  requirement 
of  the  Government  that  the  Interstate  Commerce  Commission  shall 
fix  rates  that  shall  meet  these  demands,  not  that  the  Government 
will  take  any  money  out  of  the  Treasury  at  all. 

Senator  Cummins.  Suppose  the  Interstate.  Commerce  Commission 
does  not  do  that.  Suppose  the  revenues  of  the  railroads  were  not 
sufficient;  then  the  Government  would  have  to  make  good  the 
guarantee. 

Mr.  Bristow.  No,  sir;  I  am  not  in  favor  of  the  Government 
guaranteeing  anything.  If  the  Interstate  Commerce  Commission  did 
not  do  it,  there  should  be  some  means  by  which  it  could  be  compelled 
to  do  it,  and  in  the  interim,  if  such  controversy  should  exist,  which  I 
think  is  remote,  this  railroad  system  should  be  able  to  go  out  and 
secure  the  money  which  it  needed. 

Senator  Cummins.  It  would  not  matter  whether  the  Government 
issued  stocks  or  bonds,  it  would  be  expected  to  make  the  service  pay 
the  costs  of  the  service,  and  either  interest  on  bonds  or  dividends  on 
stocks.  If  you  are  going  to  recommend  this  to  the  people  of  the 
country  so  they  will  take  stock  at  a  low  rate,  I  do  not  see  very  much 
difference  between  saying  to  them,  "We  will  make  it  assured  that 
the  rates  shall  be  such  as  will  pay  4  per  cent  dividends  on  the  stocks," 
and  saying  to  them,  "We  will  make  it  assured  that  the  rates  shall  be 
such  that  they  shall  pay  4  per  cent  interest  on  the  bonds." 

Mr.  Bristow.  There  is  a  very  radical  and,  I  think,  vital  distinction 
between  the  two  propositions.  The  credit  of  a  government  is  the 
same  as  the  credit  of  anything  else.  I  believe  that  the  obligations 
of  this  railroad  corporation,  organized  as  it  would  be  independent 
of  any  Government  aid,  so  far  as  taxation  or  contribution  of  money  is 
concerned,  that  its  securities  would  command  as  low  a  rate  of  interest 
in  the  markets  as  the  bonds  of  the  United  States  Government.  In 
fact,  if  properly  managed,  it  would  be  better.  The  bonds  of  a 
government  vary  with  the  fortunes  of  that  government.  The  bonds 
of  the  United  States  have  sold  at  as  high  as  12  per  cent,  and  they 
may  again,  but  the  obligations  of  the  transportation  systems  of  the 
United  States,  upon  which  depend  the  existence  of  the  people,  and  with 
its  vast  property  behind  it,  and  its  power  of  taxation,  which  is  as  vital 
as  life  itself  to  the  commerce  of  the  country  is  strong  enough  and  good 
enough,  and  I  would  rather  have  it,  free  from  political  interference 
of  any  kind,  than  the  bonds  of  the  United  States. 

Senator  Cummins.  I  do  not  bother  myself  much  with  the  form, 
and  if  the  Government  of  the  United  States  makes  the  people  of  the 
country  understand  that  they  shall  have  dividends  on  the  stocks 
or  interest  on  the  bonds,  that  the  Government  is  sure  to  get  the 
money  necessary  to  pay  dividends. 

Mr.  Bristow.  The  Government  does  not  get  it,  but  the  corporation 
gets  it. 

Senator  Cummins.  I  do  not  think  much  of  the  corporation,  because 
a  corporation  which  has  no  other  power  than  that  which  it  derives 
from  the  Government,  the  owners  of  which  or  the  stockholders  of  it, 
have.no  voice  whatever  in  its  control  and  operation,  that  to  me  is 
rather  an  artificial  affair,  but  I  agree  that  any  obligation,  whether 
it  is  the  guaranty  of  dividends,  or  whether  it  is  in  the  form  of  a  bond, 
behind  which  is  the  operation  of  a  great  railway  system  is  a  better 
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obligation  than  the  ordinary  promise  to  pay,  which  is  supported  only 
by  the  power  of  taxation. 

Mr.  Bristow.  That  is  my  idea. 

Senator  Cummins.  There  is  no  doubt  about  that.  But  when  the 
Government  takes  these  railways,  if  our  Constitution  is  still  pre- 
served— and  it  seems  now  to  be  in  some  danger — it  can  not  say  to 
the  railroads  or  to  the  stockholders  that,  "We  will  give  you  4  per 
cent  stock  or  4  per  cent  bonds,  or  a  6  per  cent  stock  or  a  6  per  cent 
bond."  It  has  to  proceed  according  to  the  Constitution,  and  when  it 
takes  somebody  else's  property  it  has  to  pay  its  value,  and  it  has  to 
pay  it  in  money.  We  would  have  no  authority  to  say  that  we  will 
take  the  railroads  of  this  country,  and  we  will  give  to  those  who  now 
own  these  substitute  securities,  whether  they  are  bonds,  or  whether 
they  are  stocks.     Now,  that  is  the  difficulty  about  that  suggestion. 

Mr.  Bristow.  Now,  that,  of  course,  suggests  the  probability  that 
the  owners  of  these  railroads  would  not  be  willing  to  exchange  their 
holdings  at  the  market  value  for  holdings  in  a  corporation  that  will 
own  all  of  them,  and  where  there  is  a  guarantee  that  the  revenues 
shall  be  from  4  to  6  per  cent.  I  say  from  4  to  6.  Those  are  arbitrary 
terms.  You  can  make  it  5  to  7  or  3  to  5,  or  whatever  may  be  thought 
sufficient  to  attract  capital.  I  think  from  4  to  6  will  do  it.  If  4  to 
6  is  not  enough,  make  it  5  to  7,  as  a  return. 

Now,  I  believe  that  the  railroad  investors  in  the  United  States 
would  be  glad  to  make  such  an  exchange.  If  they  would  not  make  it, 
I  think  there  are  enough  of  them  to  start  the  system,  and  if  it  is 
started  it  will  go  through,  I  think,  without  any  doubt. 

Senator  Cummins.  The  only  practical  way,  however,  in  order  to 
make  the  transfer  of  ownership  certain,  as  to  institute  the  equivalent 
of  a  condemnation  proceedings;  ascertain  the  value  of  the  railroads 
or  the  property  taken  and  be  ready  to  pay  that  value  in  money. 
Do  you  believe  that  you  could  raise  the  money  or  the  Government 
could  raise  the  money  necessary  to  pay  whatever  condemnation  was 
awarded,  through  the  sale  of  stocks,  such  as  described  ? 

Mr.  Bristow.  I  think  it  could,  through  the  exchange,  if  the  rates 
are  fixed  so  they  are  attractive.  There  is  a  practical  side.  I  think 
that  this  commission  can  be  empowered  to  do  this,  that  it  can  soon 
find  out  whether  it  could  make  this  exchange  or  not  by  contracting 
with  the  holders  of  these  securities.  You  authorize  a  company  to 
construct  a  railroad,  and  they  can  issue  $2,000,000  worth  of  securities 
with  which  to  get  the  money  to  construct  it.  They  may  not  have 
much  money  themselves,  but  they  will  go  out  and  contract  with 
investors,  and  the  investors  will  say,  "I  will  take  some  of  the  stock," 
and  they  know  what  they  can  do  before  they  start  the  railroad. 
I  think  this  difficulty  which  can  be  overcome  by  fixing  the  rates 
which  would  be  attractive  to  the  investors  in  securities  of  that  kind. 
Now,  it  might  be  that  the  popular  opinion  as  to  the  Government's 
reliability  is  such,  that  in  order  to  make  it  go,  you  would  have  to  have 
the  guarantee  of  the  Government  itself  behind  it,  but  I  think  that 
would  be  dangerous,  and  I  do  not  think  it  is  necessary,  because  I 
think,  as  a  matter  of  fact,  that  it  will  not  be  many  years  before 
investors  in  this  country  will  be  seeking  other  securities  than  Govern- 
ment bonds  and  paying  more  for  them  than  Government  bonds. 

Senator  Cummins.  I  will  put  this  concrete  illustration  to  you  as 
an  incident  in  your  own  territory.     I  am  quoting  from  memory,  but 
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I  do  not  think  I  am  very  inaccurate.  In  1916  the  Atchison,  Topeka  & 
Santa  Fe  Railroad  Co.  earned  29  per  cent  upon  its  capital  stock,  net 
earnings.  I  am  taking  net  earnings  applicable  to  the  payment  of 
dividends  after  paying  interest  upon  bonds.  Now,  you  take  a  cer- 
tificate of  stock  from  one  of  the  holders  of  the  stock  of  a  company 
whose  dividend  is  limited  to  6  per  cent  and  may  be  reduced  to  4,  do 
you  think  he  would  exchange  his  stock  for  this  stock  ? 

Mr.  Bristow.  I  think  they  would.  I  remember  when  the  Santa 
Fe  stock  sold  for  8. 

Senator  Cummins.  I  am  speaking  of  its  present  situation. 

Mr.  Bristow.  Now  it  is  selling  for  over  100.  It  sold  for  104,  as 
I  remember  it.  The  vacillation  of  a  railroad's  stocks  under  the  exist- 
ing system  has  been  exceedingly  great,  as  you  know.  The  Rock 
Island  went  from  200  down  to  10. 

Senator  Cummins.  There  are  those  A'icissitudes.  I  do  not  intend  to 
convey  the  idea  that  the  Santa  Fe  declared  a  dividend  of  28  per  cent, 
but  that  is  what  the  company  earned. 

Mr.  Bristow.  I  do  not  know  the  figures,  but  I  know  it  earned  a 
great  deal  more  than  the  dividends  declared  by  it.  I  do  not  have 
any  doubt  but  that  the  railroads  of  the  United  States,  merged  under 
a  national  supervision  into  one  compact  whole,  eliminating  all  possi- 
bility of  exploitation  and  speculation  that  have  been  the  curse  of 
American  railways  from  the  beginning,  and  with  a  declaration  of  the 
Government  of  the  United  States  that  the  revenues  derived  from  the 
operation  of  these  railroads  shall  pay  operating  expenses,  maintain 
the  property,  and  pay  a  dividend  of  5  or  6  or  7  per  cent,  as  the  case 
might  be,  and  that  the  agencies  of  the  Government  will  fix  rates 
that  will  provide  such  returns  that  the  railroad  investors  will  be 
glad  to  exchange,  and  if  they  do  not,  why  then,  as  a  precaution  it 
might  be  well  to  have  some  means  of  condemnation  provided  so  it 
could  be  done  if  necessary.  I  think  if  you  take  the  market  value  of 
the  stocks  through  a  period  of  years  as  a  basis  of  acquiring  that,  you 
would  have  no  difficulty  such  as  anticipated. 

Senator  Cummins.  But,  Senator  Bristow,  the  market  value  of  the 
stock  might  be  slightly  influenced  by  the  actual  earnings  of  the  com- 
pany which  issued  them,  but  it  is  mainly  influenced  by  the  dividends 
which  the  company  paid.  Now,  the  stock  of  the  Atchison,  Topeka 
&  Santa  Fe  Railroad,  if  it  were  very  much  influenced  by  the  actual 
earnings,  would  rise  immediately  to  four  or  five  hundred. 

Mr.  Bristow.  Not  on  the  earnings  of  one  year.  The  value  of  stock 
is  influenced,  of  course,  by  dividends,  and  then  it  has  some  value  if 
it  does  not  pay  any  dividends.  If  the  road  is  bonded  for  all  it  costs 
and  all  it  is  worth  and  still  there  is  an  outstanding  stock,  it  has  some 
market  value.  Take  the  Kansas  City  Southern.  Under  this  system 
suggested  the  stockholders  of  that  company  would  get  a  great  deal 
more  than  the  property  is  worth,  and  they  know  it. 

Senator  Cummins.  I  have  made  these  inquiries  because  I  am  very 
strongly  inclined  toward  your  view  that  private  ownership  will  prob- 
ably be  brought  to  an  end,  and  ought  to  be,  but  I  fear  that  if  the 
change  is  not  made  until  we  can  induce  the  present  holders  of  railway 
securities  to  accept  voluntarily  the  stock  which  you  have  proposed, 
it  will  be  a  very  long  time  before  private  ownership  will  disappear. 

Mr.  Bristow.  If  this  is  true,  then  there  ought  to  be  incorporated 
in  this  a  provision  for  condemning  and  taking  the  property. 
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Senator  Cummins.  That  is  all. 

Mr.  Sims.  It  is  now  6.30  o'clock,  and  Senator  Bristow  has  been 
on  the  stand  five  and  a  half  hours  to-day.  I  have  listened  to  every- 
thing he  said,  and  it  is  about  as  hard  to  be  a  good  listener  as  it  is  to 
speak,  and  I  do  not  feel  that  I  have  the  capacity,  and  I  do  not  think 
it  would  be  right,  to  afflict  on  him  the  burden  of  asking  him  to  stay 
on  the  stand  long  enough  to  answer  the  questions  which  I  wish  to 
put  to  him.     Can  you  return  to-morrow,  Senator? 

Mr.  Bristow.  I  am  at  your  service. 

Mr.  Sims.  As  the  single  representative  of  the  House  present,  I 
desire  to  ask  you  a  few  questions  in  the  morning. 

The  Chairman.  Very  well,  we  will  take  a  recess  until  10.30  o'clock 
to-morrow  morning. 

(Whereupon,  at  6.35  o'clock  p.  m.,  an  adjournment  was  taken 
until  to-morrow,  Wednesday,  December  19,  1917,  at  10.30  o'clock 
a.  m.) 
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WEDNESDAY,  DECEMBER  19,   1917. 

Congress  of  the  United  States, 
Joint  Committee  on  Interstate  Commerce, 

Washington,  D.  0. 
The  joint   committee  met   at   10.30  o'clock   a.   m.,   pursuant  to 
adjournment,  Senator  Francis  G.  Newlands  presiding. 

STATEMENT  OF  MR.  JOSEPH  I.  BRISTOW— Resumed. 

Mr.  Bristow.  Mr.  Chairman,  if  I  may  make  just  a  comment  or 
two  before  I  start  in  answering  questions  which  Mr.  Sims  may  pro- 
pound, I  wish  to  state  that  I  referred  yesterday  to  the  tentative 
valuation  submitted  by  the  Division  of  Valuations  of  the  Interstate 
Commerce  Commission  on  the  Kansas  City  Southern.  I  believe  I 
stated  that  the  case  had  been  argued  before  the  Interstate  Com- 
merce Commission  by  the  carriers  and  the  representatives  of  the 
States  and  the  Division  of  Valuation.  In  that  I  was  mistaken  as  to 
the  Kansas  City  Southern.  The  argument  was  on  the  Texas  Mid- 
land, a  small  railroad  in  Texas,  but  the  principles  involved,  as  to 
what  elements  of  value  should  be  included  in  a  valuation  were 
discussed,  and  in  that  connection  I  desire  to  say  that  in  my  opinion, 
from  the  study  I  have  given  the  subject,  the  Division  of  Valuation 
headed  by  Judge  Prouty,  is  doing  a  great  work,  and  if  the  principles 
of  valuation  as  outlined  by  Judge  Prouty  and  his  advisers  are  sup- 
ported by  the  Interstate  Commerce  Commission,  I  think  that  their 
valuation  will  be  the  fairest  that  could  be  obtained  of  the  railways 
of  the  United  States.  It  will  take  some  years  before  that  is  com- 
pleted, and,  as  has  been  suggested  by  the  chairman  of  this  joint 
committee,  things  are  moving  rapidly,  and  Congress  may  not  be  able 
to  wait  for  that.  But  I  think  if  the  division  is  sustained,  that  its 
valuation  would  be  much  fairer  to  the  public  than  the  average  value 
of  the  stocks;  that  is,  for  rate-making  purposes. 

Now,  when  you  consider  all  of  the  interests  involved,  the  investors 
in  railway  securities,  the  investments  having  been  made  under 
conditions  that  now  prevail,  and  the  equities  that  may  attach  to  those 
investments,  of  course,  are  considerations  that  you  gentlemen  would 
deal  with  that  might  not  be  considered  in  the  question  of  rate 
making. 

Mr.  Thorn  last  night,  after  the  hearing  had  closed,  asked  me  if  this 
plan  which  I  suggest  for  the  acquiring  of  the  railroads  was  to  become 
effective,  what  would  become — this  was  in  substance  his  question — 
what  would  become  of  the  State  commissions,  and  I  desire  to  state 
for  the  record,  that  I  think  it  would  be  useful  for  the  State  commis- 
sions to  be  continued.     The  necessity  for  them  to  have  as  full  author- 
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itv  under  a  condition  of  that  kind  would  not  be  so  great  as  under  the 
conditions  that  now  prevail,  because  there  would  not  be  the  selfishness 
and  the  opportunities  for  great  profit  in  the  exploiters  or  owners  of 
these  railroads  as  there  is  now,  and  there  would  not  be  the  urgent 
need  of  protection  of  local  communities  against  the  exploitation  or 
the  unjust  exactions  as  under  present  conditions.  I  think  it  is 
due  the  Federal  authorities  that  there  should  be  State  organization, 
because  it  would  prevent  them  from  making  many  mistakes  which 
they  would  otherwise  make,  and  I  think  I  referred  yesterday  to  the 
fact  that  if  the  Interstate  Commerce  Commission  had  lstened  to  or 
consulted  with  the  Kansas  commission  in  regard  to  the  passenger- 
rate  cases  it  would  not  have  made  what  1  regard  as  the  ridiculous 
blunder  it  did  in  fixing  a  higher  rate  for  southern  Kansas  than  for 
northern  Kansas,  when  there  can  not  be  any  justification  for  it,  and 
in  arriving  at  that  conclusion,  not  to  have  taken  into  consideration 
a  road  that  carries  75  per  cent  of  the  traffic  in  that  section. 

If  you  gentlemen  will  permit,  I  wish  to  state  that  I  received  a  copy 
of  the  last  bulletin  of  the  Kansas  Public  Utilities  Commission,  which 
is  the  December  number,  this  morning,  mailed  me  by  the  young  man 
who  gets  it  up  and  edits  it.  In  this  bulletin  there  is  an  editorial  page 
where  there  is.  as  I  stated  yesterday,  general  comment  on  the  traffic 
situation.  If  you  will  permit,  I  desire  to  read  the  comments  on  an 
article  published  in  the  Munsey  Magazine  by  the  compiler  and 
editor  of  this  bulletin.  It  is  his  own,  and  1  think  it  is  in  good  form, 
and  I  would  like  to  make  it  a  part  of  this  record,  that  yon  gentlemen 
may  understand  it  fully.  Tt  will  not  take  a  great  deal  of  time,  and  I 
should  like  to  read  it. 

MISLEADING   THE   PUBLIC. 

From  now  until  the  New  lands  committee  makes  its  report  to  Congress  and  some 
legislative  action  is  taken,  State  commissions  will  he  the  targets  for  the  press  agents  of 
the  railroads. 

In  fact  a  campaign  has  been  under  way  for  some  time  in  an  effort  to  so  warp  public 
opinion  that  it  will  sanction  the  destruction  of  State  regulation.  Newspapers  and 
magazines  subservient  to  the  interests  that  demand  "war  profits"  from  the  transpor- 
tation industry  are  increasing  their  attacks  on  State  railroad  and  utilities  commissions. 
A  great  deal  of  misleading  "stuff"  is  being  printed  and  put  before  the  public. 

A  fair  sample  may  be  found  in  the  December  issue  of  the  Munsey  Magazine.  Under 
the  heading  "Hardships  of  our  railroads,"  in  an  extended  article,  the  railroads  are 
pictured  as  held  helpless  and  poverty  stricken  in  the  grasp  of  State  regulation.  No 
recognition  is  given  the  fact  that  the  net  revenues  of  the  roads  and  the  dividends 
paid  stockholders  in  the  last  two  years  have  been  by  far  the  greatest  in  the  history  of 
rail  transportation. 

Our  American  railroads  are  unwillingly  wasting  man  power  needed  in  the  battle 
zone — 

is  the  ingenious  opening  sentence  of  this  article  that  would  have  the 
public  believe  that  any  restraint  on  railroad  rates  is  incompatible 
with  loyalty  to  the  country  in  time  of  war. 

They  are  employing  thousands  of  men  who  could  be  spared  without  impairing 
the  safety  and  efficiency  of  the  roads. 

Continuing,  this  magazine  writer  savs: 

Our  railroads,  then,  are  not  merely  wasting  men.  They  are  forced  to  waste  millions 
of  dollars  in  unnecessary  expenses — dollars  sorely  needed  for  locomotives,  cars,  rails, 
and  terminals. 
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Having  thus  assumed  a  serious  state  of  affairs,  he  then  attempts  to 
fix  the  blame  on  Stale  regulation,  and  concludes: 

The  r<  sponsibility  does  no1  lie  with  our  railroads  l>ut  with  our  lawmaki  rs. 

With  these  assumptions,  he  draws  largely  on  his  imagination  for 
material  to  support  his  position  thai  regulation  is  an  unwarranted 
evil. 

We  quote  portions  of  his  pseudo  proof.: 

Another  expensive  £ad  is  legislation  in  States  like  Kansas,  Texas,  and  Oklahoma. 
compelling  all  roads  operating  in  these  States  to  maintain  general  offices — 

I  want  you  to  notice  what  this  man  says.  This  was  in  Munsey's 
Magazine,  one  of  the  leading  articles: 

Another  expensive  lad  is  legislation  in  States  like  Kansas,  Texas,  and  Oklahoma 
compelling  all  roads  operating  in  these  Statfs  to  maintain  general  offices  within 
their  board  rs.  Trunk  line s  running  through  thess  Sta1  s,  th  r,  fore,  must  duplicate 
th  ir  g  ii'  ral  offic  rs  in  <  ach.  On  >  railroad  r  ports  that  in  on  :  of  th-  s  •  i  xtra  ofBc  s 
alone  ii  is  fore  d  to  employ  150  clrks,  otherwise  unnecessary,  and  that  the  rest  of 
maintaining  the  office  is  8500,000  a  year. 

h  is  i  asy  for  a  New  York  newspap  r  or  magazine  to  take  a  shot  at  Kansas,  and  this 
is  about  as  n  ar  ths  facts  as  thy  gem  rally  gel . 

Ther  !  is  no  such  law  in  th  •  Kansas  statue  s  as  is  outlim  d  in  the  quotation,  nor  has 
tin T"  been.     Th"  proof  of  this  is  obAious  to  anyone  with  slight  knowledge  of  railroads. 

The  Missouri  Pacific  crosses  Kansas.  Its  offices  are  in  Kansas  City,  Mo.,  and  St. 
Louis,  Mo. 

Likewis  >  the  Union  Pacific  cross  s  the  State  from  the  cast  to  the  w<  st.  Its  general 
offices  for  this  t-  rritory  are  at  Omaha,  Nebr. 

The  Rock  Island  &  Frisco  furnish  similar  examples,  both  maintaining  their  general 
offices  outside  of  the  Stat?. 

The  Missouri,  Kansas  &  Texas  maintains  offices  at  Parsons,  Kans.,  St.  Louis,  Mo., 
and  Dallas,  Tex. 

The  Sante  Fe  has  maintained  gcn?ral  offic:  s  at  Topeka  sine:'  the  t  arly  history  of 
the  road. 

As  a  matter  of  fact  it  has  been,  so  since  the  beginning  of  the  road. 

There  is  a  statut?  requiring  all  corporations  e-hartered  undr  the  Kansas  law  to 
maintain  head  offices  in  the  State,  but  that  applies  to  but  two  of  the  railroad  companh  s 
mentioned. 

Another  statement  equally  erron°ous  follows: 

"Other  offendirs  are  the  inspection  regulations  of  the  State  commissions,  which 
duplicate  the  work  of  the  Interstate  Commerce  Commission. 

"There  are  47  State  commissions.  Each  employs  its  corps  of  inspectors  to  check 
up  the  operation  of  the  roads  within  the  State,  and  to  see  that  all  regulations  for  the 
safety  of  employees,  passengers,  and  freight  are  faithfully  observed.  Thrse  are  im- 
portant functions,  beyond  question:  but  in  every  State  the  same  work  is  being  done 
throughout  the  same  t  rritory  by  the  inspectors  of  the  Interstate  Commerce  Com- 
mission. This  m<  ans  that  if  the  insp  ction  of  railroads  were  left  entirely  in  the  hands 
of  the  I iii  rstat  ■  Comnif  rce  Commission  the  work  would  be  efficiently  done,  and  the 
Stat  ■  commissions  could  release  hundrrels  of  expert  railroad  men." 

In  this  sweeping  assertion  all  State  commissions  are  included.  Nothing  in  it  is  true 
as  to  Kansas,  however,  nor  to  any  other  State  so  far  as  our  information  goes.  The 
Kansas  commission  employs  no  inspectors  and  duplicated  none  of  the  inspection  work 
of  the  Int  rstat-  Commerce  Commission. 

The  last-quot  d  paragraphs,  however,  are  outdone  by  two  that  follow  them  in  the 
article.     We  quote  them  : 

"This  nvi  flapping  and  unsyst  matic  regulation  is  not  only  costing  the  States  and 
tic  railroads  unn  c  ssary  millions  in  insp  ctions,  in  equipment,  and  in  operators, 
but  it  requires  of  the  railroads  s<  parate  bookkeeping  and  separate  reports  for  each 
State,  besides  the  exhaustive  returns  submit  t<  d  to  the  Inn  rstate  Commerce  Commis- 
sion.    *    *    * 

"The  cutting  out  of  this  duplication  of  reports  would  save  at  least  $20,000,000  a 
year,  or  the  int  r.  st  at  5  per  cent  on  an  invested  capital  of  $400,000,000.  It  would 
also  reh  ase  an  army  of  men  who  have  just  the  training  needed  in  the  Quartermaster 
Corps  of  our  new  Military  Establishment." 
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We  don't  know  where  the  writer  got  his  figures;  but  apparently  they  came  from 
his  imagination.  The  Kansas  commission — and  the  same  applies  to  practically  all 
the  others,  we  believe — requires  an  annual  report  only  of  each  railroad  company. 
This  report  is  largely  a  duplicate  of  the  one  made  to  the  Interstate  Commerce  Com- 
mission, and  contains  in  the  main  information  that  the  directors  of  the  companies 
would  have  gathered  for  their  own  benefit  were  it  not  required  by  the  Government. 

There  is  some  expense  attached  to  Government  regulation  of  railroads.  That  is  a 
fact.  But  the  same  is  true  of  the  maintenance  of  the  National  Congress,  the  Supreme 
Court,  or  anv  other  part  of  the  Governmental  machinery. 

It  is  not  the  purpose  of  this  comment  to  undertake  a  defense  of  State  regulation, 
however,  but  simply  to  point  out  the  methods  used  to  mislead  the  public  mind  by 
some  of  the  exponents  of  the  point  of  view  that  the  railroads  should  be  permitted  to  tax 
the  public  "all  the  traffic  will  bear." 

The  railroads  are  making  a  determined  effort  before  the  Newlands  committee  to 
have  State  regulation  legislated  out  of  existence.  And  they  apparently  recognize  the 
advantage  of  getting  public  opinion  behind  them. 

Outside  of  the  question  of  railway  regulation,  it  is  a  sad  commentary  on  the  integrity 
of  th-?-  Nation's  press  when  a  magazine  with  a  circulation  of  over  300,000  will  permit 
-such  an  erroneous  and  misleading  article  to  appear  between  its  covers  as  is  "Hardships 
of  our  railroads." 

A  big,  powerful  magazine  ought  to  have  a  directing  conscience  behind  it  that  would 
scorn  to  mislead  and  should  be  edited  with  care  that  would  bar  from  its  pag:s  the  wild 
imaginings  of  ill-informed  writers. 

In  looking  over  this  this  morning  I  observed  this  comment,  and  while 
it  is  made  by  a  young  man  employed  by  the  Kansas  commission,  and 
shows  some  resentment  at  the  malice  thai  is  behind  the  article,  and 
the  writer  responsible  for  it,  yet  I  believe  it  is  a  good  thing  to  incorpo- 
rate in  this  record,  and  following  is  an  article  on  the  earnings  of  the 
principal  roads  operating  in  our  State  for  the  nine  months  of  t  he  present 
calendar  year  past,  and  I  will  just  give  the  net  operating  revenues  for 
the  first  nine  months  of  1917,  and  the  increase  over  the  similar  period 
for  the  year  1916. 

The  Atchison,  Topeka  &  Santa  Fe,  aet  operating  revenue,  in  round 
numbers,  $37,525,000:  increase,  $2,429,000. 

The  Chicago,  Rock  Island  &  Pacific,  $15,348,000;  decrease, 
$2,142,766. 

The  Missouri,  Kansas  &  Texas  lines,  $6,836,000 ;  increase,  $2,501,000. 

Missouri  Pacific,  $15,510,000;  increase,  $6,099,000. 

The  Chairman.  What  road  is  that  '. 

Mr.  Bristow.  The  Missouri  Pacific.  That  is  the  most  pleasant  of 
all  these  reports  which  have  come  in,  because  this  road,  which  has  been 
the  most  decrepit  in  our  State  of  any  of  the  large  lines  seems  to  be 
coming  out  of  its  difficulties. 

The  St.  Louis  &  San  Francisco  net  operating  revenue  was 
$14,835,000;  increase,  $2,875,000;  and  the  Union  Pacific,  $36,898,000; 
increase,  $943,000. 

Senator  Cummins.  "When  you  speak  of  the  increase,  with  what  are 
those  figures  compared  ? 

Mr.  Bristow.   With  the  same  period  of  1916. 

The  Chairman.  Is  the  total  of  those  figures  given  for  that  period  ? 

Mr.  Bristow.  Yes;  the  total  net  revenue  was  $126,055,000  and  the 
total  increase  was  $10,707,000. 

Mr.  Sims.  For  three  quarters  of  the  year? 

Mr.  Bristow.  Yes,  sir. 

The  Chairman.  If  you  know,  I  wish  you  would  state  the  rule  of  the 
Interstate  Commerce  Commission  as  to  net  operating  income. 

Mr.  Bristow.  The  net  operating  revenue  is  that  which  is  left  after 
all  expenses  involving  operation,  maintenance,  and  taxes  have  been 
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paid.  It  is  the  money  that  is  available  for  the  payment  of  dividends 
and  interest  on  securities. 

The  Chairman.  It  requires  the  deduction  of  every  expenditure 
that  is  not  properly  chargeable  to  capital  account  on  the  railroad  ? 

Mr.  Bristow.  Yes;  it  does.  Mr.  Chambers,  the  accountant  of  the 
commission,  advises  me  that  in  some  of  the  nets  I  have  given  you  the 
taxes  were  not  taken  out  of  the  figures  for  the  roads,  because  they 
were  not  available.  So,  there  would  be  some  taxes  to  be  taken  out 
of  the  $10,000,000,  but  what  it  is  we  do  not  know  yet.  I  am  very 
glad  now  to  answer  any  questions  you  gentlemen  might  care  to  ask. 

The  Chairman.  Will  you  let  me  see  that  publication? 

Mr.  Bristow.  I  shall  be  glad  to. 

The  Chairman.  This  is  a  public  utilities  bulletin  ? 

Mr.  Bristow.  Yes;  published  by  the  Public  Utilities  Commission 
for  the  State  of  Kansas. 

Mr.  Sims.  Senator  Bristow,  what  public  offices  have  you  held  prior 
to  the  one  you  are  now  holding  ? 

Mr.  Bristow.  Well,  the  first  public  office  I  held  was  clerk  of  the 
district  court  at  Douglas  County,  Kans.,  and  some  years  after  that  I 
was  appointed  private  secretary  to  Gov.  E.  M.  Morrill  when  he  was 
governor,  and  the  next  position  I  held  was  Fourth  Assistant  Post- 
master General,  which  I  held  about  8  years.  Then  I  was  appointed 
by  President  Roosevelt  as  special  commissioner  of  the  Panama  Rail- 
road, which  position  I  held  almost  a  year.  There  were  two  periods 
of  my  work  in  connection  with  that  position.  I  was  afterwards 
elected  to  the  Senate  of  the  United  States  and  served  6  years.  At 
present  I  am  chairman  of  the  Kansas  Utilities  Commission. 

Mr.  Sims.  You  are  a  member  of  the  commission  and  chairman  of  it  ? 

Mr.  Bristow.  Yes,  sir. 

Mr.  Sims.  You  spoke  of  taxation,  Senator,  and  that  whatever 
might  take  place  with  reference  to  the  railroads  in  the  future,  you 
thought  that  for  the  present,  at  least,  the  properties  of  the  railroads 
should  remain  subject  to  taxation  as  they  are  now  in  the  several 
States. 

Mr.  Bristow.  That  is  my  judgment. 

Mr.  Sims.  That  is  your  individual  view  about  the  matter? 

Mr.  Bristow.  If  you  will  permit,  I  desire  to  say,  that  in  discussing 
the  work  of  the  State  commissions  and  what  they  did  and  the  import- 
ance of  it,  I  not  only  voice  my  own  judgment  and  the  judgment  of  the 
Kansas  commission,  but  I  think  the  unanimous  judgment  of  the 
railroad  commissions  of  the  United  States.  My  statements  as  to  the 
reorganization  of  the  railroad  systems  of  the  country  are  my  personal 
opinions  and  represent  the  opinion  of  no  one  else. 

Mr.  Sims.  Well,  in  the  proposed  reorganization  or  change  of  the 
ownership  of  the  railroads,  in  the  consolidations — I  mean  as  to  the 
shares  of  capital  stock,  etc. — you  recommend  that  the  shares  of 
stocks  should  be  the  subject  of  State  taxation. 

Mr.  Bristow.  I  would  not  change  the  existing  condition  as  to 
taxation.  Of  course,  Mr.  Sims,  in  the  establishing  of  a  new  system 
like  this,  time  and  experience  will  develop  changes  that  will  be 
desirable,  but  my  judgment  is,  in  the  changing  of  such  a  tremendous 
industrial  agent  as  the  transportation  facilities  of  these  people  in  the 
United  States,  a  nation  of  100,000,000  people,  the  least  disturbances 
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in  the  orderly  operation  of  things  the  better  it  will  be.  Then,  of 
course,  experience  will  demonstrate  what  ultimate  changes  ought  to 
be  made. 

Mr.  Sims.  Well,  you  made  this  suggestion,  and  of  course  it  becomes 
a  matter  of  pertinent  inquiry  as  to  what  might  grow  out  of  it.  Taxa- 
tion of  the  stock  of  a  corporation,  in  addition  to  taxing  the  physical 
property,  has  always  seemed  to  me  to  be  somewhat  on  a  parity  with 
taxing  a  man  for  the  land  he  owns,  and  then  taxing  him  on  the  deed 
by  which  he  holds  title  to  it. 

Mr.  Bristow.  I  am  inclined  to  agree  with  you  there.  Personally 
I  do  not  think  you  ought  to  tax  the  property  twice.  Personally  I 
do  not  think  that  the  land  ought  to  be  taxed  and  then  the  mortgage. 

Mr.  Sims.  I  did  not  mean  the  mortgage.  I  am  speaking  of  the 
title  papers. 

Mr.  Bristow.  I  go  further  than  that.  I  think  in  all  these  cases 
the  borrower  pays  the  tax  on  the  land  and  on  the  mortgage,  too. 
The  reasons  I  suggested  in  my  answers  to  Senator  Newland's  inter- 
rogatories to  the  effect  that  1  would  leave  the  taxing  power  where 
it  was  and  that  I  would  not  want  to  change  existing  conditions  any 
more  than  was  necessary. 

Mr.  Sims.  Whether  you  think  it  wise  to  do  so  or  not,  you  want  to 
leave  it  to  the  State  at  least  at  the  beginning  of  these  experiements  ? 

Mr.  Bristow.  Yes,  sir. 

Mr.  Sims.  I  only  suggested  that  matter  because  my  own  State  does 
that  thing.  It  taxes  the  farm  and  taxes  the  mortgage  on  it,  and  if 
you  have  the  deed  registered  it  places  a  tax  on  the  privilege  of  hav- 
ing a  deed  registered  in  proportion  to  the  value  of  the  land  men- 
tioned in  the  deed. 

Mr.  Bristow.  I  think  those  taxes  are  duplications  and  unjust 
and  that  the  man  who  borrows  the  money  pays  the  bill,  and  he  ought 
not  to  do  it. 

Mr.  Sims.  As  a  matter  of  fact,  all  the  lender  of  the  money  has  to 
pay  in  the  way  of  taxes  is  on  the  instrument  of  security,  the  mort- 
gage. He  naturally  adds  it  to  the  interest;  in  other  words,  the  in- 
terest must  be  high  enough  to  take  care  of  that,  and  if  that  feature 
was  not  in  there  the  competition  among  private  lenders  would  bring 
the  interest  rate  down. 

Mr.  Bristow.  Yes,  sir. 

Mr.  Sims.  Does  not  the  inequality  of  taxation  in  the  different 
States,  or  may  it  not,  at  least,  be  exercised  in  such  a  way  as  to  amount 
almost  to  a  discrimination  in  favor  of  the  shippers  of  a  particular 
State  ?  In  other  words,  if  Tennessee  should  levy  twice  the  amount 
of  taxes  on  the  same  amount  of  railroad  mileage  or  earnings  as  are 
levied  in  Kentucky  for  a  like  amount,  would  not  that  amount,  in 
effect,  to  a  discrimination  in  favor  of  the  people  of  Tennessee? 
Suppose  Tennessee  is  paying  the  same  amount  of  passenger  and  freight 
fares  as  Kentucky,  and  it  gets  by  increased  taxation  a  large  part  of 
the  earnings  of  the  railroad  companies  that  have  to  make  those  earn- 
ings in  all  of  the  States  ?  Does  not  that  amount,  in  effect,  to  a  dis- 
crimination in  favor  of  Tennessee  ? 

Mi".  Bristow.  It  is  possible  that  grave  injustice  might  be  done,  but 
I  do  not  think  it  is  probable. 

Mr.  Sims.  It  does  not  often  occur,  if  it  occurs  at  all.  I  am  only 
speaking  of  that  possibility.  I  speak  of  it  more  on  account  of  what 
I  have  seen  in  a  very  able  discussion  of  this  subject.     The  book  I 
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have  here  in  my  hand  is  by  Mr.  Mark  Wymond,  and  the  title  of  the 
book  is  ''Government  Partnership  in  Railroads,"  and  it  was  published 
I  think,  in  1917.  Ho  makes  this  statement  about  railway  taxation  by 
the  States.     He  says,  referring  to  the  period  of  1902-1913: 

The  railroad  taxes  in  Michigan  averaged  practically  30  per  cent  of  the  railroad  net 
earnings;  for  the  whole  United  States  the  taxes  were  10.3  per  cent  of  the  net  earnings. 

That  is,  the  railroads  were  paying  Michigan  practically  three  times 
as  great  a  proportion  of  net  earnings  as  were  the  railroads  of  the 
United  States,  considered  as  a  whole.  Considering  only  the  railroads 
which  operated  partly  in  Michigan  and  partly  in  other  States,  during 
the  period  1909-1911,  the  taxes  for  the  entire  systems  were  13.59 
per  cent  of  net  earnings.  Within  the  State  of  Michigan  the  taxes 
were  28.69  per  cent  of  the  net  earnings,  or  more  than  twice  that  of 
the  entire  systems.  He  states  those  as  a  fact,  and  states  the  per- 
centages used  in  this  article  were  those  given  in  an  article  entitled 
"Railway  taxation  in  Michigan,"  by  Prof.  David  Friday,  professor 
of  political  economy  and  finance,  University  of  Michigan.  I  do  not 
know  that  that  is  true. 

The  Chairman.  What  are  you  reading  from,  Mr.  Sims? 

Mr.  Sims.  Government  Partnership  in  Railroads,  by  Mark  Wy- 
mond.    It  is  the  most  recent  railroad  publication  I  have  seen. 

Mr.  Bristow.  If  it  should  appear  that  taxes  were  unjust,  why  the 
system  could  be  corrected  and  modified  so  as  to  relieve  that  injustice. 
There  are  some  assessments  made  by  the  States  on  the  capital  of 
railroads — that  is,  on  stocks  and  bonds,  where  there  are  mortgages 
filed  or  increases  of  capitalization — that  are  onerous  and  burdensome. 
It  has  been  referred  to  here  in  the  Illinois  case. 

Mr.  Sims.  And  in  the  New  York  Central  case. 

Mr.  Bristow.  I  have  not  heard  it  defended  by  anybody. 

Mr.  Sims.  They  only  pay  that  once? 

Mr.  Bristow.  Yes,  sir;  and  it  is  an  insignificant  thing  as  compared 
to  the  whole  revenue  of  the  road. 

Mr.  Sims.  But  if  one  State  exercises  its  power  to  tax  to  the  extent 
of  its  powers  and  authority  under  its  laws,  it,  of  course,  would  make 
it  almost  necessary  for  every  State  through  which  a  line  runs  to  also 
exercise  its  full  power  of  taxation,  and  if  it  does  not  make  it  necessary, 
it  at  least  makes  it  desirable,  so  that  there  would  not  be  discrimina- 
tions which  would  operate  in  the  nature  of  rebates.  It  has  seemed 
to  me  that  the  proper  way  to  tax  so  as  not  to  do  any  injustice  would 
be  to  tax  the  physical  properties  of  the  railroads  located  in  the 
respective  States,  because  the  States  give  State  protection,  county 
protection,  and  municipal  protection  to  the  fixed  property,  but 
the  mortgages  and  stocks  floating  around,  mere  incidents  to  the 
ownership  attached  to  them,  should  not  be  taxed  in  my  opinion  by 
the  States,  because  of  the  fact  that  they  do  not,  as  States,  incur  any 
burden  or  liability  such  as  they  are  called  upon  to  incur  in  the  way 
of  expenses,  in  reference  to  the  fixed  property. 

Mr.  Bristow.  Have  you  ever  examined  into  the  matter  as  to  the 
amount  of  railroad  stocks  and  bonds  that  are  actually  taxed  ?  Are 
there  any  statistics  as  to  that  ? 

Mr.  Sims.  Not  that  I  know  of. 

Mr.  Bristow.  I  have  wondered  as  a  result  of  your  inquiry,  if  there 
were  any  data  which  would  indicate  what  actual  abuses  or  burdens 
are  imposed  upon  railroad  securities  by  the  taxing  of  those  securities. 
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Mr.  Sims.  I  do  not  think  it  could  be  called  an  abuse,  because  the 
State  only  exercises  its  powers.  It  is  like  Kansas  levying  a  certain 
amount  on  real  estate  and  Nebraska  doing  the  same  thing,  on  the 
same  kind  of  property.  Both  are  operating  within  their  limits.  Of 
course,  all  expenses  are  indirectly  or  directly  paid  by  the  railroads 
out  of  earnings.  There  is  some  reason  why  there  is  such  a  divergence 
in  State  taxations  for  such  railroads,  and  if  it  applies  generally  to 
securities,  that  might  make  a  considerable  difference;  at  least  the 
railroad  companies  now  are  urging  that.  Those  are  parts  of  the 
arguments  advanced  here  in  favor  of  what  you  refer  to.  In  order  to 
avoid  this,  though,  the  railroad  executives,  in  asking  for  legislation, 
have  not  asked  that  they  be  relieved  of  paying  State  and  local 
taxation. 

The  Chairman.  I  will  state,  Senator  Bristow,  that  a  Senator  repre- 
senting a  certain  State  told  me  there  were  almost  no  investments  in 
that  State  in  railway  shares  and  bonds,  because,  under  the  laws  of  that 
State,  they  were  subject  to  taxation,  and  for  that  reason  only  tax 
dodgers  who  would  conceal  the  fact  they  held  these  securities,  were 
likely  to  hold  them  as  investments.  I  think  that  is  an  unfortunate 
condition. 

Mr.  Bristow.  I  agree  to  that.  I  know  in  our  State  mortgages 
are  taxed,  while  in  Missouri  they  are  not,  and  our  local  money  lenders 
do  not  lend  money  on  farm  mortgages  because  they  can  not  afford  it 
on  account  of  the  tax  on  the  money  being  too  high.  Some  have 
moved  over  into  Missouri  in  order  not  to  disturb  the  Kansas  business. 
If  that  would  operate  to  the  extent  that  it  would  become  a  burden  or 
an  impediment  to  business,  it  should  be  corrected. 

The  Chairman.  I  understand  your  proposition  is  that  the  change 
should  be  as  simple  as  possible  and  not  disturb  business,  leaving  cer- 
tain subjects  to  be  afterwards  considered? 

Mr.  Bristow.  I  think  that  is  very  important. 

Mr.  Sims.  I  suggested  it  as  a  possible  solution  in  order  to  meet 
certain  difficulties  brought  forward  by  railroad  executives,  in  refer- 
ence to  credit.  They  claim  their  credit  was  impaired  by  the  great 
number  of  State  authorities  being  exercised,  and  the  national  author- 
ity, and  the  result  was  it  was  a  very  difficult  thing  to  market  bonds 
or  stocks  on  that  account.  I  suggested,  as  a  possible  solution,  and 
asked  them  to  give  their  own  opinion  on  it — they  were  asking  for 
every  railroad  in  existence  to  be  required,  by  law,  to  take  out  Federal 
charters,  and  of  course  the  taking  out  of  Federal  charters  was  to 
give  them  some  benefits  under  a  Federal  charter  that  they  figure  they 
could  not  get  under  State  charters.  To  get  rid  of  the  objection  to  the 
appointment  of  operators  of  railroads  by  the  General  Government 
on  account  of  political  influences,  that  might  interfere — and  that  is 
something  that  always  comes  up;  in  other  words,  we  would  not  ex- 
pect engineers  and  conductors  and  brakemen  to  be  appointed  on  the 
recommendation  of  Senators  or  Representatives,  etc.;  they  have 
always  urged  that  the  direct  operation  of  the  railroads  by  the  Govern- 
ment would  result  in  that  kind  of  thing,  and  it  might,  although  I  have 
not  seen  it  operated  and  do  not  know — but  to  avoid  that  sort  of  thing 
and  leave  the  property  of  the  railroad  companies,  their  fixed  property, 
subject  to  taxation  by  the  States,  counties,  and  municipalities,  I  asked 
them  why  not  have  one  Federal  corporation,  and  in  order  to  give  it 
good  credit,  that  the  Government,  through  the  Interstate  Commerce 
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Commission,  should  say  how  many  bonds  a  particular  company  should 
issue,  and  that  it  would  guarantee  interest,  not  exceeding  4  per 
cent,  on  the  issue  of  these  bonds,  the  bonds  to  be  free  from  all  taxa- 
tion, State  and  Federal,  and  with  the  money  acquired  by  the  railroads 
of  the  United  States,  upon  a  valuation  fixed  by  the  Interstate  Com- 
merce Commission — and  in  case  that  could  not  be  agreed  upon,  then 
by  condemnation,  and  to  authorize  a  particular  company,  under  the 
supervision  of  the  Interstate  Commerce  Commission,  to  issue  stock 
that  might  receive  a  dividend  not  in  excess  of  6  per  cent,  but  without 
a  Government  guarantee,  the  Government  to  hold  a  first  lien  upon  all 
property  acquired,  to  secure  it  against  loss  by  reason  of  guaranteeing 
the  interest  on  bonds,  the  Government  to  appoint  a  certain  number 
of  directors,  whatever  they  might  think  would  be  needed,  and  to 
operate  all  the  railroads  of  the  United  States  as  one  system,  under 
one  ownership,  which,  of  course,  would  be  a  quasi-governmental 
corporation,  the  Government  being  interested  as  guarantor — that 
that  would  seem  to  eliminate  the  difficulty  that  would  seem  to  loom 
up  in  the  appointment  of  Government  operators  of  railroads,  general 
managers,  superintendents,  etc.,  and  it  seems  to  me  that  would  give 
us  unification  of  service,  eliminating  duplication  of  service,  etc.,  and 
all  money  over  and  above  what  it  took  to  pay  interest  on  the  bonds 
and  dividends  on  the  stock,  should  become  a  surplus  fund  for  the 
purpose  of  new  construction  and  new  equipment  and  things  of  that 
sort.  I  suggested  that  simply  as  a  possibility  of  solving  the  situation 
and  removing  one  of  the  difficulties.  I  did  not  express  myself  as  in 
favor  of  it.  I  have  never  yet  expressed  myself  as  in  favor  of  or 
against  Government  ownership  as  such,  or  private  ownership  as  suchr 
but  as  a  member  of  this  committee,  under  this  resolution,  I  feel  it 
my  duty  to  honestly  and  faithfully  pursue  the  inquiry  as  to  what  is 
the  best  for  this  Nation  now  and  in  the  future,  as  a  whole.  I  was 
very  much  interested  in  what  you  stated  yesterday  in  reference  to  your 
idea,  and  I  wanted  to  make  some  inquiries,  rather  in  th^  nature  of 
cross-interrogatories  on  the  general  lines  you  have  suggested. 

You  stated  that  you  did  not  think  that  public  taxation  should 
be  used  for  the  purpose  of  paying  for  the  railroads.  I  feel  exactly 
like  you  do,  especially  in  the  first  instance;  that  that  should  be 
done  not  only  as  a  matter  of  possible  convenience,  for  sound  busi- 
ness reasons,  and  that  we  should  have  an  association  incorporated 
or  created  b}^  Congress  which  should  exist  to  do  what  you  suggest. 
Of  course,  that  stock  has  to  be  sold.  If  it  has  to  be  sold,  and  if  it 
has  to  be  sold  without  a  Government  guarantee  of  return  on  it, 
and  has  to  be  sold  in  the  markets  of  the  world,  it  will  then  meet  the 
very  same  identical  trouble  that  the  railroad  companies  are  now 
having  in  connection  with  floating  their  bonds;  that  is,  they  are 
coming  in  competition  with  stocks  the  world  over,  whereas,  in  the 
case  of  bonds,  to  the  extent  that  bonds  might  be  issued,  if  the  returns 
are  guaranteed,  then  the  supposition  is  that  not  4  per  cent— because 
I  made  that  proposition  before  the  war — but  the  expense  of  under- 
writing the  bonds  and  floating  them,  would  be  put  out  of  the  way, 
and  they  would  get  the  money  at  the  rate  of  4  per  cent,  and  the 
Government  having  a  lien  on  the  entire  property,  they  would  be 
absolutely  protected  as  to  the  guaranteed  obligations. 

Mr.  Bristow.  Judge  Sims,  in  the  first  place,  the  railroads  are  not 
having  any  difficulty  in  selling  their  securities,  if  they  are  good,  any 
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more  than  any  other  concern,  and  never  have  had.  The  credit  of 
the  railroads  in  1916  or  1917  is  as  good  as  anybody's  if  the  railroad 
is  run  right.  It  may  be  that,  under  the  campaign  of  defamation  that 
they  have  conducted  against  their  own  financial  responsibility 
they  have  injured  their  own  credit  by  this  deliberate  propaganda. 
I  do  not  know  whether  that  is  true,  because  T  have  not  the  data 
before  me.  They  started  out  on  the  premise  that  their  securities 
are  weak  and  they  could  not  obtain  a  market  for  them,  because 
their  earnings  have  been  depleted  by  State  regulation.  Now,  that 
premise  was  not  true — neither  of  those  premises  was  true  as  their 
own  reports  demonstrate.  Since  they  started  out  on  a  false  prem- 
ise, proven  false  by  their  reports  to  the  Interstate  Commerce 
Commission,  I  do  not  think  we  can  base  any  argument  upon  those 
premises. 

Mr.  Sims.  Right  there,  they  resort  to  another  method  to  increase 
credit,  that  is.  to  increase  trie  rates  so  that  the  impression  created 
by  this  campaign  will  not  have  any  efTect. 

Mr.  Bristow.  President  Rea,  of  the  Pennsylvania,  which  is  the 
largest  system  in  the  United  States,  testified  before  the  Interstate 
Commerce  Commission  week  before  last  that  they  did  not  need 
any  additional  money  to  pay  their  obligations  of  interest  and  divi- 
dends, but  they  wanted  increased  rates  for  the  purpose  of  acquiring 
capital. 

Mr.  Sims.  That  is,  for  the  purpose  of  crediting  a  market  for 
capital  obligations  '. 

Mr.  Bristow.  Xo;  for  the  purpose  of  acquiring  capital  to  be 
expended  for  additional  property  which  afterwards  should  be  capi- 
talized, and  then,  of  course,  interest  collected  on  that. 

Mr.  Sims.  But  ultimately  to  be  converted  into  capital  >. 

Mr.  Bristow.  Ultimately  to  be  converted  into  capital:  yes.  He 
said  they  had  been  able  to  pay  dividends  and  interest  obligations 
and  maintain  the  property,  and  in  addition  to  that  they  haye,  in 
10  years,  out  of  earnings,  put  $350,000,000  into  capital  expenditures. 
Now.  on  the  face  of  that,  we  can  not  see  that  there  is  any  pressing 
necessity  for  increased  rates  in  order  to  sustain  their  credit.  Of  course 
he  did  say  that  if  they  could  get  these  increased  rates  and  mount 
up  their  earnings,  that  it  would  enable  them  to  borrow  money  at  a 
lower  rate.  That  may  be.  The  richer  they  are.  presumably  the 
lower  rate  of  interest  they  would  be  able  to  obtain  money  at,  because 
the  greater  would  be  the  security,  but  that  is,  I  think,  going  into  a 
realm  of  exploitation  that  the  American  people  will  not  submit  to 
at  all,  and  indeed,  if  I  may  be  permitted  to  make  the  suggestion,  I 
think  that  the  sentiment  that  has  grown  up  almost  universally  for 
the  President  to  take  over  the  railroads,  has  grown  up  from  state- 
ments made  by  Mr.  Rea  and  others  as  to  the  money  they  want  and 
why  they  want  it.  The  people  will  not  stand  for  that,  and  I  do  not 
think  they  ought  to. 

Mr.  Sims.  You  think  the  credit  of  the  railroads  have  been  injured 
by  the  campaign  they  have  been  making  through  the  public  press  and 
otherwise? 

Mr.  Bristow.  I  would  not  want  to  say  it  had,  because  I  would  want 
to  know,  and  I  would  want  a  comparison  of  the  earnings  of  the  rail- 
way securities  during  1917,  just  as  I  presented  to  you  yesterday, 
from  the  years  1890  up  to  and  including  1916.     It  may  be  that  the 
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rate  of  return  demanded  on  railroad  securities  for  the  year  1917  will 
slightly  increase.  It  is  not  impossible.  In  my  opinion  it  would 
injure  the  credit  of  any  other  business  institution  on  earth  if  its  own- 
ers or  representatives  stand  upon  the  housetops  and  declare  it  was 
bankrupt  and  could  not  pay  its  debts  unless  it  was  helped. 

Mr.  Sims.  Would  not  that  be  the  natuial  effect  if  it  bad  any  effect 
at  all. 

Mr.  BRISTOW.    1  think  it  would. 

Mr.  Sims.  If  a  man  owns  a  farm  and  discovers  it  is  not.  paying  and 
wants  to  sell,  does  he  advertise  he  is  losing  money  on  it  and  that  its 
earnings  are  running  down,  and  therefore  he  would  like  to  sell  it, 
or  have  some  law  passed  to  increase  its  earnings  '. 

Mr.  Bristow.  That  is  not  the  practice,  I  think. 

Mr.  Sims.  In  other  words,  if  an  individual  has  property  that  is 
losing  in  value,  does  he  not  keep  that  fact  to  himself  and  undertake 
to  dispose  of  it  % 

Mr.  Bristow.  That  is  the  way  a  great  many  men  do  it.  1  do  not 
know  whether  it  is  ethical  or  not. 

Mr.  Sims.  As  a  rule,  individuals  own  stocks  and  railroad  securities. 
Have  you  noticed,  in  the  reports  of  sales  of  stocks  on  the  New  York 
Stock  Exchange,  the  volume  of  them  and  the  amount  of  them  of  the 
Pennsylvania  and  the  1  nion  Pacific  and  other  good  systems,  in  pro- 
portion to  the  whole  amount  of  stocks  outstanding?  Have  you 
given  any  attention  to  the  amount  of  sales? 

Mr.  Bristow.  I  have  not  given  attention  to  those  details  recently. 
•  Mr.  Sims.  Are  they  not,  in  fact,  extremely  small  on  a  declining 
market,  in  proportion  to  the  entire  volume  held? 

Mr.  Bristow.  1  would  not  be  able  to  answer  that  because  I  have 
not  looked  it  up. 

Mr.  Sims.  I  have  noticed  myself,  in  order  that  it  may  appear  in 
the  record,  in  the  number  of  stocks  and  number  of  shares  sold  daily 
in  the  New  York  Stock  Exchange,  and  while  I  have  not  got  the 
years  to  run  back,  it  seems  to  me  the  number  of  shares  offered  for 
sale  and  sold  are  extremely  small  of  the  good  railroads  in  proportion 
to  the  number  of  shares  outstanding,  which  leads  me  to  believe  that 
the  people  who  own  stock,  as  a  rule,  have  confidence  in  them. 

Mr.  Bristow.  If  I  bad  T  nion  Pacific  or  the  Santa  Fe  stocks,  the 
Santa  Fe  paving  (3  per  cent  on  the  common  and  the  Union  Pacific 
s.  with  the  surplus  which  those  roads  have,  I  think  about  $100,000,000 
each.  I  would  not  sell  it  for  less  than  par,  and  I  do  not  think  anybody 
else  would. 

Mr.  Sims.  Notwithstanding  the  property  these  roads  have  and  the 
property  behind  them,  is  it  not  a  fact — I  am  asking  you,  now,  as  an 
expert  on  the  question — is  it  not  a  fact  that  the  existing  railroad 
facilities  of  the  country  are  not  performing  the  services  to  the  extent 
of  the  demands  or  requirements  at  this  time,  and  have  not  been  for 
the  last  three  years  \ 

Mr.  Bristow.  I  think  the  railroads  have  fallen  down;  yes.  There 
is  no  doubt  about  that.  They  are  not  serving  the  people  as  they 
Ought  to.  I  noticed  in  this  little  bulletin  submitted  this 'morning 
that  the  car  shortage  in  our  State,  while  it  is  not  as  bad  as  last  year, 
is  somewhat  acute  this  year,  and  it  ought  not  to  be. 

Mr.  Sims.  I  did  not  mean  to  imply  by  what  I  have  said  that  they 
are  willfully  refusing  or  failing  to  furnish  the  service  that  the  country 
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is  demanding  for  the  last  three  or  four  years,  but  I  do  mean  to  imply 
that  the  country  is  not  getting  the  service  it  needs. 

Mr.  Bristow.  No  ;  I  did  not  mean  to  say  they  are  willfully  refusing 
to  do  it.  I  do  not  think  they  can  handle  the  business  now,  because 
they  have  not  prepared  for  it. 

Mr.  Sims.  They  have  not  the  facilities? 

Mr.  Bristow.  They  have  not  the  facilities,  and  they  have  not 
obtained  the  equipment  they  ought  to  obtain. 

Mr.  Sims.  At  this  time,  Senator,  do  you  not  think  it  is  practically 
impossible  to  market  stocks  of  any  kind  of  corporation  in  large  vol- 
ume at  anything  like  a  reasonable  price  when  you  have  to  sell  them 
in  competition  with  the  Government's  war  obligations,  which  are 
being  issued  in  the  billions  ? 

Mr.  Bristow.  I  think  that  is  true.  I  think  that  interest  rates  are 
going  up  very  rapidly,  and  will  as  long  as  there  is  such  a  tremendous 
amount  of  securities  being  put  on  the  market. 

Mr.  Sims.  Would  it  not  be  very  unwise  for  the  railroad  companies 
of  the  country,  even  if  they  coufd  do  it,  to  put  out  long-term  bonds 
in  sufficient  amount  to  build  new  lines,  double  track  those  they  have, 
and  add  such  terminal  improvements  as  they  need  in  the  way  of 
additional  terminal  facilities  at  the  present  costs  of  material  and 
labor,  which  would  become  a  burden  upon  the  patrons  of  the  roads 
in  years  to  come,  in  the  payment  of  new  capitalization? 

Mr.  Bristow.  I  do  not  think  they  ought  to  make  extensive 
improvements  under  the  present  conditions,  when  it  would  cost  so 
much;  but,  Mr.  Sims,  the  inability  of  the  railroads  to  handle  the 
business  of  the  country  is  due  to  congested  terminals.  I  was  im- 
pressed very  much  with  that  fact  when  it  was  called  to  my  attention 
by  Judge  Prouty  some  year  or  two  ago — and  Judge  Prouty  I  regard 
as  the  greatest  authority  on  matters  of  this  kind  in  the  United  States- 
he  stating  then  that  the  railroads  were  going  to  break  clown  in  their 
terminal  facilities.  That  was  before  they  had  broken  down.  He 
saw  it  coming. 

Now,  to  enlarge  their  terminal  facilities  under  the  existing  trans- 
portation system,  I  think  is  folly,  because,  with  the  concentration 
of  business  in  this  country  into  a  few  terminals,  the  values  will 
mount  up  year  after  year,  as  they  have  in  the  years  past,  and,  as 
Mr.  Rea  says,  the  business  doubles  every  12  years,  and  there  will 
be  with  each  increase  an  enormous  expenditure  necessary  in  these 
centers  for  additional  terminals,  so  it  will  ultimately  become  im- 
possible to  provide  them.  The  thing  will  collapse  some  time,  any- 
way, regardless  of  what  is  done  now.  There  is  a  system  of  trans- 
portation throughout  the  United  States  now  that  is  concentrat- 
ing things  in  a  few  centers,  and  that  is  something  that  is  impos- 
sible to  continue  without  disaster.  It  has  broken  down  now,  and 
I  think  it  is  fortunate  that  it  has,  because  it  has  called  to  the  at- 
tention of  the  people  of  the  country  a  condition  that  should  not 
be  allowed  to  obtain.  You  ought  to  divert,  disseminate,  and  scatter 
this  congestion  so  that  it  will  be  impossible  for  it  to  obtain  in  any 
one  place.  When  cars  are  blocked  in  terminals  like  New  York  and 
Chicago  for  months,  and  you  can  not  get  through,  it  is  time  that 
some  positive  action  be  taken.  That  is  what  has  happened  in  the 
last  two  years.     It  happened  last  year  worse  than  this  year.     It  is 
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happening  very  much  now,  so  I  am  told,  in  the  East,  and  it  is  bad 
enough  in  the  West. 

Mr.  Sims.  Do  you  think  that  the  United  States,  as  whole  and  in 
all  its  parts,  can  reach  the  state  of  development  to  which  it  is 
entitled,  and  will,  in  the  very  nature  of  things,  come  about  without 
a  good  transportation  system  in  every  part  of  the  United  States, 
a  transportation  system  that  serves  every  part  to  the  extent  of  the 
demands  of  the  general  business  of  the  country  as  a  whole  % 

Mr.  Bristow.  I  think  the  development  of  the  transportation 
system  is  absolutely  necessary,  and  I  think,  under  the  present 
system,  it  can  not  be  successfully  developed.  There  are  two 
impediments  that  I  have  observed ;  first,  there  is  a  growing  tendency 
among  the  railroad  systems  not  to  invade  each  other's  territory, 
and  where  a  company  has  a  monopoly  of  a  certain  territory  the 
service  is  not  as  good  as  where  there  is  a  competitive  condition,  as 
a  rule.  It  is  not  universally  true,  of  course.  It  is  true  of  a  great 
many  railroads.  Some  railroads  are  big  enough  and  broad  enough 
to  handle  the  noncompetitive  business  with  equal  facility  as  the 
competitive  business,  but  they  are  not  all  that  way.  I  know 
territories  and  sections  where  there  ought  to  be  new  railroad  con- 
struction, where  new  railroad  construction  has  been  prevented 
because  one  line  would  object  to  another  line  running  into  its 
territory,  and  since  it  can  keep  another  line  out  of  its  territory  it 
will  not  make  any  additional  expenditures.  Now,  that  condition 
ought  not  to  prevail.  There  would  be  danger  in  this  system  that  I 
suggest,  of  making  extensions  that  will  not  pay,  if  it  was  not  pro- 
vided against,  and  so  far  as  extensions  are  concerned,  I  think  that 
the  public  that  is  to  directly  benefit  from  such  extensions  ought 
to  be  required  to  invest  in  that  extension  to  a  certain  amount. 
They  have  already  done  it.  There  are  very  few  railroads  in  our 
section  of  the  country  where  the  public  does  not  contribute  largely 
in  the  shape  of  subscriptions  for  bonds  and  stocks  for  the  original 
construction  of  railroads.  They  are  always  obtained  out  of  invest- 
ments of  these  people,  and  they  are  always  promised  they  will  have 
the  benefit  of  their  investments  in  these  stocks  and  bonds,  and  think 
that  they  are  going  to  get  something  out  of  them,  but  they  are  not, 
because,  in  the  course  of  time,  through  reorganizations,  etc.,  they 
are  robbed. 

Mr.  Sims.  A  case  of  that  sort  has  recently  come  under  my  observa- 
tion in  my  own  State,  where  an  existing  railroad  proposed  to  extend 
its  mileage  to  the  extent  of  40  miles  in  order  to  connect  up  with  the 
Tennessee  River  on  the  condition  that  the  counties  through  which 
it  was  to  be  projected  should  issue  its  bonds  in  the  sums  demanded, 
for  which  stock  in  the  new  railroad  was  to  be  given  by  the  railroad 
company  that  would  build  the  line.  The  counties  held  elections  and 
the  issue  of  bonds  was  authorized,  but  the  extreme  high  prices  of 
railroad  construction  and  material  and  labor  were  such  that,  by  the 
time  they  got  through  their  elections  and  issued  the  bonds,  they  would 
not  more  than  half  meet  the  expenditures,  and  so  of  course,  it  broke 
down.  I  do  not  see  how  it  is  possible  to  build  railroads  now,  with 
the  cost  of  material  and  labor,  for  which  they  should  be  permitted  to 
issue  permanent  railroad  capital  obligations,  which  shall  become  a 
burden  on  the  people  they  serve,  unless  there  is  some  system  devised 
by  which  the  earnings  of  the  railroads  of  the  United  States  shall  be 
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applied  to  all  the  railroads  for  proposed  necessary  extensions.  Then 
you  would  not  have  to  wait  to  know  whether  a  particular  branch  will 
pay  or  will  not  pay.  It  is  just  the  same  as  with  the  rural  routes, 
which  we  extended  to  give  a  mail  service,  where  the  increased 
revenues  to  the  Government,  on  account  of  the  extended  service 
did  not  pay  half  the  expense,  but  during  which  time  all  the  postal 
revenue  paid  all  the  expenses,  and  more  too. 

In  this  particular  instance  I  have  recited,  this  particular  railroad 
was  to  go  through  some  fine  timber  lands  in  our  State,  where  it  could 
not  be  developed  without  the  railroad.  The  fact  that  this  proposi- 
tion failed  is  not  due  to  the  fault  of  the  counties  at  all.  And  I  want 
to  say  further,  that  it  looks  to  me  like  this  committee  is  making  a 
study  of  things  that  are  absolutely  abnormal. 

Mr.  Bristow.  I  agree  with  you  on  the  proposition  that  there 
should  be  a  unified  system,  and  that  these  extensions  should  be  made 
even  where  they,  themselves,  would  not  be  profitable.  If  you  will 
remember,  our  postal  system  was  started  as  a  private  concern,  and  it 
was  due  to  scandals  that  grew  up  under  an  administration  back 
about  three  quarters  of  a  century  ago,  under  a  Postmaster  General 
who  overreached  himself  in  extending  these  interior  mail  routes 
until  he  got  the  system  involved  in  debt  and  Congress  became  dis- 
gusted with  his  management,  and  had  all  the  money  from  the  Postal 
Service  put  into  the  Treasury,  and  the  deficit  paid  out  of  the  Treas- 
ury. I  think  it  was  an  error  to  change  that  system,  simply  because 
one  man  mismanaged  it.  I  think  they  had  better  have  reorganized 
it,  in  my  judgment,  along  a  different  basis.  But  that  would  not  be 
nearly  as  great  a  danger  with  the  transportation  system,  with  its 
enormous  expenditures  and  ramifications.  Our  governmental 
agencies  are  better  organized  now.  I  am  very  much  in  favor  of 
keeping  our  transportation  system  free  from  any  public  expendi- 
tures, and  making  it  stand  as  a  business  institution  in  its  own  merit, 
and  when  the  extensions  are  needed,  let  the  public  that  is  to  be 
directly  benefited  by  such  extensions,  put  up  a  reasonable  amount 
of  their  own  money  to  obtain  them,  and  that  will  be  a  sufficient  safe- 
guard against  exploitation  in  my  judgment.  I  would  make  it  50  per 
cent  of  the  cost  of  construction. 

Mr.  Sims.  If  I  understand  you,  your  conclusion  is  that  whatever 
may  be  the  cause  of  certain  conditions — that  is,  the  conditions  before 
the  present  conditions,  because  I  do  not  mean  simply  the  conditions 
that  have  arisen  since  we  became  a  party  to  the  European  War — 
but  up  to  that  time,  the  conditions  have  been  such  as  to  establish 
the  fact  that  the  railway  service  of  the  country  can  be  performed 
as  a  unit  much  more  economically  and  at  much  less  cost  than  it  can 
be  with  competitive  railways  and  competitive  systems  as  heretofore 
conducted. 

The  question  is  whether  we  should  eliminate  competition  and  pro- 
vide unification  along  the  line  of  repealing  such  portions  of  the  anti- 
trust laws,  pooling  laws,  etc.,  and  give  the  Interstate  Commerce  Com- 
mission the  power  to  pass  upon  and  ratify  agreements  made  by  the 
railroads  themselves  as  private  companies,  and  competing  companies, 
or  whether  we  shall  undertake  to  have  unification  by  private  owner- 
ship or  Government  ownership  or  some  instrumentality  such  as  you 
suggested.  But  it  seems  to  me,  any  way  you  look  at  it,  that  unifica- 
tion of  facilities  must  come  about.     Is  that,  or  not,  your  view? 
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Mr.  Bristow.  I  think  so. 

Mr.  Sims.  Now,  it  is  only  a  question  of  what  is  the  best  policj  bo 
he  pin-sued  in  order  to  get  it. 

Mr.  Bristow.  Yes,  sir. 

Mr.  Sims.  While  we  could  profitably,  I  think,  examine  you  for 
several  days,  Senator,  I  think  you  have  been  very  patient,  and  I  am 
not  disposed  to  press  the  matter  any  further  nor  to  ask  you  to  present 
it  any  further,  hut  1  have  felt  that  a  man  who  has  had  the  oppor- 
tunities to  know  whereof  he  speaks,  both  as  an  ex-United  States 
Senator  and  Government  official  and  now  a  State  official  in  a  position 
to  become  an  expert  on  the  questions  primarily  and  directly  involved, 
that  it  was  well  enough  to  have  you  make  a  full  statement.  As  far 
as  I  am  concerned,  I  feel  very  much  under  obligation  to  you. 

Mr.  Bristow.  I  thank  you  very  much. 

The  Chairman.  You  suggested  the  creation  of  one  organization 
by  the  National  Government  to  take  over  these  roads.  Under  the 
present  system  of  railroad  organization,  there  seems  to  be  three  traffic 
areas,  the  western,  southern,  and  eastern.  What  would  you  think 
of  having  three  organizations  that  would  embrace  the  railroads  in 
those  three  traffic  areas  '. 

Mr.  Bristow.  That  might  be  better  than  the  present  system,  but 
I  think  they  all  ought  to  be  unified.  Of  course  there  may  be  such 
conditions  that  you  would  have  to  have  subdivisions,  but  I  think 
the  ownership  should  be  unified. 

The  Chairman.  That  is  all.  I  am  very  much  obliged  to  you, 
Senator  Bristow. 

Mr.  Bristow.  I  am  very  greatly  obliged  to  you  gentlemen. 

Senator  Cummins.  Mr.  Chairman,  what  about  a  future  program? 

The  Chairman.  I  think  that  the  sense  of  the  members  of  the  com- 
mittee who  were  present  yesterday  was  that  it  would  be  best  to  leave 
that  matter  in  the  hands  of  the  chair,  and  that  the  committee  shall 
be  called  together  by  the  chair  when  the  occasion  or  opportunity 
arises.  You  were  not  present,  Senator  Cummins,  and  I  should  be 
glad  to  have  your  views  on  that  matter. 

Mr.  Sims.  Did  we  not  suggest  that  we  should  confer  after  the 
recess  on  a  program  1 

Senator  Cummins.  I  am  quite  anxious,  myself,  to  get  through. 

The  Chairman.  The  committee  will  go  into  executive  session. 

(Whereupon,  at  11.45  o'clock  a.  m.,  the  committee  went  into 
executive  session,  at  the  conclusion  of  which  it  adjourned  subject 
to  the  call  of  the  chairman.) 
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Page  1, 1916  edition.*  Sheet '  No.  2 . 

Actual  yields— Railroad  bonds.  Railway  credit— Exhibit  No.  3,  page  A. 

The  increase  in  the  yield  on  any  class  of  securities  issued  by  companies  engaged 
in  private  business  might  be  occasioned  by  either  one  of  two  sets  of  factors — first,  the 
inherent  earnings  and  the  condition  of  the  company  itself  declining  in  character;  or, 
second,  the  general  financial  situation,  the  large  production  of  gold,  etc.  Both  sets 
of  factors  may  be  in  existence,  and  in  operation  at  the  same  time. 

The  true  test  of  the  effect  of  the  general  financial  situation  would  be  the  pure  money 
rate  on  long-term  securities  were  that  figure  attainable,  because  that,  in  itself,  would 
reflect  precisely  the  second  set  of  factors  to  which  we  have  referred.  The  next  best 
test  is  the  closest  approach  we  have  to  the  pure  money  rate,  which  is  represented,  we 
believe  it  will  be  generally  conceded,  by  Government  securities  when  unaffected 
by  war  conditions,  and  by  the  bonds  of  the  highest  class  of  municipalities  where  the 
innumerable  personal  factors  of  hazard  and  risk  in  business  are  eliminated  to  the 
largest  possible  extent.  If  the  yields  on  the  bonds  of  a  company  engaged  in  private 
business  increase  more  than  the  pure  money  rate,  then  it  is  fair  evidence  that  the 
credit  of  a  given  company  has  declined  during  the  period  of  time  covered.  On  the 
other  hand,  if  the  yields  on  the  bonds  of  the  given  company  have  increased  at  a  less 
proportion  than  the  pure  money  rate,  then  this  shows  that  the  credit  of  the  company 
is  on  a  better  plane  in  the  latter  portion  of  the  period  covered.  It  is  for  the  purpose 
of  applying  this  test  to  railway  securities  that  we  have  compiled  on  the  following 
pages  the  actual  yields  on  the  bonds  of  the  20  largest  cities  of  this  Nation.  These 
we  compare  with  the  yields  on  the  securities  of  representative  railroads  in  western 
territory.  On  account  of  the  war,  yields  of  national  Governments  have  been  omitted. 
To  include  these  yields  would  be  obviously  unfair  to  the  railroads,  since  yields  on 
Government  bonds  have  greatly  advanced. 

Page  2, 1916.  Sheet  No.  3. 

Actual  yields— Railroad  bonds.  Railway  credit— Exhibit  No.  3,  page  B . 

Exhibit  No.  3  shows  the  results  of  computing  the  actual  yields  upon  all  the  bonds 
of  the  41  railroads  mentioned  in  the  original  suspension  order  (1915  rate  case)  of  the 
Interstate  Commerce  Commission,  for  which  price  quotations  were  to  be  obtained 
in  the  Financial  Review  of  the  Commercial  and  Financial  Chronicle,  substantially 
continuously  from  1890  to  1914,  or  from  1900  to  1914.4    When  quotations  on  a  given 

1  Page  numbers  in  upper  left-hand  margin  for  present  edition  bringing  down  to  1916  figures  in  previous 
exhibits,  sheet  numbers  of  which  appear  in  right-hand  upper  margin.  Previous  exhibits,  known  as  Norton 
Exhibits  1-6,  railway  credit,  I.  &  S.  Docket  No.  555,1915,  contained  figures  down  to  1914,  inclusive. 

2  "1916  edition"  figures  for  pages  appear  in  upper  left-hand  margin. 

3  "Sheet"  numbers  refer  to  I.  &  S.  Docket  No.  555. 
<  Now  brought  down  to  Dec.  31, 1916. 
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security  are  unobtainable  for  three  consecutive  years  or  more  we  omit  that  series. 
The  railroads  mentioned  in  the  original  suspension  order  are  the  following: 

Atchison,  Topeka  &  Santa  Fe  Railway  Co. 

Chicago  &  Alton  Railroad  Co. 

Chicago  &  Eastern  Illinois  Railroad. 

Chicago  &  North  Western  Railway  Co. 

Chicago,  Burlington  &  Quincy  Railroad  Co. 

Chicago  Great  Western  Railroad  Co. 

Chicago,  Milwaukee  &  St.  Paul  Railway. 

Chicago,  Rock  Island  &  Pacific  Railway. 

Chicago,  St.  Paul,  Minneapolis  &,  Omaha  Railway. 

Choctaw  Railway  &  Lighting  Co. 

The  Colorado  &  Southern  Railway  Co. 

El  Paso  &  Southwestern  System. 

Fort  Smith  &  Western  Railroad  Co. 

Galveston,  Houston  &  Henderson  Railroad. 

Great  Northern  Railway  Co. 

Hillsboro  &  North  Eastern  Railway  Co. 

Illinois  Central  Railroad  Co. 

Kansas  City,  Mexico  &  Orient  Railroad  Co. 

Kansas  City  Southern  Railway  Co. 

Midland  Valley  Railroad  Co. 

Minneapolis  &  St.  Louis  Railroad  Co. 

Minneapolis,  St.  Paul  &  Sault  Ste.  Marie  Railway. 

Missouri  &  North  Arkansas  Railroad. 

Missouri,  Kansas  &  Texas  Railway  Co. 

Missouri,  Oklahoma  &  Gulf  Railway  Co. 

Missouri  Pacific  Railway  Co. 

St.  Louis,  Iron  Mountain  A  Soul  hern  Railway  Co. 

Morgan's  Louisiana  &  Texas  Railroad  &  Steamship  Co. 

Louisiana  Western  Railroad  Co. 

Iberia  &  Vermillion  Railroad  Co. 

Lake  Charles  &  Northern  Railroad  Co. 

Northern  Pacific  Railway  Co. 

Oregon  Short  Line  Railroad  Co. 

St.  Louis  &  San  Francisco  Railroad. 

St.  Louis,  Rocky  Mountain  &  Pacific  Railway  Co. 

St.  Louis  Southwestern  Railway  Co. 

Texas  &  Pacific  Railway  Co. 

Trinity  &  Brazos  Valley  Railway  Co. 

Union  Pacific  Railroad  Co. 

Wabash  Railroad. 

Wisconsin  &  Michigan  Railway. 
These  railroads  we  have  divided  into  three  groups:  (1)  Western,  (2)  Southwestern, 
and  (3)  other  than  Western  and  Southwestern.  Our  basis  for  this  grouping  is  as 
follows:  We  have  placed  in  the  Western  group  of  railroads  those  carriers  operating 
in  western  classification  territory,  north  of  the  line  separating  Kansas  from  Nebraska 
and  Missouri  from  Iowa.  The  carriers  serving  the  territory  south  of  that  line  we  have 
placed  in  the  southwestern  group.  We  have  excluded  from  each  of  these  groups 
all  carriers  two-thirds  of  whose  milleage  is  outside  of  the  territory  described.  We 
give  in  the  exhibits  all  of  the  quotation  for  all  of  the  railway  companies  named  by 
the  commission  in  its  original  order  for  which  quotations  were  obtainable,  as  stated 
above. 

The  roads  in  each  group  which  were  quoted  in  the  Financial  Review  are  reported 
in  the  following  summary: 
Western — 

Chicago,  Burlington  &  Quincy,  6  bonds. 

Chicago,  Milwaukee  &  St.  Paul,  C  bonds. 

Chicago  &  North  Western,  10  bonds. 

Chicago,  St.  Paul,  Minneapolis  &  Omaha,  3  bonds. 

Great  Northern,  6  bonds. 

Minneapolis  &  St.  Louis,  3  bonds. 

Northern  Pacific,  7  bonds. 

Union  Pacific,  4  bonds. 
Total  in  group,  45  bonds. 
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Southwestern — 

Atchison,  Topeka  &  Santa  Fe,  3  bonds. 

Chicago,  Rock  Island  &  Pacific,  5  bonds. 

Colorado  &  Southern,  I  bond. 

Kansas  City  Southern,  J  bond. 

Missouri,  Kansas  <fc  Texas,  5  bonds. 

Missouri  Pacific,  8  bonds. 

Southern  Pacific,  12  bonds. 

St.  Louis  &  San  Francisco,  3  bonds. 

St.  Louis  Southwestern,  2  bonds. 

Texas  &  Pacific,  2  bonds. 
Total  in  group,  41  bonds. 
Other  than  Western  and  Southwestern — 

Chicago  &  Alton,  1  bond. 

Chicago  &  Eastern  Illinois,  4  bonds. 

Illinois  Central,  7  bonds. 

"Wabash,  3  bonds. 

Total  in  group,  15  bonds. 
The  arrangement  of  the  exhibit  shows  the  results  by  groups: 

Western:  Group  A,  actual  yields,  45  bonds;  group  B,  summaries  of  averages;  group 
C,  summaries  of  relative  yields. 

Southwestern:  Group  D,  actual  yields,  41  bonds;  group  E,  summaries  of  averages; 
group  F,1  summaries  of  relative  yields. 

Other  than  "Western  and  Southwestern:  Group  G,  actual  yields,  15  bonds;  group  H, 
summaries  of  averages;  group  I,1  summaries  of  relative  yields. 

Page3,  1916.  Sheet  No.  4. 

(To  precede  Exhibit  No.  3,  page  1  ) 

We  present  here  the  evidence  from  1890  to  1914  for  the  western  group,  as  explained 
in  the  preceding  statement.  In  this  table  the  name  of  the  railroad  and  the  details 
of  the  bond  issues  appear  in  the  first  column.  Under  the  heading  of  the  year  appear 
the  actual  yields  for  the  year.  Two  selections  were  made,  all  bonds  running  from 
1890  to  1914  and  all  bonds  running  from  1900  to  1914.  In  some  cases  we  were  able 
to  carry  back  the  quotations  of  the  1900  group  to  the  year  of  issue.  The  method  of 
computation  may  be  described  as  follows:  Upon  this  page  in  round  numbers  let  us 
assume  that  there  are  1,000  yields;  each  yield  represents  a  series  of  high  and  low 
monthly  quotations  running  through  the  year;  assuming  that  quotations  were  avail- 
able in  the  12  months,  this  involves  collecting  from  the  Financial  Review  24,000 
quotations,  computing  1,000  averages,  making  700  interest  deductions,  and 
computing  1,000  yields  from  the  bond  tables.  This  is  really  an  enormous  task. 
Now,  to  insure  accuracy,  this  work  was  done  under  a  "double  independent  system." 
Everything  was  collected  twice  independently  and  averaged  independently  and 
computed  for  the  yield  independently.  Comparisons  of  results  were  made  and 
disagreements  recomputed  and  errors  eliminated.  In  other  words,  everything  was 
done  twice  independently.  Consequently,  the  figures  on  this  table  represent  twice 
the  previous  statistics,  or  really  upon  the  above  basis,  48,000  quotations  collected, 
2,000  averages,  1,400  interest  deductions,  and  2,000  yields  computed.  When  I  say 
that  the  work  of  computing  a  yield  averages  20  per  hour  per  worker,  this  requires  for 
2,000  yields  upwards  of  200  hours  for  computing  the  yields  alone.  The  reason  why 
there  are  1,400  interest  deductions  rather  than  2,000,  as  in  the  other  cases,  comes 
from  the  fact  that  bond  quotations  from  1909  on  were  upon  "an  interest  basis"  and 
before  1909  quotations  were  "flat,"  or  including  accrued  interest.  I  think  it  is 
safe  to  say  that  never  previously  bave  so  many  yields  been  computed  for  so  many 
securities  over  so  long  a  period,  and  it  is  my  hope  that  this  work  performed  largely 
in  60  days  by  my  assistants  and  myself,  working  together  for  the  first  time,  may  not 
be  charged  with  an  overplus  of  clerical  errors.  Some  errors  will  probably  be  found. 
In  advance  let  me  say  that  every  precaution  known  to  me  in  handling  statistical 
material  has  been  conscientiously  observed.  "Inserted  for  continuity"  means  that 
quotations  were  missing  for  the  year,  and,  in  order  to  complete  the  tables  for  averages, 
a  figure  was  inserted  with  a  value  halfway  between  the  figures  for  the  year  before 
and  for  the  year  after.  Thus,  in  1913,  Northern  Pacific,  sixth  bond  down,  4.5  is  in- 
serted, hallway  between  4.3  and  4.7.  When  yields  were  arrived  at  by  approximate 
methods,  it  means  that  the  quotation  ran  off  the  bond  tables.     Later  we  checked 


1  Not  included  in  this  extension  of  original  exhibit. 
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these  values  by  application  of  the  logarithmic  formula  used  by  Statistician  Meyer  in 
Bulletin  No.  20,  referred  to  in  Norton,  Exhibit  No.  2. 

In  group  B  these  averages  are  made  up  from  group  A  by  adding  the  yields  in  a 
given  column  for  a  given  railroad  and  dividing  by  the  number  of  bonds.  The 
average  for  eight  railroads  consolidated  is  the  application  of  the  same  method  to  all 
the  bonds  of  all  the  railroads  treated  as  a  single  railroad.  It  will  be  noted  (1)  that 
the  actual  advance,  1900  to  1914,  averages  0.5  or  12.8  per  cent;  (2)  in  the  lower  table, 
the  advance  in  the  consolidated  average  is  0.6  for  all  the  bonds  of  all  the  western 
roads,  quoted  from  1900  to  1914,  or  15.4  per  cent.  In  this  territory,  then,  railroads 
are  able  to  obtain  capital  at  4.4  to  4.5  per  cent  in  1914,  retail  prices,  against  3.9  in 
1900  and  4.8  in  1890.  We  are  unable  to  say  whether  this  advance  in  yield  1914  over 
1900  is  due  to  causes  inherent  in  the  company  or  causes  outside  the  company  until 
we  compare  these  figures  with  other  securities  representing  the  pure  money  rate. 
This  we  will  do  in  the  pages  which  follow,  Exhibits  4,  5,  and  8. 

For  some  companies  there  may  be  a  decline  in  the  credit,  for  others  an  improvement 
in  the  credit.  We  are  here  primarily  concerned  with  the  composite  situation,  the 
condition  of  the  railway  companies  as  a  whole.  However,  both  phases  of  the  propo- 
sition can  be  readily  considered  by  an  analysis  of  the  data  appearing  on  the  following 
pages,  Exhibits  4,  5,  and  8. 

When  we  consider  the  vast  amount  of  funded  debt  represented  by  these  figures, 
and  reflect  that  the  rate  of  interest  was  in  1914,  a  year  of  depression,  only  4§  per  cent, 
it  becomes  apparent  how  extravagant  are  the  claims  of  the  railroads  for  7  per  cent 
upon  the  property  investment.  To  allow  7  per  cent  upon  property  investment  would 
be  roughly  equivalent  to  legitimizing  in  an  industry,  where  competition  between 
railroads  is  extremely  limited,  really  quite  excessive  returns,  as'  the  following  table 
shows. 

Table  showing  what  7  per  cent  on  property  investment  would  return  upon  common 
stock  of  a  corporation  which  was  bonded  for  various  proportions  of  property  invest- 
ment and  with  the  capital  stock  issued  at  par. 
Return  upon  common  stock  when  bonds  floated  at  4k  per  cent,  at  par:  Per  cent. 

40  per  cent ." 8.  7 

60  per  cent 10.  8 

70  per  cent 14.  2 

80  per  cent 17.  0 

The  wonderful  stability  of  the  railroad  industry  makes  it  possible  to  bond  the 
property  to  a  considerably  higher  degree  than  it  is  safe  to  bond  ordinary  industrials, 
largely  because  most  of  the  hazards  of  competition  are  eliminated.  This  possibility 
of  a  high  bonding  ratio  in  the  railroad  industry  is  an  advantage  of  rate  regulation 
which  it  seems  should  be  shared  with  the  public. 

In  group  D  we  present  the  yields  upon  the  bonds  in  the  southwestern  territory 
mentioned  in  the  original  suspension  order  of  the  commission.  In  Group  F  the 
relative  yields  are  computed  upon  the  method  previously  explained. 
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Page  12,  191G. 

Actual  yield— weighted  average. 


Sheet  No.  35. 
Kailway  credit— Exhibit  No.  3,  page  12. 


SUMMARY,  1914. 
Western  group. 


Name  of  railroad. 


Chicago,  Burlington  &  Quincy 

Chicago,  Milwaukee  &  St.  Paul 

Chicago  &  Northwestern  Ry 

Chicago,  St.  Paul,  Minneapolis  &  Omaha 

Great  Northern 

Minneapolis  &  St .  Louis 

Northern  Pacific 

Union  Pacific 

Composite  average 


Num- 
ber of 
bonds. 


Total  par 
value. 


$115,991,000 
92,700,000 

102,372,000 
23,977,000 

209,922,000 
26,176,000 

193,732,000 

150,039,000 


975,509,000 


Weighted 
average. 


4.3 
4.3 
4.3 
4.3 
4.5 
0.9 
4.4 
4.3 


Southwestern  group. 


Atchison,  Topeka  &  Santa  Fe 

Colorado  &  Southern 

Kansas  City  Southern 

Missouri,  Kansas  &  Texas 

Missouri  Pacific 

Southern  Pacific 

St.  Louis  &  San  Francisco 

St.  Louis  &  Southwestern 

Composite  average 


$211, 
19, 
30, 
34, 
122, 
L88, 
78. 
23, 


583,000 
402, 000 
000,000 
258,000 
213,000 
078,000 
046,000 
043,000 


707, 223,  OIK) 


4.4 
4.9 

4.8 
5.0 
5.7 
4.7 
5.7 
5.0 


5.0 


Other  than  Western  and  Southwestern. 


Chicago  &  Alton 

Chicago  &  Eastern  Illinois 

Illinois  Central 

Wabash 

Composite  average. . 


Page  13,  1916. 


Sheet  No.  36. 
To  precede  Exhibit  No.  4,  page  2. 


The  preceding  exhibits  show  a  slight  increase  in  the  yield  on  western  railroad  bonds 
since  1900.  while  there  is  a  decline  compared  to  1890.  The  issue,  tersely  stated, 
becomes  whether  the  decline  in  the  market  price  on  railroad  bonds,  or,  in  other 
words,  the  increase  in  the  yield  is  due  to  general  financial  conditions  or  to  the  facts 
peculiar  to  the  railroad  industry.  If  the  pure  money  rate  increases  faster  than  the 
yield  on  any  railroad  bond,  other  factors  unchanged,  that  would  show  the  credit  of 
the  company  in  question  had  improved.  On  the  other  hand,  if  the  pure  money 
rate  increases  in  a  less  degree  than  that  of  the  given  company,  this  would  show  that 
the  credit  of  that  company  had  declined.  The  test,  the  yard  stick  of  the  situation, 
is  the  pure  money  rate.  This  can  be  applied  to  any  individual  company  or  to  any 
class  of  companies. 

As  preAdously  stated,  we  have  tried  to  secure  the  closest  possible  approximation  to 
the  pure  money  rate,  eliminating  factors,  hazards,  risks,  personal  equation,  etc.  In 
a  time  of  war  bonds  of  national  governments  fail  to  reflect  the  pure'money  rate,  be- 
cause the  enormous  increase  in  supply  tends  to  lower  prices  and  to  increase  the  yields. 
The  bonds  of  large  municipalities  furnish  probably  the  closest  approximation  to  the 
pure  money  rate  on  long-term  obligations. 
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Tage  14,  1916.  Sheet  No.  53. 

To  precede  Exhibit  No.  5,  page  1. 

The  following  tables  present  the  yields  upon  some  237  municipal  bonds  issued  by 
i he  2!)  largest  cities.  The  yields  are  computed  for  the  years  1900  to  1914. '  There 
arc  two  methods  available  for  computing  averages  to  measure  the  credit  of  a  munici- 
pality. One  method  consists  in  making  an  average  of  all  issues  in  each  year.  In 
one  of  the  tables,  all  averages  are  computed  by  this  system  with  "no  special  issues 
selected."  A  second  method  consists  in  selecting  through  bonds  only  and  figuring 
averages  for  the  same  bonus  in  all  years.  Both  methods  have  been  adopted  and 
exactly  the  same  results  are  reached  by  the  two  methods.  A  close  examination  of 
the  yields  on  the  bonds  of  e?ch  city  shows  that  as  a  general  rule  all  municipal  bonds 
sell  upon  the  basis  of  the  credit  of  the  municipality.  All  go  up  together  and  all  go 
down    together  with   lew  exceptions. 

Turn  now  to  page  25,  1916  edition,  the  wonderful  uniformity  of  results  shows  con- 
clusively that  we  are  dealing  with  securities  which  closely  approximate  the  pure 
money  rate.  Composite  yields  are  brought  forward  for  all  of  the  20  cities  and  again 
close  scrutiny  shows  how  uniform  are  the  results.  The  tabulation  of  the  yields  of 
the  first  !'»  cities  and  second  10  cities  and  the  yields  of  20  cities  shows  that  the  second 
10  cities  in  19J0  were  0.2  lower  in  credit  than  the  first  10.  In  the  year  1914  there  is 
only  0.1  difference.  Dining  the  period  1900  to  1914  the  first  L0  cities  have  moved 
up  1;  the  second  10  cities  0.9. 

Turning  now  to  page  26,  1916  edition,  we  have  computed  the  averages  upon  bonds 
which  run  throughout  the  entire  period  only.  The  summary  of  these  yields  appears 
en  page  1  1,  and  the  summary  of  averages  is  entered  on  page  12.  It  is  demonstrated 
conclusively  that  all  bonds  by  all  methods  of  computation  have  advanced  in  yield 
l^l  per  cent  during  the  14  years  1900  to  1914  and  25  per  cent  during  the  period  1900 
to   1916. 

Page  15, 19iii.  stir,  i 

Actual  yields— municipal  bonds.  Railway  credit— Exhil  it  No.  5,  p.ige  3. 

Kxhibit  Xo.  5  discloses  the  results  of  collecting  the  actual  yields  of  the  municipal 
bonds  of  20  largest  cities  of  the  United  States.  All  bonds  of  these  20  cities  were  col- 
ic K  ed  from  the  quotation  supplements  of  the  Commercial  and  Financial  Chronicle, 
with  the  following  exceptions: 

»m  Bonds  subject  to  special  conditions  which  rendered  them  less  representative  of 
municipal  credit  were  omitted.  These  omissions  include  special  assessment  issues 
and  premium  bonds. 

(b)  In  the  c?se  of  the  larger  cities,  such  as  New  York,  Chicago,  Boston,  Baltimore, 
Washington,  Cleveland,  Minneapolis,  only  bonds  running  through  the  period  1900 
to  Ml  11  were  taken.  Bonds  maturing  before  1914  were  taken  in  the  smaller  cities 
other  than  above,  because  there  was  not  a  sufficient  number  of  through  bonds  to  make 
a  representative  collection. 

Inasmuch  as  most  bonds  of  municipalities  reflect  simply  the  credit  of  the  cities,  it 
follows  that  practically  all  bonds,  both  new  issues  and  old  issues,  of  a  given  city  for 
a  given  year  sell  upon  substantially  the  same  yield.  This  fact  is  shown  quite  con- 
clusively in  the  following  pages.  The  actual  yields  were  collected  from  the  quotation 
supplements  of  the  Commercial  and  Financial  Chroncile  monthly  and  averaged  for 
the  year.  In  cases  where  the  yields  were  not  given  directly  in  the  Chronicle  the 
yields  were  computed  from  the  prices. 

In  order  better  to  present  the  representative  character  of  the  material,  the  exhibit 
states  first  the  material,  and  then  breaks  up  the  material  into  groups. 

Group  A  contains  the  average  actual  yields  for  each  year  in  each  city  upon  the 
basis  of  "no  special  issue  selected  "  and  the  final  averages,  weighting  each  city  equally. 

Croup  B  contains  the  actual  yields  of  the  through  bonds  for  the  20  cities  and  the 
final  averages,  weighting  each  city  equally. 

Group  C  presents  a  summary  of  final  averages  showing  the  representative  character 
of  the  material;  (I)  average  first  10  cities,  no  special  issue  selected:  (II)  average 
gecond  10  cities,  no  special  issue  selected:  fill)  average  20  cities,  no  special  issue 
selected;  (IV)  average  20  cities,  through  bonds  only;  ("V  i  average  all  through  bonds. 
Both  the  advance  in  vield  and  the  percentage  of  advance  is  given  for  the  year  1914 
over  1900. 

Croup  1)  -'  contains  the  actual  yields  from  group  \  reduced  to  a  relative  basis  by 
expressing  the  yields  in  percentages  of  the  average  tor  each  city.  The  base  loo  per 
cent  is  the  average  yield  for  the  years  f900-191 4  for  each  city. 


Now  brought  down  to  Dec.  31,  1916.  2  Not  included  in  this  extension  of  original  exhibit. 
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Sheet  No.  81 
Page  27,  1916.  To  precede  Exhibit  No.  9,  p.  1. 

Inasmuch  as  the  credit  of  railway  companies  is  reflected  in  the  actual  yields  of  the 
bonds  of  a  given  company  and  since  the  bonds  of  the  several  degrees  of  security  of  a 
given  railway  company  sell  in  sympathy  with  one  another,  it  follows  that  a  basic 
estimate  of  railway  credit  involves  the  presentation  of  the  actual  yields  of  a  large 
number  of  bonds  over  a  sufficiently  long  period  of  time  to  enable  us  to  obtain  a  fair 
review  of  the  trend.  In  an  ordinary  flotation,  when  bonds  are  underwritten  by  a 
banking  house,  there  are  several  prices  with  accompanying  yields:  (I)  The  under- 
writer's price,  which  may  be  slightly  higher  than  that  given  by  computing  the  ratio 
of  the  net  proceeds  to  t  he  company  divided  by  the  par  value;  (II)  the  general  syndi- 
cate price  slightly  higher  than  the  underwriter's  price;  (III)  the  price  at  which  these 
bonds  are  offered  to  the  public;  and  i  I  V  I  current  market  quotations  which  are  reported 
in  the  financial  journals  during  the  life  of  the  bond.  The  fairest  test  of  railway  credit 
is  in  the  market  quotations  of  the  bonds,  reduced  to  actual  yield  and  compared  over  a 
sufficiently  long  period  of  time.  Inasmuch  as  corporations  wait  for  favorable  years 
and  months  in  which  to  bring  out  new  issues  —often  financing  with  short-term  notes 
for  several  years  while  waiting — it  follows  that  this  practice,  tending  to  lower  the  yields 
on  underwriter's  prices,  counterbalances  the  commission,  on  original  issues,  so  that  tin- 
annual  yields,  based  upon  monthly  quotations,  fairly  represent  the  credit  of  a  railway 
over  a  series  of  years.  Credit  is,  then,  mirrored  in  the  actual  yields  over  a  series  of 
years.  For  the  same  railroad  and  the  same  security,  if  the  Victual  yield  over  a  sufficient 
period  decreases  from  4.6  to  4,  from  causes  inherent  in  the  company  alone,  then  we 
should  judge  that  the  credit  of  the  company  had  improved.  If,  on  the  other  hand, 
this  decrease  was  accompanied  by  an  equal  or  greater  decrease  in  securities  closely 
approximating  the  pure  money  rate,  we  should  judge  that  the  change  in  the  figures 
simply  reflected  causes,  not  inherent  in  the  company  alone,  but  affecting  the  general 
situation.  In  such  a  case,  we  judge  that  the  credit  of  the  company  has  remained 
unchanged  or  has  declined,  accordingly  as  the  change  in  the  securities  approximating 
the  pure  money  rate  had  declined  in  yield  equally  or  more  than  the  decline  in  the 
yield  of  the  company. 
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LETTER  FROM  THE  CHAIRMAN  AND  VICE  CHAIRMAN  OF  THE  JOINT  SUBCOMMITTEE  ON 
INTERSTATE  AND  FOREIGN  COMMERCE  SUBMITTING  A  REPORT  OF  THE  WORK  OF  THE 
COMMITTEE    SINCE    ITS    ORGANIZATION. 

To  the  Senate  and  House  of  Representatives: 

The  Joint  Subcommittee  on  Interstate  Commerce  appointed  pursuant  to  Senate 
joint  resolution  No.  60  (Public,  No.  25),  reports  that,  owing  to  the  late  adjournment 
of  the  last  session  of  Congress  and  the  ensuing  election  campaign,  it  was  impossible 
to  hold  any  meetings  of  the  joint  subcommittee  except  for  purposes  of  organization 
until  the  20th  day  of  November,  1910,  when  it  met  at  Washington;  that  since  that  date 
and  up  to  and  including  the  2d  day  of  December,  1916,  it  held  almost  daily  sessions 
and  hearings  upon  the  matters  referred  to  the  subcommittee  for  investigation;  that  the 
pressure  of  the  work  in  Congress  during  this  short  session  both  in  the  committee  and 
on  the  floor  made  it  impossible  for  the  members  of  the  joint  subcommittee  further  to 
attend  to  and  complete  its  duties  during  the  pending  session;  and  that  they  therefore 
concluded  to  postpone  further  sessions  until  after  the  4th  of  March,  1917,  and  mean- 
while to  request  of  Congress  an  extension  of  the  time  of  report  to  the  first  Monday  in 
December,  1917. 
Respectfully  submitted. 

Francis  G.  Newlands,  Chairman. 

W.  C.  Adamson,  Vice  Chairman. 


JOINT  RESOLUTION  To  continue  and  extend  the  time  for  making  report  of  the  joint  subcommittee 
appomted  under  a  joint  resolution  entitled  "Joint  Resolution  creating  a  joint  subcommittee  from  the 
membership  of  the  Senate  Committee  on  Interstate  Commerce  and  the  House  Committee  on  Interstate 
and  Foreign  Commerce  to  investigate  the  conditions  relating  to  interstate  and  foreign  commerce,  and 
the  necessity  of  further  legislation  relatmg  thereto,  and  defining  the  powers  and  duties  of  such  sub- 
committee," approved  July  twentieth,  nineteen  hundred  and  sixteen,  and  providing  for  the  filling  of 
vacancies  in  said  subcommittee. 

Resolved  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  joint  subcommittee  heretofore  appointed  under  S.  J. 
Res.  60  (Public  Resolution  Numbered  Twenty-five,  Sixty-fourth  Congress),  approved 
July  twentieth,  nineteen  hundred  and  sixteen,  entitled  "Joint  Resolution  creating  a 
joint  subcommittee  from  the  membership  of  the  Senate  Committee  on  Interstate 
Commerce  and  the  House  Committee  on  Interstate  and  Foreign  Commerce  to  investi- 
gate the  conditions  relating  to  interstate  and  foreign  commerce,  and  the  necessity  of 
further  legislation  relating  thereto,  and  defining  the  powers  and  duties  of  such  sub- 
committee,"  be  and  the  same  hereby  is  continued  and  is  authorized  to  sit  either 
during  the  session  of  Congress  or  during  the  recess  and  to  make  its  report  to  Congress 
on  or  before  the  first  Monday  in  December,  nineteen  hundred  and  seventeen. 

In  the  event  that  any  House  Member  of  said  subcommittee  shall  cease  to  be  a 
Member  of  Congress  by  reason  of  not  being  reelected,  or  if  a  vacancy  should  otherwise 
occur  in  the  House  membership  of  said  subcommittee  when  Congress  is  not  in  session, 
the  next  ranking  member  of  the  committee  from  which  the  retiring  member  was 
selected  shall  fill  the  vacancy. 

Approved,  January  15,  1917. 


(March  4,  1919,  the  following  report,  recommending  that  the  joint  subcommittee 
cease  its  activities,  was  presented  to  the  Senate  by  Senator  Ellison  D.  Smith,  of 
South  Carolina,  chairman:) 

In  the  Senate  of  the  United  States. 
Report  of  the  joint  subcommittee  of  the  Committees  on  Interstate  Commerce  of  the 

Senate  and  Interstate  and  Foreign  Commerce  of  the  House  of  Representatives, 

created  under  joint  resolution  No.  25  of  the  Sixty- fourth  Congress.    ' 

The  above-named  committee  begs  leave  to  report  as  follows: 

The  joint  subcommittee,  created  by  public  resolution  No.  25  of  the  Sixty-fourth 
Congress,  made  its  report  to  Congress  on  January  9,  1917,  and  recommended  therein 
that  the  time  for  making  a  complete  report  be  extended  to  the  first  Monday  in  Decem- 
ber following.  Congress  approved  the  recommendation,  and  in  public  resolution  No. 
41,  Sixty-fourth  Congress,  approved  January  15,  1917,  so  provided. 

1 1  was  the  purposa  of  the  joint  subcommittee  to  enter  upon  this  investigation  activeh 
upon  the  adjournment  of  Congress  on  March  4  of  that  year.     However,  war  with 
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Germany  was  declared  in  April  of  the  same  year,  and  conditions  became  so  abnormal 
that  no  investigation  conducted  would  elicit  information  affording  a  safe  basis  for  a 
comprehensive  revision  of  existing  laws  and  methods  of  railroad  operation  believed 
to  be  susceptible  of  material  improvement  under  normal  conditions.  Recognizing 
the  difficulties  and  importance  of  the  task,  Congress,  in  an  act  approved  October  6, 
1917,  extended  the  time  for  the  making  of  this  report  until  the  first  Mondav  in  Decem- 
ber, 1918. 

Notwithstanding  the  work  incident  to  the  war,  your  committee  has  taken  a  large 
amount  of  testimony  and  devoted  much  time  to  the  study  of  the  questions  covered 
by  the  resolution.  Since  the  creation  of  the  joint  subcommittee  the  Government 
has  taken  over  the  railroads  and  operated  them  as  a  war  necessity. 

In  view  of  the  fact  that  the  appropriate  committees  of  the  Senate  and  of  the  House 
of  Representatives,  respectively,  have  the  whole  subject  under  consideration — the 
Interstate  Commerce  Committee  of  the  Senate  having  just  concluded,  for  the  time 
being  at  least,  exhaustive  hearings — it  is  deemed  inadvisable  that  the  said  joint 
subcommittee  resume  its  activities,  and  it  is  so  recommended. 
Respectfullv  submitted. 

E.  D.  Smith. 

O.  W.  Underwood. 

Joe  T.  Robinson. 

Charles  E.  Townsend. 

Albert  B.  Cummins. 

T.  W.  Sims. 

Frank  E.  Doremus. 

Dan  V.  Stephens. 

John  J.  Esch. 

E.  L.  Hamilton. 
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Legislation  affecting  railroads 1181 

Naturalization  of  railroads 1122 

Private  ownership  of  railroads 1125, 1126 

Railroad  conditions 1167-1170, 1198, 1199 

Western  of  France  Railroad 1117, 1118, 1119, 1120 

Acworth's  report,  extracts  and  remarks  on,  S.  W.  Brookhart 2203-2204,  2205-2211 

Adams,  Robert  (auditor,  Southern  Pacific),  railroad  statistics 1420 

Adamson,  Hon.  William  C.  (vice  chairman,  Joint  Committee  on  Interstate  and 
Foreign  Commerce): 

Arbitration,  views  on 190 

Charters  granted  by  States 1882 

Commerce  clause  of  the  Constitution „ 188-189 

Elkins  law 487 

Government  ownership 346 

Interrogation  of — 

W.  M.  Acworth 1101-1104, 1109, 1111, 1114, 1138, 

1141, 1143-1145, 1147, 1150, 1153, 1154, 1162, 1187, 1190,  1192, 1195-1211 

H.  F.  Bartine 1752-1766, 1768-1773, 1790, 1793, 1797 

G.  J.  Bradley 1850 

S.  W.  Brookhart 608,  611 

W.  J.  Bryan 465,  469,  470,  473,  483,  484,  486,  487,  488 

E.  O.  Edgerton 1434, 1436, 1437, 1439, 1440,  1443,  1446, 1447 

W.  M.  Gardiner 1570, 1571, 1572, 1575, 1587, 1589, 1591, 1593, 1602 

F.  P.  Gregson 1845 

Isadore  Jacobs 1867, 1868-1870 

F.  A.  Jones 1468, 1478, 1484, 1485, 1487, 1489, 1492 

J.  A.  Keller 1878 

M.  P.  Knowlton 1059, 1060' 

Julius  Kruttschnitt 889,  932,  933,  938, 

941,  942,  944,  947,  953,  955-961,  979,  981,  987-990,  992,  1007-1010,  1013, 
1014,1019, 1020, 1023, 1025, 1035, 1036, 1038,  1039, 1040,  1041, 1043, 1045, 

R.  S.  Lovett 655-658,  668-670,  672-675,  678-681,  (591-697,  702,  705-706, 

715-728,  744,  745-761,  765, 767, 769, 770,  772,  774,  775,  779, 
794,  795,  798,  806-809, 815, 816,  820,  822-825,  828,  832,  833, 
835,  840-845,  854,  856,  857,  859,  875,  877,  878,  883-885,  887 

W.  S.  McCarthy 1642-1645 

W.  S.  McCrea 1837, 1838 

Seth  Mann 1670-1671, 1700-1701, 1703-1704 

Percy  Powell 1718-1726, 1728 

Max  Thelen 445,  446,  456, 

1372,  1374,  1376, 1379, 1380, 1381, 1384, 1399, 1400, 1402,1404, 
1406, 1407,  1409, 1412, 1413, 1414,  1419, 1420, 1423,  1427 

A.  P.  Thorn 29-33, 

40,  54,  69,  91,  92, 103, 179, 183-212,  346,  347,  406, 415, 419, 420 

E.  P.  Troy 1495-1502 

H.  M.  Wade 1657 

S.J.  Wetrick 1807-1808, 1814-1816, 1817 

1  Qteretate  commerce,  relation  of  United  States  Constitution  to 184, 185 

Interstate  Commerce  Commission,  powers  of 1884 
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Adamson,  Hon.  William  C. — Continued.  Pa8e 

Member  of  committee 4 

Navigable  streams,  importance  of  developing 1885 

Railroads — 

Conditions  exaggerated 1879 

Democratic  principles  of  operating 657 

National  incorporation  unnecessary 1882, 1885 

Passes,  free 1880 

Safety  appliance  laws 1880 

Rates,  reasonable 1880 

Rayburn  bill,  reference  to 190 

Regional  commissions 1883 

Remarks 14,15,17, 

21, 22, 23, 36, 37, 38, 39,  247,  350,  526,  2140,  2141,  2142 

Southern  Railroad 192, 193, 194 

State  corporations,  power  of  Congress  over 207 

Statement  and  exhibits 1878-1936 

State's  rights,  relation  to  the  Constitution 188, 189, 190 

War  conditions  prevailing 1879 

Adamson  eight-hour  law: 

Extract  from  newspaper 349 

Cost  to  railroads,  R.  S.  Lovett 876-878,  885 

References  to — 

W.  C.  Adamson ■ 955 

S.  W.  Brookhart 610,  611 

R.  S.  Lovett 820,  839,  840 

Advanced-rate  cases: 
References  to — 

S.  W.  Brookhart 586,  587,  589,  607,  609,  612 

A.  B.  Cummins 372,  380,  387 

Advanced  rates: 

Investigation  of,  Julius  Kruttschnitt 899 

Reason  for,  S.  W.  Brookhart 584-585,  586-587 

Advisory  committee  of  railway  executives: 

Remarks,  R.  S.  Lovett 760,  761,  764 

Witness  for,  A.  P.  Thorn 235 

Alsace-Loraine,  railways,  ownership,  W.  M.  Acworth 1106 

American  Express  Co.     See  Harrison,  Thomas  B. 

American  National  Live-Stock  Association,  resolutions  adopted 618-619,  620 

American  Railway  Association,  cooperation  with  Interstate  Commerce  Com- 
mission, Julius  Kruttschnitt 1032, 1033 

American  Railways,  cost  of,  W.  M.  Acworth 1127 

American-Hawaiian  Lines,  sugar  haul,  J.  A.  Jones 1472 

American  Railroad  Rates 1805, 1808 

Agricultural  implements;  rates  on,  J.  A.  Keller 1876 

American  waterways: 

Use  and  development,  F.  G.  Newlands 517-526 

See  also  Inland  waterways. 

Annual  reports  of  railroads,  furnishing  of,  Julius  Kruttschnitt 917 

Antitrust  laws,  applicable  to  railroad  companies,  Julius  Kruttschnitt 937 

Apalachicola  Northern  Railroad 1949-1950 

Arbitration : 

Compulsory — 

W.  M.  Acworth 1201 

Julius  Kruttschnitt 989-994 

R.  S.  Lovett 677,  678 

Internal,  W.  M.  Acworth 1143 

Labor  opposition  to,  Julius  Kruttschnitt 897, 1016 

Provisions  for — 

W.  C.  Adamson 190 

A .  P.  Thorn 190 

See  also  Canadian  industrial  disputes  investigation  act;  Newlands  Act; 
United  States  Board  of  Mediation  and  Conciliation. 

Argentina,  railroads,  development  of,  W.  M.  Acworth 1122 

Arkwright  Club,  membership  of 17 
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Atchison,  Topeka  &  Santa  Fe  Railroad 1493 

Extension  in  California,  E.  0.  Edgerton 1430 

Financial  condition.  Max  Thelen.. 423,  542-543 

Investments  and  prices  of  stocks  and  bonds,  tables,  J.  L.  Bristow 2371-2372 

Net  operating  revenue,  J.  L.  Bristow 2398 

Terminal  costs  of,  letters  relative  to 1099-1100 

Valuation  of,  J.  L.  Bristow 2365-2366,  2367 

Atlantic  &  Pacific  Railroad  Co.,  incorporation  of,  Max  Thelen 441 

Atlantic  Coast  Line  Railroad: 

Annual  report  in  Financial  Age.  Max  Thelen 436 

Incorporated  in  Virginia,  A.  P.  Thorn 172 

Australia: 

Arbitration  compulsory,  W.  M.  Acworth 1201 

Railroads — 

Conditions  of.  W.  M.  Acworth 1106 

Ownership.  W.  M.  Acworth 1114, 1115, 1225-1226 

Profitable,  W.  M.  Acworth 1138 

B. 
Baltimore  &  Ohio  Railroad: 

Beginnings  of,  W.  M.  Acworth 1105 

Service  of,  A.  P.  Thorn 327,  328 

Bartine.  II.  F.  (chairman.  Nevada  Railroad  Commission): 

Testimony 1750-1797 

Fourth-section  clause 1781-1784 

Interstate  Commerce  Commission,  powers  of 1767-1768, 1787-1788 

Long-and-short-haul  rates 1756, 

1762-1763, 1764, 1765-1766, 1769, 1773, 1776, 1777, 1781-1785, 1797 
Panama  Canal — 

Legal  status  of 1774, 1775 

Tolls 1758, 1759 

Transportation  through 1759-1760, 1774, 1775, 1792, 1793 

Parcel  post 1785-1790 

Rates — 

Compensatory 1761 

Depression  in 1766 

Discriminating 1756, 1779, 1780, 1781, 1787, 1789, 1796, 1797 

Fifteen  per  cent  increase 1795-1796 

Reduction,  effect  of 1761 

Remunerative 1757, 1758, 1761 

Terminal 1757, 1758, 1761-1762, 1766, 1772, 1773, 1775 

Zone  svstem  of 1776, 1777, 1784, 1786 

Regional  commissions 1769, 1770-1771, 1777-1779 

Remarks 1569, 1571, 1574, 1575 

Schedule  C 1760, 1763, 1791 

Water  competition  versus  rail. . .  1753, 1754-1755, 1756-1757, 1758, 1759, 1761, 1766 

1773, 1774, 1787, 1788, 1789, 1791-1796 
Bartol,  George  E.  (Philadelphia  Bourse),  brief  on  regulation  of  railroads.  ...  16 

Basing  points,  discussion  of,  R.  S.  Lovett 832,  833,  834 

Bavaria,  railways,  ownership,  W.  M.  Acworth 1106 

Belgium: 

Railroad  conditions  in.  W.  M.  Acworth 1143, 1144, 1258-1261 

State  ownership  of  railroads,  W.  M.  Acworth 1105, 1106, 1123 

Bishop,  L.  R.  (Oakland  Chamber  of  Commerce),  testimony 1363 

Bismarck,  Prince  Otto  Von: 

Plans.  W.  M.  Acworth 1138 

Railways,  nationalizing  of,  W.  M.  Acworth 1106, 1107 

Benedict,  Albert  T.  (Western  Union  Telegraph  Co.),  testimony 35-36 

Bethlehem  Steel  Works,  addition  to,  W.  A.  Cullop 364 

Bondholders,  rights  of.  A.  P.  Thorn 173, 174 

Bonds.     See  Stocks  and  bonds. 

Boston  &  Maine  Railroad 1950-1960 

( 'apitalization  of  M.  P.  Knowlton 1047 

Charters.  M .  P.  Knowlton 1048 

Deficit.  M.  P.  Knowlton 1057 
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Boston  &  Maine  Railroad — Continued.  Page- 
Investigation  of.  Max  Thelen 557,  559-560 

Reorganization,  M.  P.  Knowlton 1057 

Violation  of  statute,  M.  P.  Knowlton 1050 

Boston  Chamber  of  Commerce,  favors  Federal  regulation  of  railroads,  A.  L. 

Hathaway 15 

Boston  Railroad  Holding  Co.: 

Incorporation,  M.  P.  Knowlton 1047 

Stock  of  Boston  &  Maine  Railroad  owned  by,  M.  P.  Knowlton 1057-1058 

Boyne  City,  Gaylord  &  Alpena  Railroad 1960-1961 

Bradley,  George  J.  (secretary,  Merchants  and  Manufacturers'  Association. 
Sacramento,  Cal.): 

Testimony 1363, 1846-1857 

Panama  canal,  rate  competition 1852 

Affected  by  long-and-short  haul  clause 1847-1849, 1851-1852 

Federal  control  versus  State  commissions 1847 

Permanent 1 855 

Bradlev,  Justice: 

California  v.  Pacific  Railroad,  opinion 136, 140,  262-263,  266-267 

Railroad  Company  v.  Peniston.  opinion 138,  265-266 

Taxation  of  railroads,  opinion 303, 451,  452 

Brandegee,  Hon.  Frank  B.  (Senator  from  Connecticut): 
Interrogation  of — 

J.  L.  Bristow 27 

Max  Tbelen 423,  437,  446 

A.  P.  Thorn 36,  40,  182,  411-415,  420 

Member  of  committee 4 

Remarks  relative  to  testimony 28,  36,  40,  446 

Brewer.  Justice: 

Opinion  on  Texas  &  Pacific  Railway  Co.,  Max  Thelen 445 

Rates — 

Fixing  of,  powers  of  Congress 448,  449 

Reasonable 321 

Brimstone  Railroad  &  Canal  Co. ,  earnings  < >!'.  S .  W.  Br< iokhart 608 

Bristow.  Hon.  Joseph  L.  (chairman  Kansas  Stale  Railroad  Commission): 

Testimony 231 5-2409 

Cars,  shortage 2330,  2333 

Chairman.  National  Association  Railway  Commissioners 25,421,1392 

Change  in  system  needed 2351,  2354 

Fifteen  per  cent  advance  rate  case 2347-2349 

Inabilit  y  < it  railroads  t< i  meet  present  demands 2405-2407 

Increase  in  rates  unnecessary 2404 

Interstate  and  intrastate  rates 2338-2343 

Interstate  Commerce  Commission,  jurisdiction  of 2378,  2379,  2384 

Investments,  etc..  1911  to  1916 2346 

Kansas,  rates 2331-2332,  2354-2356,  2357,  2368 

Kansas  City,  Mexican  &  Orient  Railroad 2322-2323 

Kansas  City  Southern — 

Capitalization 2366-2367 

Tentative  valuation 2395 

Kansas  Railwav  Commission,  history  and  work 2321-2322,  2326-2345 

Minneapolis  &  St.  Paul  Railroad,  valuation 2368-2369 

Missouri  Pacific  Railroad 2323-2324,  2326,  2327,  2352 

National  bureau  of  railway  finance,  need  of 2360,  2362.  2374 

Net  operating  revenues,  railroads 2398-2399 

Phvsical  propertv,  investment  of 2362-2363 

Railroad  credit,  study  of 2315-2320,  2344-2345 

Rate  regulation 2331-2332,  232S-2343 

Regional  commissions 2377-2378 

Remarks 13, 14, 15,  26-27,  92,  796 

Santa  Fe  Railroad,  valuation  of 2365-2366,  2367 

Securities,  value  of 2315-2321 

State  jurisdiction. 2383-2384,  2385,  2386 

State  railroad  commissions — ■ 

Attacks  on 2396-2398 

Attitude  of  railroads  toward 2315,  2316,  2319-2320 

Necessity  for  continuance 2395-2396 

Versus  Interstate  Commerce  Commission. . . .  2325-2326,  2329,  2331,  2338-2343 
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System  of  Mexican  Government 2364 

Tables  of  investments,  etc 2371-2372 

Taxation  of  railroads ." 2374-2376,  2399-2402 

Texas  Midland  Railroad,  tentative  valuation 2395 

Two-cent  passenger  rate 2338-2343 

Unified  system,  need  for 2408 

Valuation  of  railroads,  necessity  for 2395 

Water  competition  versus  rail 2357,  2358,  2359-2360,  2380-2381 

Brookhart,  Smith  W.  (State  Railway  Commission  of  Iowa): 

Testimony 582-612, 2187-2230 

Capitalization  of  railroads 2198-2199,  2215-2216 

Adamson  eight-hour  law 610-611 

Advance-rate  cases 586,  587,  589, 593,  603,  607,  609,  612 

Advanced  rates. . ._ 584-585,  586-587 

Average  haul  of  railways 602,  604 

Brimstone  Railroad  &  Canal  Co.,  earnings  of 608 

Burlington  Railroad,  land  values 594 

A i  worth's  report,  extracts  and  remarks  on 2203-2221 

Capitalizing  unearned  increment 593,  594 

Charts  showing  prices  and  yields  on  stocks  and  bonds 590-591,  2189 

Credit,  impairment  of 592 

Dividends 2199-2200 

Earnings  of  railroads,  net 2197-2198 

Earnings  of  railroads  on  common  stock 606-610 

Foreign  countries,  railroad  regulation  and  rates 2216-2280 

Freight  density,  comparison  of  American  and  German 603-604 

Freight  rates,  comparison  of  American  and  German 601,  604 

German  railroads 599-605 

Government  creidt. 583,-584,  585,  588,  589 

Government  ownership — 

Claims  of  opponents 585,  597 

Economy  under 583,  597 

Favorable  to 583,  2187-2189,  2201,  2202, 2204 

Versus  private  ownership. .._ 593,  595,  605,  606,  610,  2189 

Iron  and  steel,  fluctuation  in  prices,  chart  from  Jron  Age 598 

Land  values 594 

Local  waste  in  New  York  City 595 

Minnesota  rate  dase 593,  603 

Net  incomes  of  railroads 2201 

Quotation  relative  to  freight  rates  corrected 2197 

Railroad  credit — 

Comparison  with  Government  credit 588-589 

Defense  of 586 

Reference  to  Mr.  Bryan's  statement 611 

References  to  Mr.  Thorn's  argument 586-587,  588,  592-593 

References  to  Railway  Age  Gazette 585-586,  597,  600,  601,  602 

Salaries  of  railroad  officials  and  employees 597-598 

Spencer,  Herbert,  extracts  from 2212-2214 

Steel  rails,  estimate  on 596 

Stockholders,  returns  on  investments 593 

Stocks  and  bonds  of  railroads — 

Ci  >mpared  with  Government  securities 592 

Interest  rates 2191-2196 

Terminal  expense,  comparison  of  American  and  German 603,  611,  2188 

Wages,  comparison  of  American  and  German 601-602,  603 

Waste  of  competition .' 595 

Brownsville  Railroad.     See  St.  Louis,  Brownsville  &  Mexico  Railroad. 
Bryan,  William  Jennings: 

r<  xtimony 457-488 

Capitalization  of  railroads 475, 478 

Congress,  influence  of  railroads  on 467, 486 

1  dvidends,  earning  of 488 

Elkins  law,  reference  to 487 

( u ivernment  regulations  and  control  of  railroads,  objections  to 457, 

465-466, 468,  474 
National  remedies  .dded  to  State  remedies 472,475,479,482,484,485 
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National 457, 486 

State 470, 471 

Rebates,  disadvantages  of 487 

Reference  to 1147, 1148 

Stocks  and  bonds,  issuance  of 474,  476 

Valuation  of  railroads  necessary 477,  478 

Bryson,  Joseph  F.  (general  counsel,  Missouri,  Kansas  &  Texas  Railroad), 

member  of  law  committee 412 

Buckland,  E.  G.  (vice  president  and  general  counsel,  New  York,  New  Haven 

&  Hartford  Railroad),  member  of  law  committee 412 

Bulgaria,  railroads,  ownership  of,  W.  M.  Acworth 1105 

Bunn,  ('.  W.  (general  counsel,  Northern  Pacific  Railroad),  member  of  law- 
committee 412 

Burke,  W.  B.  (Charleston,  Miss.),  representing  Southern  Hardware  Traffic 

Association 24 

Burlington  Railroad,  land  values,  S.  W.  Brookhart 594 

Busby,  Hon.  W.  G.  (chairman,  Public  Utilities  Commission  of  Missouri), 

member  National  Association  of  Railway  Commissioners _ 421, 1392 

Bush,  B.  F.  (  Missouri  Pacific  Railroad),  member  of  railroad  executives'  com- 
mittee  -  -  28 

Butler,  Rush  C.  (Chicago  Association  of  Commerce),  remarks  relative  to  wit- 
nesses   25 

C. 
California: 

Fruit  shipments,  H.  M  .  Wade 1658 

Investments  under  public  regulation,  Max  Thelen 539,  556 

Percentage  of  intrastate  business,  Max  Thelen 1420 

Public-utilities  act,  Max  Thelen 541-542 

Public  utilities  and  the  railroads,  Max  Thelen 556-557 

Railroad  commission — 

R.  S.  Lovett 720 

Seth  Mann 1678, 1680 

Max  Thelen. 536, 538,  539,  540,  545 

Railroad  construction — 

Julius  Kruttschnitt 945-946 

Max  Thelen 1409, 1410 

Railroad  systems,  Max  Thelen 533,  540,  541-546 

Rates — 

H.  F.  Bartine 1761 

H.  M.  Wade 1646, 1647, 1648 

Stocks  and  bonds,  Seth  Mann 1678 

Taxation  of  railroads,  E.  P.  Troy 1500-1501, 1609-1610 

California  Commission,  receiverships,  report  on,  Max  Thelen 1417 

California  v.  Pacific  Railroad,  opinion,  Justice  Bradley 136, 140,  262-263,  266-267 

Canada: 

Building  and  operating  railroads,  W.  M.  Acworth 1148, 1149 

Railroad  administration  in,  W.  M.  Acworth 1182 

Railroads  of,  E.  L.  Hamilton 416 

Railways  and  transportation,  report  of  Royal  Commission 1263-1360 

Canadian  council  of  agriculture,  proceedings 2203-2204,  2205-2208 

Canadian  industrial  disputes  investigation  act,  operation  of,  Julius  Krutt- 
schnitt   939-940, 948, 949, 997, 1014-1016 

Canadian  Northern  Railroad,  W.  M.  Acworth 1148 

Candler,  Hon.  C.  M.  (chairman,  Railway  Commission  of  Georgia): 

Member  National  Association  Railway  Commissioners 421 ,  1392 

Mentioned  as  witness 25 

Capitalization  of  railroads: 

Boston  &  Maine  Railroad,  M.  P.  Knowlton 1047 

Views  of — 

S.  W.  Brookhart 593,  594,  2198-2199,  2215-2216 

W.  J.  Bryan 474, 475,  478 

S.  H.  Cowan 632 

E.  O.  Edgerton 1431 

C.  D.  Jackson 2176,  2177,  2178,  2179 
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F.  A.  Jones 1491 

Julius  Kruttschnitt 921 

F.  G.  Newlanda 124.  132,  149-152, 154.  155,  150.  161,  270 

R.  S.  Lovett 659,  660.  667,  686,  878,  879 

Max  Thelen 553-554 

A .  F.  Thorn..... ....  63-69,  72-74,  191,  244,  245,  308-310,  355,  356,  378-382,  385 

See  also  Credit:  Dividends;  Securities;  Stocks  and  bonds. 

Car-load  commodity  rates,  tables,  W.  S.  McCrea 1830-1834 

( !ar-service  rules,  Julius  Kruttschnitt 1032, 1033, 1040 

Carriers: 

Burdens  imposed  on.  Julius  Kruttschnitt 892-896 

Commission  to  consider  incorporation  of,  F.  G.  Newlands 133 

Inquiry  relative  to 10 

See  also  National  incorporation  of  railroads;    Railroads;    Transportation 
facilities. 
Cars: 

Average  movement,  Daniel  Willard 308 

Capacity  of,  Julius  Kruttschnitt 1028. 1029, 1030 

Refrigerator,  I.  B.  Mills 2235-2237 

Shortage  in — 

W.  M.  Acworth 1123, 1169,  1170 

J.  L.  Bristow 2330.  2333 

S.  H.  Cowan 625,626 

Isadore  Jacobs 1868 

Julius  Kruttschnitt 924-925, 1027-1040, 1042 

R.  S.  Lovett 772-774 

Seth  Mann 1676 

W.  S.  McCrea 1835-1836 

A.  P.  Thorn 78 

Sleeping.  R.  S.  Lovett 848 

Steel.  J.  F.  Shaughnessy 2288,  2289,  2296,  2298,  2299 

Supply  of,  railroads  derelict  in.  Max  Thelen 422 

Cary,  Graddy  (Southern  Cattlemen's  Organization),  mentioned  as  witness...  20 

Cement  haulage,  rates.  J.  A.  Keller 1874 

Central  Pacific  Railway: 

Incorporation  of,  Max  Thelen 441 

Opinion 141 

Separation  from  Southern  Pacific,  E.  P.  E.  Troy 1611-1612 

Central   States  Conference   on   Rail  and   Water  Transportation,    President 

Wilson  indorsed  by 780 

Certificate  of  incorporation 159-160 

Charters: 

Boston  &  Maine  Railroad,  M.  P.  Knowlton 1048 

Effected  by  national  incorporation  of  railroads,  R.  S.  Lovett 747 

Federal — 

Compulsory,  M.  P.  Knowlton 1062 

Discussion  by — 

R.  S.  Lovett 804,  805,  806.  808 

Max  Thelen 530, 1377 

Necessity  for,  A.  P.  Ramstedt 616 

Not  to  affect  bonded  indebtedness,  A.  P.  Thorn 398,  399 

System  for.  A.  P.  Thorn 194, 195,  196 

State — 

Amendment  by  Congress.  A.  P.  Thorn 99-102 

Grants  from  adjoining  States,  A.  P.  Thorn 166 

Limitations,  A.  P.  Thorn. 172 

Power  to  repeal,  R.  S.  Lovett 691,  692,  744,  745,  746 

Charts: 

Disposition  of  each  dollar  and  gross  receipts 914 

Dividends,  comparison  of 898 

Earnings  and  operating  expenses.  Julius  Kruttschnitt 907 

Funded  debt  outstanding  classified  by  rate  of  interest,  Julius  Krutt- 
schnitt   919 

< lioss  receipts  of  railways,  disposition,  Julius  Kruttschnitt 914 

Mileage,  increases  in.  Julius  Kruttschnitt 922 

Prices  for  materials  used  in  operations 906 
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Relative  prices  and  amounts  purchasable  with  SI 903 

Selling  prices  and  freight  rates 902 

Chesapeake  &  Ohio  Railroad,  incorporation  in  Virginia.  A.  P.  Thorn 172 

Chicago  &  Alton  Railway  Co. : 

Financial  transactions 571 

Investigation  of.  Max  Thelen 549-552 

Chicago  &  Eastern  Illinois  Railroad 1961-1964 

Chicago,  Milwaukee  &  St.  Paid  Railroad: 

Income  available  for  dividends,  Max  Thelen 423 

Investigation  of  accounts.  Max  Thelen 560-561 

Chicago,  Peoria  &  St.  Louis  Railroad 1985-1990 

Chicago.  Rock  Island  &  Pacific  Railway 1965-1985 

Financial  transactions 562.  56:5-579 

Nel  operating  revenue.  J.  L.  Bristow 2398 

Choctaw.  Oklahoma  &  Gulf  Railroad,  financial  transactions 573 

Cincinnati.  Bluff  ton  &  Chicago  Railroad 1990-1991 

Cincinnati.  Hamilton  &  Dayton  Railway 1991-1995 

Clark.  \V.  A .  I  ex-Senator  I,  railroads,  ownership  of 656,  657 

Clayton  Act.  references  to: 

Julius  Kruttschnitt 897 

R.  S.  Lovett 676 

Max  Thelen 1420.  1 421 

A.  P.  Thom 217,  218,  219, 1502 

Clearances,  importance  of  handling.  Max  Thelen 1396,  L397 

Clemenceau,  M.  (prime  minister  of  France',  national  incorporation  of  rail- 
roads, W.  M.  Aeworth 1117.  1118.  1119 

Cleveland  and  Powell.  Railroad  Finana  (extract) 52-53 

Clubhouses,  Union  Pacific  Railroad,  R.  S.  Lovett 851 

Goal: 

Cost  of — 

Julius  Kruttschnitt 1004 

R.  S.  Lovett 839 

Shortage  of,  W.  M.  ( rardiner 1589 

Situation  in  Northwest.  I.  B.  Mills 2235 

Coast  cities,  shipping  facilities.  F.  A.  Jones 1485 

See  also  Pacific  Coast  rates. 

Colorado  Midland  Railway 1995-1998 

Colson,  Monsieur.  French  authority,  quoted.  W.  M.  Aeworth 1129,  1130 

Columbus  &  Southern  Railway 1998 

Commerce: 

National  regulation.  A.  P.  Thom 176 

Regulation  by  State  and  Nation,  F.  G.  Newlands 143,  516 

See  also  Interstate  commerce. 

Commerce  clause  of  the  Constitution,  effects  of,  W.  I !.  Adamson 188-189 

Committee  of  executives,  number  forming,  R.  S.  Lovett 758,  759 

Committee  on  real  preparedness,  favors  Government  ownership  and  operation 

of  railroads 18 

Commons,  Prof.  John  R.,  appearance  as  witness 28 

Competition,  railroad: 
Views  of — 

W.  M.  Aeworth 1115. 1116, 1179. 1183 

S.  W.  Brookhart 595 

R.  S.  Lovett 854 

A.  P.  Thom 109-110,  393 

Compulsory  arbitration,  views  on: 

Julius  Kruttschnitt 989-994 

R.  S.  Lovett 677,  678 

Compulsory  investigation,  views  on,  Julius  Kruttschnitt 989,  990.  993,  994 

Congestion  of  railroads,  W.  M.  Aeworth 1166,  1167 

See  also  Shortage  in  cars. 
Congress : 

Attitude  toward  State's  rights,  A.  P.  Thom 187 

Constitutional  powers — 

M.  P.  Knowlton 1051.  1052.  1053.  1054.  1064 

R.  S.  Lovett 806 

F.  G.  Newlands 250 

Max  Thelen 444 

A.  P.  Thom 173-174 
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Influence  of  railroads  on,  W.  J.  Bryan 467, 486 

Interstate  commerce,  regulation — 

W.  C.  Adamson . 184, 185 

R.  S.  Lovett 748,  749 

A.  P.  Thorn 184, 185 

Railroads,  consolidation  of 753,  754,  758,  767,  768 

Possible  through  power  over  post  roads,  Max  Thelen 449 

Possible  under  military  power,  Max  Thelen 449 

Rate  regulation — 
Powers  over — 

R.  S.  Lovett 809 

Max  Thelen 443, 449 

Under  commerce  clause,  no  power  for,  Max  Thelen 449 

Rates,  powers  to  fix — 

Justice  Brewer 448, 449 

R.  S.  Lovett 729,  843,  844 

Regulation  of  property  subject  to,  A.  P.  Thom 174-175 

Relation  to  Interstate  Commerce  Commission — 

S.  H.  Cowan 622 

R.  S.  Lovett 717,718 

State  laws,  power  to  repeal,  A.  P.  Thom 414 

State's  rights,  attitude  toward,  A.  P.  Thom 187 

Wages,  powers  to  fix,  R.  S.  Lovett 729,  730 

Waterways,  powers  over,  F.  G.  Newlands : .  507,  508,  509,  510 

See  also  Federal  Government. 
Conn,  George  C,  letter  relative  to  merchandise  traffic  of  Pere  Marquette 

Road . 1097-1099 

Consolidated  Indiana  Coal  Co.,  operation  of 572 

Consolidation  of  railroads,  W.  M.  Acworth. 1191, 1192, 1195 

Constitution  of  the  United  States: 

Authority  to  regulate  commerce,  A .  P.  Thom 96-97 

Commerce  clause  and  its  effects,  W.  C.  Adamson 188-189 

Congress,  powers  under 1881, 1882 

F.  G.  Newlands 250 

Max  Thelen 444 

A.  P.  Thom 173-174 

Control  of  interstate  commerce,  W.  C.  Adamson 184, 185 

Powers  to  incorporate  railroads,  F.  G.  Newlands 127 

Taxation  of  railroads,  authority  to  regulate,  R.  S.  Lovett 799,  800,  806 

Cooperation,    State    Commissions   and    Interstate    Commerce    Commission, 

E.  O.  Edgerton 1439, 1440 

Corporations: 

Creation  of — 

Chief  Justice  Marshall 441 

Max  Thelen 444 

A .  P.  Thom 172 

Federal — 

A.  B .  Cummins 396 

F.  G.  Newlands 274-277 

A.  P.  Thom 98-103, 172 

National  power  over  confiscation  of  property,  R.  S.  Lovett 769 

Pennsylvania  Railroad,  A.  P.  Thom 166 

State — 

Merging  of,  F.  G.  Newlands 291,  292,  293 

Power  of  Congress  over,  W.  C.  Adamson 207 

State  and  national — 

R.  S.  Lovett 705,  708,  709,  769 

F.  G.  Newlands 514-515 

Richard  Olney 112-114 

Subsidiary,  buying  and  selling  through 219,  220 

Texas,  State  of,  A.  P.  Thom 166-167 

Texas  &  Pacific  Railway  Co.,  Max  Thelen 443, 444 

Virginia,  State  of,  A.  P.  Thom 168 

Costs,  State  regulation  of,  A .  P.  Thom 176 

Cotton  mills.     See  Arkwright  Club. 

County,  A.  J.  (vice  president  Pennsylvania  Railroad  Co.),  address,  quota- 
tions from 819 
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Covington  &  Lexington  Turnpike  Co.  v.  Sanford,  reference  to,  J.  J.  Esch 400,401 

Cowan,  S.  H.  (Industrial  Traffic  League,  Texas): 

Brief  submitted 617-654 

Capitalization  of  railroads 632 

Congress  in  relation  to  Interstate  Commerce  Commission 622 

Freight  rates,  fixing  of 637 

Government  ownership,  opposed  to 19,  618,  620 

Hepburn  bill 630 

Inefficiency  in  operating  railroads 625,  628 

Interstate  Commerce  Commission- 
Powers  and  work  of 22-23,  622 

Regulation  of  local  rates 648 

Shows  car  shortage 625,  626 

Versus  State  commissions 647 

James  J.  Hill,  enterprise  in  development 633 

National  incorporation  of  railroads,  opposes 618,  620 

Railroads,  construction  facilities 635,  636 

Rate  making- 
Classification  of 637, 638-639,  640,  641,  642 

Inefficiency  in  regulation 628,  629,  631,  653 

Rates — 

Effect  of  raising 627-628 

Idaho 626 

Increase  in 623-628,  634,  635 

Intrastate,  regulation  of 621 

Reasonable 621,  623,  629,  630,  631,  654 

Regulation  by  National  Government 627,  631 

State  control 20-21,  629,  630,  631,  649,  650 

Uniformity  impossible 654 

Reference  to  Mr.  Thorn 's  statement 648 

Regional  commissioners  proposed 647 

Remarks  relative  to  hearings 24,  27 

St.  Louis  &  San  Francisco  Railroad  Co.,  reorganization  of 632 

St.  Louis,  Brownsville  &  Mexico  Railroad,  references  to 632,  634 

Securities  and  bonds 631 

Southwestern  Tariff  Committee,  reference  to 634 

State  commissions,  benefit  of 644,  645-646,  647 

State  regulation  of  railroads 618,  620 

Transportation  facilities 621,  633,  634,  639 

Wyoming,  rates  excessive 626 

Credit,  Government,  views  of  S.  W.  Brookhart 583-584,  585,  588,  589 

Credit,  railroad: 

Comparison  with  Government  credit,  S.  W.  Brookhart 588-589 

Control  of,  A.  P.  Ramstedt 614 

Decline  in — 

Julius  Kruttschnitt 892,  966-968,  972-973 

R.  S.  Lovett 682-684 

A .  P.  Thorn 213, 214,  218 

Defense  of,  S.  W.  Brookhart 586 

English,  W.  M.  Acworth 1135 

Exhibit 2411, 2448 

Federal  incorporation  to  strengthen,  A.  P.  Thorn 231 

Impairment  of — 

S.  W.  Brookhart 592 

Max  Thelen 437,  532,  533,  548-549,  553, 560,  562,  580 

A.  P.  Thorn 218,  219 

Method  of  raising  new  capital,  A.  P.  Thorn 308-310 

Necessary,  Isadore  Jacobs 1871, 1872 

Not  good,  Julius  Kruttschnitt 891-892 

Present  conditions — 

Julius  Kruttschnitt 889 

A .  P.  Thorn 63-69 

Study  of,  J.  L.  Bristow 2315-2320,  2344-2345 

Union  Pacific  Railroad,  R.  S.  Lovett 658 

Creditors,  rights  of,  A.  P.  Thorn 172-173, 174 
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Crockery :  water  rates,  J.  A.  Keller 1877, 1878 

Cullop,  Hon.  William  A.  (Representative  from  Indiana): 
Interrogation  of — 

W.  J.  Bryan 467,  473 

A.  P.  Thorn. 352-366,  369 

Member  of  committee 4 

Cummins,  Hon.  Albert  B.  (Senator  from  Iowa): 
Interrogation  of — 

W.  M.  Acworth 1103, 1187-1192 

H.  F.  Bartine 1778-1784 

G.  J.  Bradley 1849 

D.  L.  Bristow 14-15, 

2317-2320,  2323,  2324,  2326,  2334,  2338,  2340,  2342,  2344, 
2350,  2355,  2363,  2366,  2367,  2368,  2381-2392,  2398,  2409 

S.  W.  Brookhart 2198,  2202,  2203,  2212,  2215,  2216 

W.  J.  Bryan 483 

E.  O.  Edgerton 1434-1437 

C.  E.  Elmquist 2246,  2247 

W.  M.  Gardiner 1579, 1580, 

1581, 1582, 1583, 1584, 1585,  1586, 1587, 1602-1605 

J.  N.  Gillette 1860-1861 

C.  D.  Jackson 2145-2148,  2151,  2154 

F.  A.  Jones 1469, 1478-1483 

R.  S.  Lovett 718,  719,  729,  764,  765,  766-771,  806,  857,  858,  859,  877,  878 

R.  N.  Lynch 1865-1866 

W.  S.  McCarthy 1627, 1629, 1634, 1635-1640 

W.  S.  McCrea 1838 

Seth  Mann 1705-1716 

I.  B.  Mills 2232-2233,  2234,  2236 

Percy  Powell 1728, 1743-1747 

J.  F.  Shaughnessy 2283-2286,  2295,  2296 

Max  Thelen 424,  563, 1365-1372, 

1374, 1381, 1404, 1408, 1413,  1414,  1420, 1421-1426 

A.  P.  Thorn 30-34, 46,  54,  92,  366-^00 

E.  P.  Troy 1497 

H.  M.  Wade 1563-1657 

S.  J.  Wetrick 1806-1807, 1813-1814, 1820-1825 

Member  of  committee 4 

Remarks 39, 470,  483,  2361,  2369,  2381-2392 

D. 

Dam  law  of  1906,  W.  C.  Adamson 1885, 1886 

Dams  across  navigable  waters,  construction  of,  acts  relative  to. .  1890-1916, 1919-1924 

Dartmouth  College  case -  -         1054 

Dawes,  Chester  M.  (general  counsel,  Chicago,  Burlington  &  Quincy  Rail- 
road), member  of  law  committee 412 

Debentures,  railroad  promissory  notes,  unsecured,  R.  S.  Lovett 802 

De  Berard,  Frederick  B.  (Merchants'  Association  of  New  York): 

Favors  Government  control  of  railroads 16 

Opposes  Government  ownership  and  operation  of  public  utilities 16 

Demurrage,  reciprocal,  letter  from  T.  C.  Tipton  relative  to 1041 

Demurrage  rates,  fixing  of ,  Julius  Kruttschnitt 923-924,  930,  931,  932, 1031 

Dering  Coal  Co. ,  operation  of 572-573 

Distance  tariffs,  F.  A.  Jones 1487 

Dividends: 

Amendment  relative  to,  F.  G.  Newlands 164,  290 

Bank,  railwav,  and  industrial  companies,  chart 898 

Earning  of,  W.  J.  Bryan 488 

English  system  of  distributing  earnings,  R.  S.  Lovett 782 

Improvement  in  property,  use  for,  R.  S.'  Lovett 819 

Incomes  available  for,  Max  Thelen 423 

Increase  in,  R.  S.  Lovett 818 

Limitation  of — 

R.  S.  Lovett 734 

A.  P.  Thorn 180-181 
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National  banks,  Julius  Kruttschnitt 891 

Obligation  to  pay — 

W.  M.  Acworth 1185 

R.  S.  Lovett 816,  817,  818 

Relation  to  equipment,  A.  P.  Thorn 343,  344,  346,  393 

Stockholders,  right  to  earnings  in  excess  of  maintenance,  R.  S.  Lovett. .  781 

Surplus  available  for,  Julius  Kruttschnitt 918,  920,  921 

Views  of  S.  W.  Brookhart 2199-2200 

Dollar,  purchasing  value  of,  Julius  Kruttschnitt. . . . . 1013, 1014 

Doremus,  Hon.  Frank  E.  (Representative  from  Michigan): 
Interrogation  of — 

J.  L.  Bristow 2324,  2325,  2343,  2344 

Julius  Kruttschnitt 909, 1001, 1009, 1010, 1012 

J.  F.  Shaughnesey 2296,  2297,  2300 

Remarks 1059, 1060, 1061 

Dunn,  Samuel  0.     See  Railway  Age  Gazette. 

E. 

Earling,  A.  J.  (Chicago,  Milwaukee  &  St.  Paul  Railroad),  member  of  railroad 

executives'  committee 28 

Earnings  of  railroads: 

( 'hart,  Julius  Kruttschnitt 907 

Net,  S.  W.  Brookhart 2197-2198 

Table,  Interstate  Commerce  Commission 815 

Economic  Principles  Affecting  Rate  Making — Wyman 1804, 1805 
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Testimony 1384, 1430-1447 

Capitalization 1431 
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mission   1439, 1440 
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Federal  control 1430, 1440, 1445, 1446 
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Grouping 1442, 1443 
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National  legislation  for 1435-1437, 1440 
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ownership  and  operation  of  public  utilities,  1917 1448-1468 

Service,  compensation  for 1435 

Shreveport  case,  reference  to 1439, 1440 

Terminals,  national  consideration 1432 

Eight-hour  law.     See  Adamson  eight-hour  law. 

El  Paso  and  Southwestern  Railroad 1493 

Electric  enterprises,  England,  W.  M.  Acworth 1134 

Electric  railroads: 
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Development  of,  A.  P.  Thorn 417,  418 

Wages,  Julius  Kruttschnitt 1010 
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Cost  of,  Julius  Kruttschnitt 1001-1005 

Progress  in,  Julius  Kruttschnitt 1000-1001 

Eliott,  Howard  (New  York,  New  Haven  &  Hartford  Railroad),  member  of 

railroad  executives'  committee '. 28 
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State  commissions,    comparison  with    Interstate    Commerce    Commis- 
si, m 2242-2244.  2246-2249 
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Nationalization,  W.  M.  Acworth 1122 
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Member  of  committee 4 
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Europe,  State  ownership  of  railroads,  W.  M.  Acworth 1105 

European  war: 

American  securities,  effect  on,  A.  P.  Thorn 182 

Causes  unprecedented  conditions,  R.  S.  Lovett 774 
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S.  J.  Wetrick 1816 
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Federal  courts,  right  to  carry  cases  to: 

R.  S.  Lovett 756 

F.  G.  Newlands 143-144 

Federal  Government: 

Functions  of,  Clifford  Thorne 461 

Power  to  create  necessary  agencies  and  instrumentalities,  Max  Thelen. .  440 

Power  to  man  trains,  A.  P.  Thorn 414 

Railroads  incorporated  by,  Max  Thelen 441,442 

Right  to  create  a  corporation,  Chief  Justice  Marshall 441 

Rights  to  regulate  the  instrumentalities  of  interstate  commerce,  Max 

Thelen 1371 

See  also  Congress;  National  incorporation  of  railroads. 
Federal  incorporation.     See  National  incorporai  ion. 

Federal  Railroad  Commission,  necessity  for  and  duties  of,  A.  P.  Thorn 104-105 

Fee,   Frank  F.  (Southern  Hardware  Traffic  Association),  mentioned  as  wit- 
ness   24 

Field,  Justice: 

Railroad  Company  v.  Peniston,  opinion 138,  265-266 

Taxation  of  railroads,  opinion 303,  451.  452 

Fifteen  per  cent  advance  rate  case,  J.  L.  Bristow 2347,  2349 

Finance,  railway,  Bureau  of,  J.  L.  Bristow 2360,  2362,  2374 

Financial  Age: 

Extracts,  Max  Thelen 423,  436,  437 

References  to 813 

Financial  Chronicle  of  New  York,  data  regarding  railroad  bonds 786 

Financial  condition  of  railroads,  not  generally  impaired.  Max  Thelen... 422 

Finn,  Hon.  Lawrence  B.  (chairman,  Railroad  Commission  of  Kentucky): 

Member  National  Association  Railway  Commissioners 421, 1392 

Mentioned  as  witness 25 

Five  Per  Cent  Rate  case,  reference  to,  A.  B.  Cummins 372 

Floods,  prevention  of,  F.  G.  Newlands 499 

Foodstuffs,  shipment  of,  causes  congestion,  R.  S.  Lovett 774 

Foreign  countries: 

Railroad  regulation  and  rates — 

W.  M.  Acworth 1102-1211 

S.  W.  Brookhart 2216-2230 

Forests,  conservation  of,  F.  G.  Newlands 499-500 

Fourth  section  clause: 

Amendment,  J.  F.  Shaughnessy 2252-2255,  2260 

Remarks  on — 

H.  F.  Bartine 1781, 1782, 1783, 1784 

W.  M.  Gardiner 1594, 1597-1598 

F    \   Jones  1469,1471,1481,1482,1483 

J.  A.  Keller 1873, 1876 

W.  S.  McCarthv 1622-1623 

Seth  Mann    1688, 1689, 1690, 1692 

H.  M.  Wade 1647 

S.J.  Wetrick 1822,1823 
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France:  Page. 

Accident  and  insurance  fund,  W.  M.  Acworth 1120 

Mail  service,  W.  M.  Acworth 1210 

Railroads — 

Consolidation,  W.  M.  Acworth 1195 

Government  of,  R.  S.  Lovett : 856 

Ownership,  W.  M.  Acworth 1228-1241 

Systems,  W.  M.  Acworth 1107-1109, 1116, 1119 

Revenues,  guaranty  of,  W.  M.  Acworth 1125 

Stocks  and  bonds,  regulation,  W.  M.  Acworth 1119 

Franchises : 

Right  of  earning,  A.  P.  Thorn 401,  402 

Source  of,  A.  P.  Thorn 174 

Southern  Railway  Co.,  A.  P.  Thorn 402 

Subject  to  amendment,  etc.,  by  act  of  Congress,  A.  P.  Thorn. . .  165, 166, 174, 175 

Subject  to  taxation,  A.  P.  Thorn. .'. 402 

Freight: 

Congestion,  Julius  Kruttschnitt 969 

Transportation,  S.  J.  Wetrick 1804 

Freight  cars: 

Average  movement,  Daniel  Willard 308' 

Shoftage  in,  R.  S.  Lovett 772,  773,  774 

See  also  Cars. 

Freight  density,  comparison  of  American  and  German,  S.  W.  Brookhart 603-604 

Freight  rates: 

Chart  showing 905 

Classification,  C.  E.  Elmquist 2242-2243 

Comparison  of — 

American  and  German — 

W.  M.  Acworth 1129 

S.  W.  Brookhart 601,  604 

French  and  German,  W.  M.  Acworth 1129, 1130, 1132 

French  and  Prussian,  W.  M.  Acworth 1130, 1139 

Texas  and  New  South  Wales,  W.  M.  Acworth 1131 

"Courier,"  W.  M.  Acworth 1158 

Discrimination  in,  Percy  Powell 1723, 1724, 1725, 1726, 1731 

Effect  on  retail  prices,  Julius  Kruttschnitt 901-902 

Fixing  of,  S.  H.  Cowan 637 

Flexible,  F.  A.  Jones 1480 

Increasing  of,  Max  Thelen 1390 

Inequality  in,  W.  M.  Acworth 1170, 1171 

Problem  of,  W.  S.  McCrea 1827 

Reasonable  increase  necessary,  W.  M.  Acworth 1183, 1184 

See  also  Rates. 
Freight  revenue: 

Greater  than  passenger  revenue,  Max  Thelen 1380-1382 

Table  of,  R.  S.  Lovett 671 

Freight  trains,  length  limited,  Julius  Kruttschnitt 892 

Friday,  David,  railway  taxation  in  Michigan 2401 

"Full-crew"  law: 

Effects  of,  Julius  Kruttschnitt 892-893,  895,  954-955 

Objections  to — 

R.  S.  Lovett 735,  736,  738 

A .  P.  Thorn 203 

Funded  debt  outstanding,  classified  by  rate  of  interest,  chart,  Julius  Krutt- 
schnitt    919 

Funk,  Frank  H.  (Public  Utilities  Commission  of  Illinois),  member  National 

Association  Railway  and   Utility  Commissioners 1392 

Funkhauser,  — ,  receivership  and  reorganization  of  steam  railroads 1937-2138 

G. 

Garcelon,  William  F.  ( Ark wright  Club,  Boston,  Mass.),  appearance  as  witness.  17 

Gardiner,  William  M.  (Reno  Commercial  Club): 

Testimony 1502-1511, 1568-1604 

Act  of  1910 1572, 1574, 1575 

Coal  shortage  due  to  lack  of  transportation  facilities 1589 

Fourth-section  clause,  discussion  of 1594, 1597-1598 
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Gardiner,  William  M. — Continued. 

Interstate  Commerce  Commission —  Page. 

Decisions  of 1586, 1590, 1591, 1592, 1603 

Order  of  June  30,  1917 1595, 1596 

Powers  of 1568-1569, 1570, 1571, 1572-1576, 1586 

Long  and  short  hauls 1508, 1570, 1572, 1575, 1577, 1579 

Panama  Canal,  use  of 1593 

Railroads — 

Attitude  toward  existing  law 1604 

Effect  of  war  on 1507 

Rates — . 

Coast  trade  plus  the  back  haul 1503 

Discriminating 1504, 1509, 1510, 1569, 1577, 1578, 1585, 1591, 1601 

Intermediate 1503 

Nevada 1568-1575, 1583-1591, 1600-1603 

On  nails 1504 

San  Francisco 1506, 1507 

Transcontinental 1508, 1509, 1589 

Water  versus  railroad  competition 1503, 1504 

1509, 1510, 1589, 1593, 1598, 1599, 1600 

Georgia  &  Florida  Railway 1998-2001 

Germany: 

Coordination  of  water  and  rail  transportation,  W.  M.  Acworth 1157, 1158 

Mail  service,  W.  M.  Acworth 1210 

Railroads — 

Administration,  W.  M.  Acworth 1156, 1157 

Ownership,  W.  M.  Acworth 1106 

Systems  and  management  of,  S.  W.  Brookhart 599-605 

Rates^  difference  in,  W.  M.  Acworth 1158, 1159 

Gibb,  Sir  George,  railroads,  private  enterprise 1126 

Gillette,  J.  N.  (attorney  at  law,  San  Francisco,  Cal.): 

Testimony 1858-1865 

Funds,  expenditure  of 1859-1861 

Government  ownership  and  control 1858-1859 

Labor 1859, 1862 

Stocks  and  bonds 1864, 1865 

Strikes,  control  of 1862-1864 

Godley,  Philip  (Philadelphia  Board  of  Trade),  remarks  relative  to  appear- 
ance         17-18 

Gotthard  Railway,  reference  to 1110 

Government: 

Essential  principles  of,  Thomas  Jefferson 461 

See  also  Federal  Government. 
Government  credit.     See  Credit. 

Government  operation  of  steamships,  S.  J.  Wetrick 1802 

Government  ownership  of  public  utilities: 

Merchants'  Association  of  New  York  opposes 16 

Versus  private  ownership,  Max  Thelen 1388 

Views  on,  E.  P.  E.  Troy 1606-1607 

Government  ownership  of  railroads: 

Advantages  of,  E.  P.  E.  Troy 1618 

Austria,  W.  M.  Acworth 1115 

California,  need  in,  E.  P.  E.  Troy 1606, 1608-1613 

Claims  of  opponents,  S.  W.  Brookhart 585,  597 

Committee  on  real  preparedness,  favors 18 

Economy  under,  S.  W.  Brookhart 583,  597 

Effect  on  transportation,  A.  P.  Thorn 239 

Favorable  to — 

S.  W.  Brookhart 583,  2187-2188,  2201,  2202,  2204 

F.  G.  Newlands 131-133, 147, 153,  270,  307-308 

B.  C.  Marsh 18 

E.  P.  E.  Troy 1606 

Foreign  countries,  W.  M.  Acworth 1213-1264 

Necessity  for,  J.  N.  Gillette 1858-1859 

Opposition  to — 

S.  H.  Cowan 618,  620 

R.  S.  Lovett 881,  882 

A.  P.  Thorn 212 


INDEX  TO   APPENDIX.  XIX 

Government  ownership  of  railroads — Continued.  Page. 

Railroad  view  not  in  favor,  A.  P.  Thorn 180 

Railroads  easily  financed  under,  P.  G.  Newlands 270 

Reasons  for,  W.  M.  Acworth 1106, 1107, 1108 

Relation  of — 

To  Federal  incorporation,  A .  P.  Thorn 180 

To  Government  ownership  of  telegraph,  R.  S.  Lovett 879 

To  national  defense,  A.  P.  Thorn 315,  316,  317 

To  present  conditions,  A.  P.  Thorn 314,  315 

To  State  rights,  A.  P.  Thorn 175,  335 

Resolution  relative  to  investigations 3-4, 9 

Solution  of  present  system,  Julius  Kruttschnitt 982 

Versus  private  ownership — ■ 

S.  W.  Brookhart 593,  595,  605,  606,  610 

.Max  Thelen 1424-1425 

A.  P.  Thorn 330,  331 

Views  of — 

W.  M.  Acworth 1163, 1173-1174 

Percy  Powell . 1736, 1740 

See  also  Government  regulation  and  control  of  railroads;  National  incor- 
poration of  railroads. 

Government  ownership  of  telegraph,  England,  W.  M.  Acworth 1133, 1134 

Government  regulation  and  control  of  railroads: 

Advisability  of,  R.  S.  Lovett 669 

Authority  of  the  Constitution  relative  to,  A.  P.  Thorn 96-97 

Deficiencies,  Julius  Kruttschnitt 927,  930 

Government  versus  State  regulation,  E.  O.  Edgerton 1430 

Necessity  for — 

Isadore  Jacobs 1868, 1870, 1871 

R.  S.  Lovett 781 

Objections  to,  W.  J.  Bryan 457, 465-466,  468,  486 

Provisions  for,  Max  Thelen 581 

Versus  State  commissions,  G.  J.  Bradley 1847 

Views  of — 

C.  E.  Elmquist 2247-2249 

C.  D.  Jackson 2171 

Seth  Mann 1680, 1681 

A.  P.  Thorn 54-57,  76-91, 170-171,  333-336 

See  also  National  incorporation  of  railroads;  Rates,  railroad;  Securities; 
State  regulation;  Stocks  and  bonds;  Water  power. 
Government  regulation  of  rates: 

Percy  Powell 1737 

Gowan,  Francis  I.  (general  counsel,  Pennsylvania  Railroad),  member  of  law 

committee 412 

Grade  crossings: 

Cost  of  separating,  R.  S.  Lovett 720,  721 

Elimination  of — 

C.  D.  Jackson 2159,  2176-2178 

R.  S.  Lovett 720,  721,  787-789 

Police  Jaws  affecting,  A.  P.  Thorn 175, 176 

State  control  advisable,  Max  Thelen 1396, 1397, 1398 

State  regulation  of,  F.  A.  Jones 1490 

-See  also  Safety. 

Grand  Trunk  Pacific  Railroad,  W.  M.  Acworth 1148 

Gray,  Justice: 

Luxton  v.  North  River  Bridge  Co.,  opinion 136,  262 

Van  Brocklin  v.  State  of  Tennessee,  opinion 139,  266 

Gregson,  Fred  P.: 

Testimony 1838-1846 

Long-and-short-haul  clause 1363 

Gross  earnings,  R.  S.  Lovett 815,  816 

Gross  receipts,  disposition  of,  chart,  Julius  Kruttschnitt 914 

Guns,  cars  for  carrying,  Julius  Kruttschnitt 1023-1024 

H. 

Hadley,  President  (Yale  University),  railroad  transportation,  quoi«u 1106 

Haines,  —  (Galveston,  Tex.),  remarks  relative  to  appearance 39 
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Hamilton,  Hon.  Edward  L.  (Representative  from  Michigan):  Page. 

Canada,  railroads  in 416 

Interrogation  of — 

W.  M.  Acworth 1103, 1147-1153, 1155, 1161 

S.  W.  Brookhart 608 

W.  J.  Brvan 469,  470 

M.  P.  Knowlton 1056 

Julius  Kruttschnitt 904,  908,  923, 924,  931,  932,  944,  953,  954,  956,  957,  960- 

962,  964,  967-970,  990,  991,  993,  996,  998,  999-1011 

R.  S.  Lovett 656,  680,  726,  728,  729,  752,  753,  764,  770,  777,  842,  849, 

850,  853,  854,  856-884,  887 

Max  Thelen 424,  550,  555 

A.  P.  Thorn.. 81, 415-419 

Member  of  committee 4 

Remarks 424,  446 

Hanson,  Burton  (general  counsel,  Chicago,  Milwaukee  &  St.  Paul  Railway), 

member  of  law  committee 412 

Harahan,  W.  G.  (president,  Seaboard  Air  Line),  member  of  railroad  execu- 
tives' committee 28 

Harlan,  Justice,  rates,  interstate  and  local,  control  of 447,  448 

Harriman.  E .  H . .  railroad  plans 665 

Harriman  investigation,  reference  to,  Max  Thelen 549 

Harris,  Albert  H.  (general  counsel,  New  York  Central  lines),  member  of  law 

committee 412 

Harrison,  Fairfax  (president  of  Southern  Railroad),  reference  to,  J.  T.  Robin- 
son   223 

Harrison,  Thomas  B.  (Adams  and  American  Express  Cos.),  testimony 36-38 

Hathaway,  Amos  L.  (Boston  Chamber  of  Commerce),  favors  Federal  regula- 
tion of  railroads 15 

Hauls  of  railroads: 

Average,  S.  W.  Brookhart 602,  604 

Back-haul  charges — 

W.  M .  Gardiner 1503 

Seth  Mann 1694 

In  Texas,  A.  P.  Thorn 340 

Long  and  short — 

Seth  .Mann 1659-1660 

S.  J.  Wetrick 1802-1803, 1805 

Headlight  laws,  results  of,  Julius  Kruttschnitt 893,  895, 1021-1022 

Heinemann,  C.  B.  (National  Live-Stock  Exchange),  remarks  relative  to  ap- 
pearance    24 

Henderson,  J.  H.  (Des  Moines,  Iowa),  mentioned  as  witness 20 

Henderson,  Scott  Z.  (Public  Service  Commission  of  Washington),  remarks 

relative  to  hearings 26 

Hepburn  bill,  references  to: 

S.  H.  Cowan 630 

F.  G.  Newlands 170 

Hill.  F.  M.  (Fresno  Traffic  Association),  testimony 1363 

Hill,  James  J.: 

Enterprise  in  development,  S.  H.  Cowan 633 

Need  of  double-track  system,  Seth  Mann 1676 

Hines,  Walter  D.,  member  committee  of  executives 759 

Hoke  &  Economides  v.  United  States,  opinion,  Mr.  Justice  McKenna 455,  456 

Holden.  Hale  (president,  Chicago,  Burlington  &  Quincy  Railroad),  member 

of  railroad  executives'  committee 28 

Holding  companies: 

Dangerous,  Max  Thelen 1411, 1412 

Issuance  of  securities  by,  Max  Thelen 1412 

Requirements  under  national  law,  A.  P.  Thorn 175 

Holland: 

Capitalists,  W.  M.  Acworth 1105 

Railroads — 

.Competition.  W.  M.  Acworth 1115, 1116 

Ownership,  W.  M.  Acworth. 1227-1228 

Houghton.  F.  B.,  letter  relative  to  terminal  costs,  etc 1099 

Hours  of  service,  reduction  in,  Max  Thelen 1428 
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House.  Francis  E.  (Commercial  Club,  Kansas  City,  Mo.),  remarks  relative  to       Page. 

appearance 17 

Houston-Galveston  differential,  reference  to,  Julius  Kruttschnitt 928, 930 

Hughes,  Justice,  Minnesota  rate  cases,  opinion 464,  613 

Hunt,  Justice,  taxation  of  railroads,  opinion 451,  452 


Idaho,  rates,  excessive,  S.  H.  Cowan 626,  628 

Income  of  railroads: 

Increase  in.  F.  G.  Newlands 271 

Net .  S.  W.  Brookhart : 2201 

Nel  incomes  reported  from  railway  operations,  A.  P.  Thorn.  .  . .  372,  379,  385,  386 
See  also  Dividends. 

Income  tax,  basis  for,  Julius  Kruttschnitt 912-913 

Incorporation  of  railroads.     See  National  incorporation  of  railroads. 
India: 

Railroads — 

Condition  of.  W.  M.  Acworth 1124 

Ownership,  W.  M.  Acworth 1226 

Rates,  W.  M.  Acworth 1128 

Industrial  Traffic  League.     See  Texas. 

Inland  Waterway  Commission,  appointment  and  purpose,  F.  G.  Newlands..  517-518 

Inland  Waterway  Commission  bill,  introduced  by  F.  G.  Newlands. .  490-491,  510-511 

Inland  waterway  fund,  provisions  for,  F.  G.  Newlands 494-495,  522 

Inland  waterways: 

Constitutional  powers  relative  to,  F.  G.  Newlands 496-498 

Legislative  requirements,  F.  G.  Newlands 521-522 

Power  of  President,  F.  G.  Newlands 508,  510,  522 

Speech  of  F.  G.  Newlands 489-490 

Testimony  of  F.  G.  Newlands  relative  to 491-516 

Use  and  development,  F.  G.  Newlands 517-526 

See  also  American  waterways. 
Insurance.     See  Accident  and  insurance  fund;  Railroad  employees. 

Intercolonial  Railway,  Canada,  W.  M.  Acworth 1150 

Intercorporate  ownership,  W.  Z.  Ripley 125-126 

Intermountain  territory,  transportation  methods,  Percy  Powell 1717 

See  also  Rates,  railroad. 

International  &  Great  Northern  Railway 2002-2007 

Interstate  and  Foreign  Commerce,  Joint  Committee  on,  purposes  of 225, 

226,  227,  228,  229 
Interstate  commerce: 

Conducted  over  railroads,  M.  P.  Knowlton 1063 

Creation  of  a  machine,  F.  G.  Newlands 250,  251,  252 

Intrastate  traffic  affected  by — 

R.  S.  Lovett 716 

A.  P.  Thorn 350-351 

Minnesota,  C.  E.  Elmquist 2244-2245 

Nationalization  of  facilities,  E.  O.  Edgerton 1438, 1439 

Regulation  of,  powers  of  Congress — 

W.  C.  Adamson 184, 185 

M.  P.  Knowlton 1054, 1059 

A.  P.  Thorn 184, 185 

Taxation  by  the  States,  A.  P.  Thorn ■ 93-94,  96 

Versus  intrastate  commerce,  M.  P.  Knowlton 1050, 1051 

Views  of  F.  G.  Newlands 156 

Interstate  Commerce  Commission: 

Advantages  of  State  commissions  over,  J.  B.  Mills 2237-2238 

American  Railway  Association,  cooperation  with,  Julius  Kruttschnitt .  1032, 1033 

Appeals  to,  Percy  Powell 1720, 1721, 1722 

Car  shortage  shown  by,  S.  H.  Cowan 625,  626 

Charter  from,  necessary  for  Federal  incorporation,  A.  P.  Thom 326,  327 

Classification  of  expenses,  R.  S.  Lovett 781 

Comparison  with  State  commissions,  C.  E.  Elmquist 2242-2244, 1246-2249 

Decisions  of — 

W.  N.  Gardiner 1586, 1590, 1591, 1592, 1603 

Seth  Mann 1661-1667, 1668 

S.  J.  Wetrick 1801, 1802 
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Interstate  Commerce  Commission — Continued.  Pa?e- 

Effect  of  method  employed  in  removal  of  discrimination,  J.  F.  Shaugh- 

nessy " 2275-2283 

Extension  of  powers  advisable,  A.  P.  Ramstedt 613,  614 

Gross  and  net  earnings,  table 815 

Jurisdiction  of.  J.  L.  Bristow 2378,  2379,  2384 

Louisville  &  Nashville  Railroad,  investigated  by 221 

Membership,  increase  in — 

W.  C.  Adamson 1886-1890 

Julius  Kruttschnitt 899,  900 

Net  incomes  reported  to.  from  railway  operations,  A.  P.  Thorn. .  372,  379,  385,  386 
Powers  and  duties  of — 

W.  C.  Adamson 1884 

H.  F.  Bartine 1767-1768, 1787-1788 

S.  H.  Cowan 22-23,  622 

W.  M.  <  iardiner 1568-1569, 1570, 1571, 1572-1575, 1576, 1586 

R.  S.  Lovett 658,  673,  674,  694,  695 

A.  P.  Thorn 104-111,  207,  355 

Property  investment  account,  table.  R.  S.  Lovett 659,  660 

Rate  regulation — 

S.  IT.  Cowan 648 

F.  G.  Newlands 130, 131, 170,  252,  253,  269,  283,  294 

R.  S.  Lovett 716,  717 

A.  P.  Thorn 106-110, 188,  232-234,  373-377,  387 

Rates — 

Adjustment  of — 

R.  S.  Lovett 748 

H.  M.  Wade 1645-1647, 1651, 1652 

Control  of,  R.  S.  Lovett 717 

Fixing  of — 

F.  G.  Newlands 131, 170 

Max  Thelen 1421 

Increasing  of.  E.  P.  E.  Trov 1613, 1614, 1615 

Suspension  of,  A.  P.  Thorn*. 108-109 

Receiverships.  .Max  Thelen 1415, 1416, 1417, 1418 

Regional  commissioners  aid  to,  A.  P.  Thorn 210,  211,  407,  408 

Reorganization,  A.  P.  Thorn 104-105,  208,  209,  353,  354 

Securities — 

Control  of.  Julius  Kruttschnitt 1003 

Issuance  of,  R.  S.  Lovett 810 

Subject  to  Congress.  A.  P.  Thorn 389,  390 

Valuation  of  railroad  properties — 

J.  L.  Bristow 2248,  2395 

F.  G.  Newlands 253,  254 

E.  P.  Troy 1496, 1497 

Versus  State  commissions — 

J.  L.  Bristow 2325-2326,  2329,  2331,  2338-2343 

S.  H.  Cowan 647 

R.  S.  Lovett 691 

Work  of,  remarks  on,  Julius  Kruttschnitt 899-900,  950 

Interstate  commerce  law.     See  Fourth  section  clause. 
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Rates — 
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McClure,  Dr.  S.  W.  (National  Wool  Growers'  Association),  mentioned  as 

witness 20 

McCrea,  William  S.  (Spokane  Chamber  of  Commerce): 

Testimony 182(3-1838 

Car  shortage 1835-1836 

Freight-rate  problem 1827 

Rates — 

Carload  commodity,  tables ■ 1830-1834 

Discriminating 1828, 1835 

Inland  versus  coast 1827 

Long-and-short  haul 1826, 1827, 1828, 1837 

Per  hundredweight,  table 1830 

Terminal 1835-1848 

McCullough  v.  Marvland : 

Opinion,  Chief  Justice  Marshall 136, 137, 140,  263,  441, 1051, 1052 

Reference  to,  F.  G.  Newlands 278-279 

McFall,  Robert  J.,  problem  of  terminal  rates  (from  Utilities  Magazine) 1078-1085 

McKenna,  Justice,  police  regulations,  opinion 455, 456 

MacKinnon,    F.    B.    (United   States   Independent  Telephone  Association, 

Washington,  D.  C),  statement  relative  to  testimony 35 

Macon  &  Birmingham  Railway 2007-2009 

Mail: 

Carrying  of,  by  railroads,  W.  M.  Acworth 1210 

Transportation  facilities  for,  Max  Thelen 1374-1377 

United  States,  rates  for,  A.  P.  Thorn 109 
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Mann,  Seth  (San  Francisco  Chamber  of  Commerce):  pa?e- 

Testimony 1659-1716 

Back-haul  charges 1694 

California  State  Railroad  Commission,  work  of 1678, 1680 

Car  shortage 1676 

Federal  control  of  State  roads 1680, 1681 

Federal  incorporation  of  railroads 1678-1 680,  L681 

Fourth-section  amendment,  effect  of 1688,  1689, 1690, 1692 

Hauls,  long-and-short 1659-1660 

Interstate  Commerce  ( Jojnmission,  decisions 1661-1667, 1668 

Panama  Canal,  transportation  through 1683-1684, 1692. 1 694 

Rat^s — 

Discriminating L660 

Europ?an  war,  effect  on 1668 

Government  ownership,  effect  on 1709 

Horizontal  increase,  opposed  to . .  .• 1693 

Intermountain  region 1671-1672 

Regulation ' 1681-1683 

Remarks 1878 

State  commissions,  effect  of 1 695-1696 

Tonnage,  method  of  determining 1702-1705 

Transcontinental  carriers 1676, 1684, 1688 

Water  versus  railroad  competition 1660-]  661, 1668, 1 671 , 

1673-1677, 1684, 1685, 1687, 1707-1708, 1711-1712, 1713, 1714-1715 
Markham,  C.  H.  (Illinois  Central  Railroad),  member  of  railroad  executives' 

committee 28 

Marsh,  Benjamin  C.  (committee  on  real  preparedness),  favors  Government 

ownership  and  operation  of  railroads 18 

Marshall,  Chi ?f  Justice: 

Fe  d  ral  Government,  right  to  create  a  corporation 441 

McCullough  v.  Maryland,  opinion 136, 137, 140,  2G3, 441, 1051, 1052 

National  Government  cemented  by,  Clifford  Thorne 459, 463 

Massachusetts  Public  Utiliti  s  Commission,  denies  right  of  New  Have  n  Road 

to  issue  s°curiti^s,  J.  J.  Esch 403 

Mediation  and  Conciliation  Board.     See  United  States. 

Mercer,  J.  H.  (secretary  Kansas  Live  Stock  Association),  mentioned  as  witness.  20 

Merchants'  Association  of  New  York.     See  New  York. 

Mergers: 

Necessity  for,  F.  G.  Newlands 524-525 

State  corporations,  F.  G.  Newlands 279,  291-293 

Mexico,  railroad  system,  J.  L.  Bristow _ 2364 

Meyer  (Interstate  Commerce  Commission),  indorses  Prussian  system  of  rail- 
roads           1156 

Mileage,  railroad: 

Construction  in  California,  Max  Thelen 539-540, 555 

Erjual  rates,  W.  M.  Acwcrth 1198 

Increase  in,  chart,  Julius  Kruttschnitt 922 

New  York  Central,  A.  P.  Thorn 93-94 

Mills,  Judge  Ira  B.  (chairman,  Minnesota  Railroad  and  Warehouse  Commis- 
sion): 

Testimony 2231-2242 

Coal  situation  in  Northwest 2235 

Distance  tariff ..-. 2232 

Interstate  Commerce  Commission  versus  State  commissions 2237-2236 

Minnesota  Railroad  and  Warehouse  Commission,  jurisdiction 2231-2238 

Refrigerator  cars 2235-2237 

Value  of  tribunal  npar  to  home  of  shippers 2234-2238 

Milton,  Smith  (Louisville,  Ky.),  mentioned  as  witness 24 

Minneapolis  &  St.  Paul  Railroad,  valuation,  J.  L.  Bristow 2368-2369 

Minnesota: 

Interstate  and  intrastate  commerce,  C.  E.  Elmquist 2244-2245 

Long-and-short  haul,  I.  B.  Mills 2239 

Railroad  property,  valuation,  LB.  Mills 2238,  2240 

Railroad  rates,  I.  B.  Mills 2232-2235 
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Minnesota  Railroad  and  Warehouse  Commission : 

Jurisdiction  and  history —  _  „    *ge- 

C.  E.  Elmquist..: 2242-2252 

I.  B.  Mills    2231-2238,  2239 

Judge  Sanborn 458, 464 

Minnesota  rate  ease :  „  „„„„  n^4  „„_ 

Claims  under,  I.  B.  Mills 2233-2334,  2238 

Opinion,  Justice  Hughes 464,  613 

References  to — 

S.  W.  Brookhart 593,  603 

R.  S.  Lovett 718 

A.  P.  Thorn 323 

Clifford  Thorne 458, 459 

Mississippi  River,  low  rates,  Percy  Powell 1  "29 

Missouri  bond  issue,  tax  on,  R.  S.  Lovett 801 

Missouri,  Kansas  &  Texas  Railroad 2009-2014 

Financing  of,  Max  Thelen . 579-580 

Net  operating  revenue,  J.  L.  Bristow 2398 

Missouri,  Oklahoma  &  Gulf  Railway 2028-2031 

Missouri  Pacific  Railroad : 

Financial  condition  and  reorganization,  J.  L.  Bristow 2323-2324,  2326,  2327 

Net  operating  revenue,  J.  L.  Bristow 2398 

Rates,  J.  L.  Bristow 2352 

Missouri  Pacific — Iron  Mountain  Railway  system 2014-2028 

Mobilization: 

Importance  of  railroads,  Julius  Kruttschnitt 932-936 

Preparations  for — 

Julius  Kruttschnitt 1022, 1025, 1035-1036 

A.  P.  Thorn 1042 

Montreal  Gazette,  reference  to 1150 

Muir,  John  (chairman,  Railways  Investigators'  League): 

Address ' 777,  778 

Safeguarding  railway  securities 224,  229,  230 

Munn  v.  State  of  Illinois,  references  to: 

J.  J.  Esch 401 

A.  P.  Thorn 400, 401 

Munsey  Magazine,  attack  on  State  railroad  commissions 2396-2398 

Myrick,  N.  Sumner  ("  Amster  committee"),  remarks  relative  to  appearance. .  25 

N. 

Nails,  rates  on,  W.  M.  Gardiner 1504 

National  Association  of  Railway  Commissioners: 

List  of  members 1392 

Purposes  of,  Max  Thelen 421 

Report  on  national  incorporation  of  railroads 102 

National  banks,  dividends,  Julius  Kruttschnitt 891 

National  City  Bank  and  Guaranty  Trust  Co.  of  New  York,  mentioned,  Max 

Thelen 436 

National  Continental  Railway,  W.  M.  Acworth 1150-1151 

National  corporations.     See  Corporations. 

National    defense,    power   of    Government   to    control    railroads    for,    Max 

Thelen . 1370, 1376 

National  incorporation  of  railroads : 
Arguments  in  favor  of— 

R.  S.  Lovett 687-690,  691,  692,  693,  695,  696 

A.  P.  Thorn 98-103 

Article  in  Utilities  Magazine,  by  Max  Thelen 1085-1094 

As  affecting  State  regulation — 

R.  S.  Lovett 739,  740,  741,  742,  743 

Max  Thelen 439-440, 441, 442, 1365 

Boston  Chamber  of  Commerce  favorable  to,  A.  L.  Hathaway 15 

Charters,  R.  S.  Lovett " 747 

Danger  of  litigation,  Max  Thelen * ........ .V..  453-454 

Dangerous,  W.  C.  Adamson 1882 

Extracts  of  speech,  etc.,  F.  G.  Newlands 117-165, 523 
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National  incorporation  of  railroads — Continued. 

Favorable  to—  PaSe- 

M.  Clemenceau 1117, 1118, 1119 

Julius  Kruttsehnitt 1005 

A.  P.  Ramstedt 615 

Importance  to  public  interests,  F.  G.  Newlands 31 

Italy,  W.  M.  Acworth 1111-1112, 1113, 1114, 1116 

Legal  power.  Max  Thelen -  529 

Legitimate  exercise  by  Congress  of  power  to  regulate  commerce,  A.  P. 

Thorn. .' 173 

Necessity  for,  Max  Thelen 532: 

Opposed  to — 

S.  H.  Cowan 618,  620 

Max  Thelen 1369 

E.  P.  E.  Troy 1495, 1496 

Plan  for — 

E.  0.  Edgerton 1442, 1443 

M.  P.  Knowlton 1055, 1059,  1062 

Max  Thelen 442,  529-532, 1394 

A.  P.  Thorn 206,  207 

Proper  system  of  regulating  commerce,  A.  P.  Thorn 206 

Provisions  of  act  for 144-146 

Relation  to  Government  ownership,  A.  P.  Thorn 180 

Remarks,  C.  D.  Jackson 2168 

Report  on  necessity  for,  A.  P.  Thorn 102 

Requires  charter  from  Interstate  Commerce  Commission,  A.  P.  Thorn...  326,  327 

Suggestions  for.  F.  G.  Newlands 288-290 

Uniform  svstem  necessary,  R.  S.  Lovett 747 

Unnecessary,  W.  C.  Adamson 1882, 1885 

Views  of — 

Seth  Mann 1678-1680, 1681 

Max  Thelen 440-449 

Views  of  railroad  men,  A.  P.  Thorn 169-171 

National  Live  Stock  Shippers'  Protective  League,  resolutions  adopted. .  618-619,  620 
National  ownership.     See  Government  ownership. 

National  power  over  corporations,  relative  to  power  of  States,  F.  G.  Newlands.  514-515 
National  remedies  added  to  State  remedies,  W.  J.  Bryan...  472,  475,  479,  482,  484,  485 

Navigable  streams,  development,  W.  C.  Adamson 1885 

Navigation  lines,  views  of  F.  G.  Newlands 157 

Nebraska  case  of  1897.    See  Smvthe  v.  Ames  case. 

Net  earnings,  R.  S.  Lovett 815,  816 

Nevada  rates: 

W.  M.  Gardiner 1502-1511, 1568-1604 

J.  F.  Shaughnessy 2252-2254 

"New  England  investigation,"  references  to,  Max  Thelen 557 

New  Haven  Railroad.     See  New  York,  New  Haven  &  Hartford  Railroad. 

New  Mexico  Central  Railroad 2040-2041 

New  Orleans,  Mobile  &  Chicago  Railroad 2031-2035 

New  Orleans,  Texas  &  Mexico  Railroad 2035-2040 

Reference  to,  W.  C.  Adamson 205 

New  South  Wales,  railroads,  ownership,  W.  M.  Acworth 2141-2142 

New  York  Central  Railroad : 

Bond  issue,  R.  S.  Lovett 801 

Mileage,  A.  P.  Thorn 93-94 

Taxation.  Julius  Kruttsehnitt 894 

New  York.  Merchants'  Association  of : 

Favors  Government  control  of  operation  of  railroads.  F.  B.  De  Berard. . .  16 

Opposes  Government  ownership  and  operation  of  public  utilities,  F.  B. 

De  Berard 16 

New  York.  New  Haven  &  Hartford  Railroad  Co.: 

Control  of  Boston  &  Maine,  M.  P.  Knowlton 1057-1058 

Credit,  causes  of  impairment,  A.  P.  Thorn 218.  219 

Investigation  of,  Max  Thelen 557-560 

Securities — 

J.  J.  Esch 102-403 

Julius  Kruttsehnitt 894 

A.  P.  Thorn 80 

Stocks  and  bonds,  M.  P.  Knowlton 1047 
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Page. 

New  York  Times,  quotation  relative  to  dividends 423 

New  Zealand,  railroads  of.  W.  M.  Acworth 1114 

Newlands,  Hon.  Francis  G.  (chairman,  Joint  Committee  on  Interstate  and 
Foreign  Commerce) : 

Accident  and  insurance  fund __       269 

American  waterways,  use  and  development 517-526 

Automatic  adjustment  versus  commission  adjustment 255,  256 

Bill  to  create  commission  to  consider  incorporation  of  common  carriers,  etc  -  133 

Capitalization  of  railroads 124, 132, 149-152, 154, 155, 159, 161,  270 

Comity  of  the  States  to  the  Nation 282,  283 

Commerce,  regulation  by  State  and  Nation 516 

Commerce  Court. 156. 159 

Complexity  of  existing  conditions 272,  273 

Congress — 

Constitutional  powers 250 

Powers  relative  to  waterways 507,  508,  509,  510 

Corporations,  national — 

Absorption  of  State  roads  by 274,  275,  276,  277 

Suggestions  for 288,  290 

Corporations,  power  of  Nation  and  State  over 514-515 

Corporations,  State,  merging  of 279,  291-293,  514-515 

Dividends,  payment  of 164 

Federal  courts,  right  to  carry  cases  to 143-144 

Flood  prevention 499 

Fi  nest  conservation 499-500 

Government  ownership,  arguments  for 131-133, 147, 153,  270,  307-308 

Government  regulation  and  rights  relative  to  water  power 503-510 

Increase  in  income  of  railroads 271 

Inland  Waterway  Commission,  appointment  and  purpose  of 517-518 

Inland  Waterway  Commission  bill 490-491,  510-511 

Inland  waterway  fund 49-1-495,  522 

Inland  waterways — 

Constitutional  powers  relative  to 496-498 

Speech  on 489-490 

Testimony  on 491-516 

Use  and  development  of 517-526 

Intercorporate  holdings 273,  274 

Interrogation  of — 

H .  F .  J  iartine 1770, 1789-1796 

L.  R.  Bishop 1 363 

G.  J .  Bradley 1363. 1857 

J.  L.  Bristow. ...  2317-2318,  232 1  -2323,  233 I.  2337  2338,  2342,  2345.  2346,  2350. 
2357.  2358,  2:5(15.  2367,  237  t  2381,2398,  2399,  2401,  2402.  2409 

S.  W.  Brookhart 593,  607,  608,  2203.  2205,  2211,2214,  2215-2219.  2221 

W.  J.  Bryan 457,  473.  476,  477.  479-488 

E.  O.  Edgerton L384,  1430.1441-1447 

C.  E.  Elmquist 2245-2246.  2249-2251 

W.  M.  Gardiner L502   1501.  1 574, 1587-1589 

F.  P.  Gresjson 1363, 1839 

F.  M.  Hill 1363 

Isadore  Jacobs 1868. 1870-1871 

F.  A.  Jones 1362, 1483.  1484, 1490, 1491-1495 

J.  A.  Keller 1877, 1878 

R.  S.  Lovett 655-657.  669,  671.  677.  679.  700-715,  717-729 

W.  S.  McCarthy 1363. 1384, 1621-1627,  1628, 1635  1644-1645 

S.  M.  McCrea 1835-1S3S 

Seth  Mann 1363, 1683-1688 

I.  B.  Mills 2233 

Percv  Powell 1716,  1726-1728, 1736, 1740-1743 

J.  F.  Shaughnessy 2273.  2283.  2291.  2297-2299 

J.  C.  Sommers ' 1363 

Max  Thelen.  .    423,  424,  436,  446,  456,  526.  527,  539,  540,  543,  549,  554,  555. 1392- 

1413,  1420 

A .  P.  Thorn 31,  54.  91,  92, 103, 165-171. 174-175, 177-184.  31 1,  419.  420 

E.  P.  E.  Troy 1364,  1495.  lc02 

H.  M.  Wade 1645-1653 

S.  J.  Wetrick 1818. 1825 


INDEX  TO   APPENDIX.  XXXV 

Newlands,  Hon.  Francis  G. — Continued.  Pase- 

Interstate  Commerce  Commission,  rate  regulation  by 130, 131, 

170,  252,  253, 269,  283,  294 

Member  of  committee 4 

Mergers,  necessity  for 524-525 

Merging  of  State  corporations 279,  291-293,  514-515 

National  construction  of  railroads 271,  272 

National  incorporation  of  railroads 31, 117-165,  523 

National  transportation  line 271 

Politics,  influence  on  railroads 127, 258,  259,  260 

President's  power  over  waterways,  etc 508,  510,  522 

Railroad  employees,  insurance  and  pensions  for 131, 155, 163-164 

Railroads,  economical  development  of 657 

Railway  system,  breaking  down  of 512-513 

Rate  regulation,  provisions  for 147 

Rates — 

Fixing  of 269 

Rise  in 126 

"Regulate,"  meaning  of 134 

Remarks 2139, 

2140-2141, 2142,  2346,  2350,  2351,  2363,  2374,  2375,  2378,  2393,  2398,  2402 

Remarks  relative  to  witnesses 14, 15, 16, 17,  21,  25,  26,  27,  34,  35,  37-38,  39,  91, 

92, 117,  225,  350, 419, 420, 489,  526,  554,  555,  563 

San  Francisco  meeting 1361 

Scope  of  investigation 10-13 

Southern  systems,  incorporation  of 280,  281,  284, 288 

Speculative  element  in  railroad  building 256,  257 

Speech  in  United  StatesSenate,  April,  1906 249-307,  308 

State  commerce,  regulation 143 

State  lines  to  be  disregarded 120 

State  police t ,-  283,  284,  299 

State's  rights  relative  to  water  power 503,  504,  505 

Stocks  and  bonds — 

Approval  of  issues 128-129 

Taxation 177 

Swamp  lands,  reclamation  of 500-502 

Taxation — 

By  States 130, 135, 155,  293, 294 

National  instrumentalities 134-141 

State  relief  for 277,  278,  279 

System  of 257,  258, 260-2C9 

Uniform,  advantages  of 281,  282 

Valuation — 

Bv  Interstate  Commerce  Commission 253,  254 

Interest  on - 254,  255 

Water  transportation,  coordination  with  rail  transportation 513-514,  525,  657 

Waterways  systems,  map  of 657 

Newlands  Act,  provisions  of,  Julius  Kruttschnitt 939 

Newlands  railroad  investigation,  article  in  Utilities  Magazine,  by  Max  Thelen.       1069- 

1078 
Niles,  Edward  C.  (chairman,  Public  Service  Commission  of  New  Hamp- 
shire, vice  president  of  National  Association  of  Railway  Commis- 
sioners)   14, 421, 1392 

Norfolk  &  Western  Railroad: 

Incorporated  in  Virginia,  A .  P.  Thorn 172 

Statement  concerning,  in  Financial  Age,  Max  Thelen 436 

North  Carolina  electric  railways,  development  of,  A.  P.  Thom 417 

North  Dakota  Coal  Case,  reference  to,  A.  P.  Thom 323 

Northern  Pacific  Railroad  Co.: 

Income  available  for  dividends,  Max  Thelen 423 

Incorporation  of.  Max  Thelen _      441 

Northern  Securities  Case,  opinion,  Chief  Justice  White 1052, 1053 

Northwest,  coal  situation,  1 .  1!.  Mills 2235 

Norton,  Professor,  exhibits,  financial  conditions  of  railroads 2315-2318,  2320 

Noyes,  Judge  Walter  C.  (general  counsel,  Delaware  &  Hudson  Railroad), 

member  of  law  committee 412 
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Public  utilities:  Page. 

Financing  of,  A.  P.  Thorn 377, 378 

Government  ownership — 

E.  O.  Edgerton 1434 

Max  Thelen 1388 

E.  P.  E.  Troy 1606-1607 

Governmental  supervision,  W.  S.  McCarthy 1622 

Merchants'  Association  of  New  York  opposes  Government  ownership  of, 

F.  B.  De  Berard 16 

Reports,  R.  S.  Lovett 696,  697 

State  regulation,  Max  Thelen 1400 

Taxation  affecting,  Max  Thelen 1385, 1386, 1387, 1389 

Wisconsin,  C.  D.  Jackson 2156-2157 

Puget  Sound  Railroad,  investigation  of  accounts,  Max  Thelen 560 

R. 

Railroad  Company  v.  Peniston,  opinions: 

Chief  Justice  Strong 137, 138,  264-265 

Justice  Bradley 138,  265-266 

Justice  Field 138,  265-266 

Justice  Swayne 138,  265 

Railroad  employees: 

Adjustment  of  disputes — 

R.  S.  Lovett 727,  728,  729 

A.  P.  Ramstedt 616 

Insurance  and  pensions — 

R.  S.  Lovett 724,  725,  726,  727,  850 

F.  G.  Newlands 131, 155, 163-164 

Salaries,  S.  W.  Brookhart 597-598 

"  Railroad  finance  "  (extract),  by  Cleveland  and  Powell 52-53 

Railroad  officials,  salaries: 

S.  W.  Brookhart 597-598 

A.  P.  Thorn 361,  362 

Railroad  passes,  free.  W.  C.  Adamson 1880 

Railroad  rates.     See  Rates. 
Railroad  regulation: 

Brief  formulated  by  Philadelphia  Bourse,  G.  E.  Bartol 16 

Deficiencies  in,  Julius  Kruttschnitt 927-930 

Federal,  R.  S.  Lovett 737 

President  Wilson's  message 3 

State— 

M.  P.  Knowlton 1063, 1068 

R.  S.  Lovett 738 

Uniform  system  of,  M.  P,  Knowlton 1048 

Views  of — 

W.  M.  Acworth 1163, 1164, 1206, 1207 

C.  E.  Elmquist 2247-2249 

R.  S.  Lovett 755,  757,  762,  787,  788,  789 

Max  Thelen 1378 

A.  P.  Thorn. 54-57,  76-91,  166,  168,  214-216,  333-336 

See  also  Government  regulation  and  control  of  railroads;  National  incor- 
poration of  railroads;  State  regulation. 
Railroad  systems: 

Breaking  down  of,  F.  G.  Newlands 512-513 

Union  of,  A.  P.  Thorn 169-170 

Railroads: 

Advertising,  E.  P.  Troy 1498-1499 

Argentina,  development  in,  W.  M.  Acworth 1122 

Australia.  State  ownership,  W.  M.  Acworth 1114, 1115 

Austria,  W.  M.  Acworth 1106, 1115 

Belgium,  State  ownership,  W.  M.  Acworth 1105, 1106, 1123 

Borrowing  power  of  Government,  effect  on,  Max  Thelen 1427 

Building  conditions,  A.  P.  Thorn 369,  370 

Bulgaria,  ownership  in,  W.  M.  Acworth 1105 

California,  construction  in,  Max  Thelen 1409, 1410 

Canada,  E.  L.  Hamilton 416 
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Railroads — Continued.  Pase- 

Changes  in  system  needed,  J.  L.  Bristow 235] -2354 

Clark.  W.  A*,  ownership  by,  R.  S.  Lovett 656,  657 

Compensation  for  service,  E.  O.  Edgerton 1435 

Competition — 

S.  W.  Brookhart 505 

A.  B.  Cummins 303 

R.  S.  Lovett 837,  84f>,  847,  854 

A.  P.  Thorn 109-110,  393 

See  also  Water  transportation  versus  rail. 

Conditions  exaggerated,  W.  C.  Adamson 1879 

Congestion.  W.  M.  Acworth 1166, 1167 

Consolidation  of — 

W.  M.  Acworth 1182, 1191, 1192, 1195 

C.  W.  Adamson 193, 194 

R.  S.  Lovett 751,  752,  753,  754,  758,  767,  768 

A.  P.  Thorn 193, 194 

Construction,  arrested  development  in,  R.  S.  Lovett 793 

Construction  facilities,  S.  H.  Cowan 635,  fi^fi 

Constructive  work  necessary,  Max  Thelen 1421, 1422 

Control  of — 

W.  M.  Acworth 1161, 11R2 

A.  P.  Thorn 167 

Debentures,  R.  S.  Lovett 802 

Democratic  principles  of  operating,  W.  C.  Adamson 657 

Derelict  in  supplying  equipment,  etc.,  Max  Thelen 422 

Duplication  of  facilities.  Max  Thelen 1378, 1420, 1421 

Earnings,  net,  S.  W.  Brookhart 2197-2198 

Earnings  and  operating  expenses,  chart,  Julius  Kruttschnitt 907 

Economical  development  of,  F.  G.  Newlands 656 

Empty  cars,  Percy  Powell 1740 

England,  ownership  in,  W.  M.  Acworth 1165 

England  and  nationalization,  W.  M.  Acworth 1122 

England's  war  policy,  W.  M.  Acworth 1208, 1209 

European  war,  effect  on — 

\V.  M.  Acworth 1109, 1165, 1166 

W.  M.  Gardiner 1507 

R.  S.  Lovett 810-814,  816 

Extension  of  facilities,  E.  O.  Edgerton 1444 

Federal  versus  State  regulation,  E,  O.  Edgerton 1 430 

Financial  conditions — 

R.  S.  Lovett 819,  820,  821 

Max  Thelen 422 

Freight  revenue  greater  than  passenger  revenue.  Max  Thelen 1380-1382 

Funds,  expenditure  of,  J.  N.  Gillette 1859-1861 

French  system — 

W.  M.  Acworth 1116, 1119, 1195 

R.  S.  Lovett 856 

Germany — 

W.  M.  Acworth .' .         1106 

S.  W.  Brookhart 599-605 

Government  aided,  R.  S.  Lovett 668 

Gross  and  net  earnings,  R.  S.  Lovett 815,  816 

Gross  receipts,  disposition  of,  chart,  Julius  Kruttschnitt 1914 

Grouping  of — 

E.  O.  Edgerton 1442, 1443 

Max  Thelen 1424, 1426 

Hours  of  service.  Max  Thelen 1428 

Importance  of,  R.  S.  Lovett 698 

Improvements — 

W.  M .  A.worth 1 109 

R.  S.  Lovett 660 

A.  P.  Thorn 371 

Inability  to  meet  present  demands,  J.  L.  Bristow 2405-2407 

Inefficiency  in  operating,  S.  If.  ( !owan 625,  628 

Influence  of  politics — 

W.  M .  Acworth 1137, 1140, 1141 ,  1 1 42 

F.C.N  cwlands 127,  258,  259,  260 

A.  P.  Thorn 220,  221,  222 
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Influence  on  Congress.  W.  J.  Bryan 467,  486 

Investments,  reasonable,  rates  from,  R.  S.  Lovett 783,  784,  785,  786 

Italy,  conditions  in,  W.  M.  Acworth 1106 

Legislation  affecting,  Julius  Kruttschnitt 892-894 

Low  grade,  R.  S.  Lovett 665 

Mail,  free  service  for,  W.  M.  Acworth 1210 

National  construction  of,  F.  G.  Newlands 271,  272 

National  defense.  Max  Thelen 1370, 1376, 1383 

National  federation  of,  A.  P.  Thorn 365 

National  policy.  E.  O.  Edgerton 1432 

Nationalization  of,  W.  M.  Acworth 1148 

New  Zealand,  W.  M.  Acworth 1114 

Organization,  A.  P.  Thorn 165-169 

Ownership,  changes  in,  W.  M.  Acworth 1105, 1106 

Power  of  Government  to  control,  E.  O.  Edgerton 1444, 1445, 1446 

Present  conditions,  causes  of,  Julius  Kruttschnitt 1001-1002 

Private  ownership  of — 

W.  M.  Acworth 1105,1108,1109.1126,1136-1139,1144,1190,1191 

R.  S.  Lovett 857 

•  A.  P.  Thorn 310-311,312,319 

E.  P.  E.  Trov 1605-1606, 1607, 1618 

Problems  of,  R.  S.  Lovett 658,  659 

Profits  of.  E.  P.  E.  Troy 1607-1608, 1612, 1613 

Prosperity  of — 

W.  M.  Acworth 1204, 1205 

R.  S.  Lovett 661,  662 

Max  Thelen 527-528 

Prussian  system,  W.  M.  Acworth 1106-1109, 1125, 1128, 1150-1156 

Public  distrustful  of  management.  A.  P.  Thorn 215,  216,  218 

Public  ownership,  E.  O.  Edgerton 1433 

Receivership  and  reorganization 1937-2138 

Receiverships — 

Julius  Kruttschnitt 892 

R.  S.  Lovett 859-867 

Max  Thelen 1415 

Reorganization,  R.  S.  Lovett 862,  863,  864,  865,  866 

Safety-appliance  laws,  W.  C.  Adamson 1880 

Safety  in  investments,  A.  P.  Thorn 318 

Sanitation  of  trains,  national  regulation,  R.  S.  Lovett 756 

Saxony,  ownership  in,  W.  M.  Acworth 1106 

State  and  private  ownership  compared,  W.  M.  Acworth 1136-1139, 1144 

State  legislation,  effect  on.  A.  P.  Thorn 202,  203 

State  ownership.  W.  M.  Acworth 1103, 1104, 1123 

Successful  and  unsuccessful.  R.  S.  Lovett 770,  771 

Switzerland,  ownership  in,  W.  M.  Acworth 1110, 1111 

Taxation,  exemption  from,  E.  P.  E.  Troy 1499 

Terminal  facilities — 

W.  M.  Acworth 1161 

R.  S.  Lovett 825-827,  828,  829,  830,  831 

'    W.  M.  Acworth 1122 

A.  P.  Thorn 339-341 

Trespassing  on  property  of.  Max  Thelen 1419 

Uncompensated  service,  Max  Thelen 1382 

Unearned  increment  of  land  used  for,  Max  Thelen 1389, 1390 

Unification  of,  E.  O.  Edgerton 1432 

United  States,  W.  M.  Acworth 1122,1125,1126, 

1167-1170, 1181, 1193, 1194, 1198, 1199 

Views  on,  individual,  R.  S.  Lovett 760,  761,  762,  763 

Voting  trust,  R.  S.  Lovett 868,  869 

"Watered  stock,"  necessity  for,  R.  S.  Lovett 685 

See  also  Capitalization;  Corporations;  Credit;  Dividends;  Government 
ownership;  Government  regulation  and  control;  Hauls;  Income  of 
railroads;  National  incorporation  of  railroads:  Revenues;  Securities; 
State  railroads;  State  regulation;  Stocks  and  bonds;  Strikes;  Valua- 
tion of  railroads. 
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Railroads,  finance  and  organization  (extract),  by  William  Z.  Ripley 51-52 

Railway  Age  Gazette: 
References  to — 

S.  W.  Brookhart 585-586,597,000,601,602 

E.  P.  E.  Trov 1495 

Railway  companies  act  of  August,  1867  (English) 2185-2186 

Railway  executives.     See  Advisory  Committee. 

Rail way  m isrule  (extract),  by  E .  D .  Kenna 595 

Railway  taxation  in  Michigan 2401 

Ramstedt,  A.  P.  (Idaho  Public  Utilities  Commission): 

Testimony 612-617 

Charters,  Federal,  necessity  for 616 

Credit,  control  of 614 

Interstate  Commerce  Commission,  extension  of  powers 613,  614 

National  incorporation  of  railroads,  favorable  to 615 

Railroad  employees,  adjustment  of  disputes 616 

Rates — 

Fixing  of 613 

Intrastate,  influence  on  interstate 615,  616 

Reasonable 615 

State  regulation 613 

Securities,  issuance  of 614 

State  regulation  of  railroads 614 

Rate  making: 

Classification  of,  S.  H.  Cowan 637,  638-639,  640,  641,  642 

Dictated  by  commercial  necessities,  R.  S.  Lovett 731,  732,  733 

Effect  on  stocks  and  bonds,  R.  S.  Lovett 751 

Federal  versus  State,  F.  A.  Jones 1489, 1490 

Inefficiency  in  regulation,  S.  H.  Cowan 628,  629,  631,  653 

Rates,  railroad: 
Adjustment — 

W.  M.  Acworth 1205 

R.  S.  Lovett 695,748 

A.  P.  Thorn. . . 107 

H.  M.  Wade 1645-1647, 1651, 1652 

Agricultural  implements,  J.  A.  Keller 1876 

Blanket,  J.  F.  Shaughnessy 2284-2286,  2292,  2298,  2299-2300 

Canned  goods,  Percy  Powell 1731, 1736 

Carload  commodity,  W.  S.  McCrea 1830-1834 

Coast  and  intermediate,  S.  J.  Wetrick 1823-1824 

Coast  trade  plus  the  back  hand,  W.  M.  Gardiner 1503 

Compensatory,  F.  A.  Jones 1478 

Comparison  of  United  States  and  Prussian,  W.  M.  Acworth 1187, 1188 

Competition  in,  R.  S.  Lovett 703 

Confiscatory,  R.  S.  Lovett 731 

"  Courier  freight, ' '  W.  M.  Acworth 1158 

Crockery,  J.  A.  Keller 1877,1878 

Depression  in,  H.  F.  Bartine 1766 

Discriminating — 

H.  F.  Bartine 1779, 1780, 1781, 1782, 1783, 1787, 1789, 1796, 1797 

E.  O  Edgerton 1431, 1435 

W.  M.  Gardiner 1504, 1506, 1509, 1510, 1569, 1577, 1578, 1585, 1591, 1601 

CD.  Jackson 2163-2165,  2166 

F.  A.Jones - 1472,1474 

W.  S.  McCarthy 1623-1624, 1630-1631, 1632, 1633, 1636 

W.  S.  McCrea 1835 

Seth  Mann 1660 

Percy  Powell 1717-1731, 1736, 1738, 1739, 1744-1746, 1748 

S.J.  Wetrick 1807,1820,1822 

Effect  of  war-revenue  tax  on,  Percy  Powell 1728 

Equal  milegae  rates,  W.  M.  Acworth 1198 

Equalizing  of,  S.  J.  Wetrick 1800, 1815, 1616 

European  and  American  competition,  J.  A.  Keller 1877 

Excessive,  development  retarded  by,  S.  H.  Cowan 626 

Federal  control  versus  State  commissioners,  G.  J.  Bradley 1847 

Fifteen  per  cent  advance  rate  case,  J.  L.  Bristow 2347-2349 


XLII  INDEX   TO   APPENDIX. 

Kates,  railroad — Continued. 

Fixing  of—  PaSe- 

Justice  Brewer 448,  449 

R .  S .  Lovett 729 

I.B.Mills 2232-2235 

F.  G.  Newlands 269 

A.  P.  Ramstedt 613 

Max  Thelen 443,  1367, 1368, 1370, 1410, 1421 

A.  P.  Thorn 399 

For  United  States  mail,  A.  P.  Thorn 109 

Freight  and  pass3n<j:er,  Julius  Kruttschnitt 904-905 

German  railroads,  W.  M.  Acworth 1 158,  1159 

Government  regulation  necessary,  Percy  Powell 1737 

Graduated,  J.  A.  Jones 1475, 1476, 1477 

Increase  in — 

H.  F.  Bartine 1795, 1796 

J.  L.  Bristow 2404 

S.  H.  Cowan 623,624,625,628,634,635 

F.  A.  Jones 1483, 1484 

Julius  Kruttschnitt 954, 1012 

R.  S.  Lovett 840 

Seth  Mann 1693 

F.  G.  Newlands 126 

Max  Thelen 1382 

E.  P.  E.Troy 1613,1614,1615 

S.  J.  Wetrick 1800, 1802, 1816-1817 

Inequality  of,  Max  Thelen 1422, 1423, 1424 

Interior,  F.  A.  Jones 1474, 1475, 1476 

Intermediate,  W.  M.  Gardiner 1503 

Intermountain — 

H.  F.  Bartine 1756 

F.  A.  Jones 1469-1470, 1471 

Percy  Powell 1718, 1719 

J.  F.  Shaughnessy 2255,  2258,  2257-2260 

Interstate  and  local — 

J.  L.  Bristow 2338,  2343 

Justice  Harlan 447,  448 

R.  S.  Lovett 670,671,672 

Intrastate — 

J.  L.  Bristow 2338,  2343 

S.  H.  Cowan 621 

R.  S.  Lovett 670-672,  750 

A.  P.  Ramstedt 615,  616 

Max  Thelen 442,  1369 

A.  P.  Thorn 405,  406 

Jobbing  centers  affected,  Percey  Powell 1749, 1750 

Joint,  agreement  upon,  A.  P.  Thom 110-111 

Kansas,'  J.  L.  Bristow 2331-2332,  2338-2343.  2354-2356,  2357,  2368 

Lonc-and-short  haul — 

H.  F.  Bartine 1756,  1762-1763, 

1764, 1765-1766, 1769, 1773, 1776, 1777, 1782, 1783, 1785, 1797 

G.  J.  Bradley 1847-1849, 1851-1852 

W.  S.  McCrea 1826, 1827-1828, 1837 

Percy  Powell 1721, 

1723-1727,  1732-1733, 1734.  1735, 1736, 1739. 1740, 1743, 1744, 1745 

Low,  \V.  M.  Acworth 1168, 1177, 1178 

Lowering  of — 

H.  F.  Bartine 1761 

Percy  Powell 1747 

Max  Thelen 534-535 

A.  P.  Thom 359-360 

S.  J.  Wetrick 1807 

Lumber,  Percy  Powell .. 1731, 1746 

Mileage  basis,  F.  A.  Jones 1475 

Minimum,  protection  to  water  transportation,  A.  P.  Thom 410 
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Nails,  W.  M.  Gardiner 1504 

National  legislation  for,  E.G.  Edgerton 1435-1437, 1440 

Nondiscriminatory,  Max  Thelen 1379, 1380 

Pacific  Coast — 

W.  M.  Gardiner 1506, 1507 

J.  A.  Keller 1873,  1 S74 

W.  S.  McCarthy 1625,  L626  L627 

II.  M.  Wade 1647, 1648, 1652, 1654.  1 655,  1 656,  1657 

S.  J.  Wetrick 1813 

Panama  Canal.  S.  J.  Wetrick 1S02.  1 819 

Passenger.  J.  L.  Bristow 2338,  2341 

Per  hundredweight,  W.  S.  McCrea 1829 

Permanent,  G.  J.  Bradley 1855 

Preferential — 

P.  A.  Jones 1487 

Percy  Powell 1737, 1738 

Power  of  Congress  relative  to — 

Max  Thelen 443,  444,  449,  1367,  1368,  1370 

A.  P.  Thom 230,231 

Proportional.  C.  P.  Jackson 2147,  2148 

Readjustment  of,  F.  A.  Jones 1469 

Reasonable — 

\V.  M.  Acworth 1 129 

W.  C.  Adamson 1880 

S.  H.  Cowan 621,  623,  629-631.  654 

E.G.  Edgerton 1431, 1435 

F.  A.  Jones 1474.  1475 

R.  S.  Lovett 718,  719,  802,  803,  804,  843,  844 

A.  P.  Ramstedt 615 

A.  P.  Thorn 321-325,  375-377,  389-392.  400 

S.  J.  Wetrick 1825 

Regulation  of — 

*"  W.  M.  Acworth 1115, 1197 

J.  L.  Bristow 2376-2377 

R.  S.  Lovett 658,  670,  713 

Seth  Mann 1681-1683 

By  the  States — 

S.  H.  Cowan 629,  630.  631 

A.  P.  Ramstedt 613 

A.  P.  Thom 176, 177, 188. 199,  200.  201 

Clifford  Thorne 459,  462,  463 

Provisions  for,  F.  G.  Newlands 147 

Remunerative — 

F.  F.  Bartine 1757, 1758, 1761 

Percv  Powell 1741 

S.  J. 'Wetrick •. 1804 

Scale  of  distances  in  Wisconsin,  C.  I.  Jackson 2155 

State  and  interstate.  Max  Thelen 443, 1403, 1404 

State  regulation — 

S.  H.  Cowan 649,  650 

F.  A.  Jones 1470 

Structural  iron  and  steel,  S.  J.  Wetrick 1811, 1812 

Suspension  of — 

Julius  Kruttschnitt 953 

A.  P.  Thom 108. 109 

System  of,  reasonably  satisfactory,  Max  Thelen 1407 

Table  of  carload  commodity  rates,  W.  S.  McCrea 1830-1834 

Table  of  rates  per  hundredweight,  W.  S .  McCrea 1830 

Terminal— 

H .  F.  Bartine 1757, 1758, 1761-1762. 1766, 1772, 1773, 1775 

S.  W.  Brookhart 2188 

C.  J » .  Jackson 2180-2183 

W.  S.  McCrea 1835, 1848 

R.  J.  MeFall 1078-1085 

Percv  Powell 1717, 1719 

Max 'Thelen 1389, 1391 

S.  J.  Wetrick 1815 
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Ton-mile,  G.  D.  Jackson 2149-2151 

Transcontinental — 

W-.  M.  Gardiner 1508. 1509, 1589 

F.  A.  Jones 1471 

SethMann 1688 

Max  Thelen 1518-1567 

S.  J.  Wetrick 1798,1811-1812,1819 

Two-cent  passenger  rate.  J.  L.  Bristow 2338-2343 

Uniformity  impossible.  S.  H.  Cowan 654 

Unreasonable.  Percy  Powell 1728, 1729, 1730 

Water  versus  rail — 

W.  M.  Acworth 654 

H.  F.  Bartine 1 753,  1 75  1.  1 755. 1756- 

1757.  1758.  1759.  1761.  1766.  1774.  1787,  1788.  1789,  1792.  1793.  1794.  1796 

E .  O .  Eds;erton 1446 

W  M.  Gardiner 1589, 1593, 1598, 1599, 1600 

Seth  Mann 1660-1661 

1668,  1671.  1673-1677.  1684.  1685.  16S7.  1707-1708,  1711-1712.  1713,  1714 

Percy  Powell 1731-1736, 1737-1740-1741. 1748-1749, 1750 

S.J.  Wetrick 1798-1799.1800- 

1801.  1803,  1807-1809.  1810,  1813,  1815,  1816,  1818.  1821.  1824-1 S25.  1826 

Zone  system,  H.  F.  Bartine 1776.  1777. 1784, 1786 

See  also  Advanced  rates;  Demurrage  rates;  Freight  rates;  Interstate  Com- 
merce Commission;  Water  transportation  versus  rail. 
Rayburn  bill : 

Extracts  from 1916-1918 

Inadequate,  R.  S.  Lovett 673 

Interrogation  relative  to.  W.  C.  Adamson 190 

Meets  all  necessities.  J.  A.  Keller 1884 

Rea,  Samuel  (Pennsylvania  Railroad),  member  of  railroad  executives'  com- 
mittee    28 

Reagan  v.  Mercantile  Trust  Co.: 

Opinion 140,  267 

Reference  to  case  of.  Max  Thelen 442,  447 

Rebates: 

Disadvantages  of — 

W.  J.  Bryan 187 

R.  S.  Lovett S74 

Disappearance  of,  W.  M.  Acworth 1137 

Evils  of,  Julius  Kruttschnitt 925 

Receiverships : 
Remarks  on — 

Julius  Kruttschnitt 892 

Max  Thelen 1414-1418 

Statement  by  Funkhauser _ 1937-2138 

Reconstruction  period,  relation  of  State  and  Nation,  A.  P.  Thorn 189 

Refrigerator  cars,  supply  of,  I.  B.  Mills 2235-2237 

Regional  commissions: 

Adoption  of.  S.  H.  Cowan 647 

Advisability  of,  F.  A.  Jones 1488-1489, 1491 

Distribution  of — 

R.  S.  Lovett 722,  723,  736 

A.  P.  Thorn 183 

Favorable  to,  H.  F.  Bartine 1769, 1770, 1771, 1778 

Functions  of,  A.  P.  Thorn 104, 105-106.  231,  232,  353,  354 

Geographical  divisions  for,  H.  F.  Bartine 1770-1771 

Necessity  of,  R.  S.  Lovett 695 

Not  representative  of  localities,  W.  C.  Adamson 1883 

Number  of — 

J.  L.  Bristow 2377 

Max  Thelen 546-547 

A.  P.  Thorn 83-84, 199,  200 

Plans  for — 

CD.  Jackson 2167 

Max  Thelen 546-548 

A.  P.  Thorn 406,  407,  408 

Views  of,  E.  O.  Edgerton 1441 
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"Regulate,"  meaning  of,  F.  G.  Newlands 134 

Resolutions  relative  to  interstate  commerce  investigations 3-4,  226-228 

Revenues: 

Control  of,  Julius  Kruttschnitt 1013 

Inability  to  promptly  increase,  Julius  Kruttschnitt 899 

Regulation  of,  Julius  Kruttschnitt 895-896 

Rhodesia,  railway  conditions  in,  W.  M.  Acworth 1124 

Ripley,  William  Z.  (professor,  Harvard  University): 

Intercorporate  ownership 125-126 

Railroads,  finance  and  organization  (extract) 51-52 

Rix,  George  E.  (Chamber  of  Commerce,  Lawrence,  Mass.),  remarks  relative 

to  testimony 16-17 

Robinson,  Hon.  Joseph  T.  (Senator  from  Arkansas): 
Interrogation  of — 

W.  M.  Acworth 1104, 1111, 1123, 1124, 1145, 1162-1171 

J.  L.  Bristow 2324,  2325, 2330, 2332 

C.  D.  Jackson 2144 

A.  P.  Thorn 213-235,  351,  352 

Member  of  committee 4 

Remarks  relative  to  witnesses 26,  29,  32,  36,  37, 184 

Rock  Island  Improvement  Co.,  financial  transactions 574 

Roosevelt,  Theodore  (ex-President),  reference  to,  R.  S.  Lovett 807 

Royal  commission  to  inquire  into  railways  and  transportation  in  Canada, 

report : 1263-1360 

Russia,  railroads,  ownership,  W.  M.  Acworth 1226 

S. 

Safety,  legislation  and  provisions  for,  Max  Thelen 454,  455, 1397, 1398 

Safety  appliance  laws,  W.  C.  Adamson 1880 

St.  Louis  &  San  Francisco  Railroad 2057-2076 

Financial  transactions '  570 

Net  operating  revenue,  J.  L.  Bristow 2398 

Reorganization,  S.  H.  Cowan 632 

St.  Louis,  Brownsville  &  Mexico  Railway 632,  634,  2054-2057 

St.  Paul  Railroad.     See  Chicago,  Milwaukee  &  St.  Paul  Railroad. 
Salaries: 

Raibroad  officials  and  employees — 

S.  W.  Brookhart 597-598 

A.  P.  Thorn 361-362 

See  also  Wages. 

San  Antonio,  Uvalde  &  Gulf  Raibroad 2053-2054 

Sanborn,  Judge,  Minnesota  Railroad  and  Warehouse  Commission,  opinion 458-464 

San  Francisco  terminals,  R.  S.  Lovett 828 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of,  Max  Thelen 543 

Santa  Fe  Gulf  Line,  stocks  and  bonds,  R.  S.  Lovett 665 

Santa  Fe  Railroad.     See  Atchison,  Topeka  &  Santa  Fe  Railroad. 

Saxony,  railwavs,  ownership,  W.  M.  Acworth 1106 

Schedule  C.  H.*  F.  Bartine 1760, 1773, 1791 

Schiff ,  Jacob  H 663 

Schumacher,  Prof.,  quoted 1129 

Seaboard  Air  Line  Railway  Co.: 

Bonds  sold,  reference  in  Financial  Age,  Max  Thelen 43 

Incorporated  in  Virginia,  A.  P.  Thorn 172 

Seaports,  free  time  at,  Julius  Kruttschnitt 931 

Securities: 

American,  effect  of  European  war  on,  A.  P.  Thorn 182 

Control  of — 

By  Congress — 

R.  S.  Lovett 745 

A.  P.  Thorn 190, 191, 192 

By  Interstate  Commerce  Commission,  Julius  Kruttschnitt 1003 

Effect  of  railroad  expenses  on,  Julius  Kruttschnitt 915-918 

English  rate  of  interest,  W.  M.  Acworth L127 

Exchange  of,  R.  S.  Lovett 883 

Fluctuations,  A.  P.  Thorn 357 

Investments  in,  not  popular,  A.  P.  Thorn 368,  369 
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Securities — Continued . 

Issuance  of —  Pase- 

Interstate  Commerce  Commission 810 

R.  S.  Lovett 658,  795,  844,  845 

A.  P.  Ramstedt 614 

Max  Thelen 452,  453, 

454,  535, 1391, 1406, 1411, 1412 

Markets  for,  present,  Julius  Kruttschnitt 896-897 

New  York,  New  Haven  &  Hartford  Railroad — 

J.  J.  Esch 402-403 

A.  P.  Thorn : 80 

Owned  by  affiliated  and  other  companies,  tables,  R.  S.  Lovett 871-873 

Regulation  of- — 

By  Congress,  Max  Thelen 452 

By  Government,  A.  P.  Thorn 98-99 

B v  Interstate  Commerce  Commission 2248 

By  State,  R.  S.  Lovett 662,663 

Safeguarding  of,  John  Muir 224, 229,  230 

Value  of,  J.  L.  Bristow 2315-2321 

See  also  Capitalization;  Credit;  Dividends;  Stocks  and  bondB. 
Beddon,  Hon.  James  A.  (special  master  in  chancery);  decision  in  rate  case. .  652 

"Seven  Cases  of  Eckman's  Alternative,"  reference  to,  Max  Thelen 529 

Shaughnessy,  John  F.  (member,  Nevada  Railroad  Commission): 

Testimony 2252-2300 

Fourth-section  clause 2252-2256,  2260 

Intermountain  rates 2255,  2257-2260 

Interstate  Commerce  Commission,  effect  of  method  employed  by,  in 

removal  of  discrimination 2275-2,283 

Long-and-short  haul  rates 2252-2254,  2260-2262,  2270 

Rates,  blanket 2284-2286,  2292, 2298,  2299-2300 

State  jurisdiction 2287 

Steel  equipment 2288,  2289,  2296,  2298,  2299 

Texas  rates 2262-2268, 2269-2270 

Water  versus  rail  competition 2257,  2259,  2270-2275, 2289-2290,  2293-2297 

Sherman  Antitrust  Act: 

Not  beneficial,  A.  P.  Thorn 217 

Views  of,  Max  Thelen 1420, 1421 

Wage  disputes  affected  by,  R.  S.  Lovett 676 

Shortage  in  cars: 

W.  M.  Acworth 1123, 1169,  1170 

S.  H.  Cowan 625,  626 

Max  Thelen 422 

A.  P.  Thorn 78 

Daniel  Willard 308 

Shreveport  case: 
References  to — 

S.  II.  Cowan 21,24 

E.  O.  Edgerton 1439, 1440 

F.  A.  Jones 1470, 1488 

Julius  Kruttschnitt 927,  930 

R.  S .  Lovett 718,  748,  750 

A.  P.  Thorn 83-84, 199,  200 

Sims,  Hon.  Thetus  W.  (Representative  from  Tennessee): 
Interrogation  of — 

W.  M.  Acworth 1102-1104, 1110, 1112-11 1 5, 1118, 1119, 1122, 

1123, 1144, 1166, 1171, 1185, 1201, 1207, 1210 
H.  F.  Bartine 1768>  1785-1789 

G.  J.  Bradley 1854-1856 

J.  L.  Bristow 2316,  2317,  2320, 

2321,  2328,  2331,  2332,  2335,  2339,  2341,  2343,  2344, 
2352,  2353,  2356,  2361-2365,  2398-2401,  2404-2409 

S.  W.  Brookhart 2198,  2203,  2205,  2208-2212,  2214,  2215,  2218 

E.  O.  Edgerton 1437-1439 

C.  Elmquist 2244-2245,  2251 

W.  M.  Gardiner 1504-1511, 1571, 1572, 1573, 1575, 1576, 1594-1598 

J.  N.  Gillette 1861-1863 

C.  D.  Jackson 2152,  2153, 2154,  2166,  2168,  2171-2184 
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[sadore  Jacobs 1871-1872 

K.  A .  Jones 1472-1476, 1485, 1491, 1492 

M.  P.  Knowlton 1047-1056, 1062, 1063, 1064, 1065, 1066, 1067, 1068 

Julius  Kruttschnitt 909,  912,  913,  915,  916  918, 

920,  923-928, 931-933,  935,  938,  941,  943,  944, 
946, 947,  963-999.  1014, 1025, 1042-1044,1046 

R.  S.   Lovett 655.  658, 

669,  671-673,  678,  679,  6S0,  681,  726,  758,  759,  762,  763,  771, 
775,  776-824,  825-839,  841,  842,  849-858,  859,  883,  885,  886 

W.  S.  McCarthy 1633 

Seth  Mann 1689, 1699, 1701 

I .  B.  Mills 2231,  2233,  2234,  2235.  2238-2240 

Percy  Powell 1722, 1724-1726, 1728, 1731-1733, 1748-1750' 

J.  F.  Shaughnessy 2289-2291,  2292-2294,  2296,  2297 

Max  Thelen 527.  582.  1372, 1374,  1375, 1392, 1410,  1417, 1418, 1426, 1427 

A.  P.  Thorn 32,  235-247,  308-347,  414 

S.  J.  Wetrick 1804, 1809-1812, 1815, 1816-1817 

Member  of  committee 4 

Remarks 2139,  2140,  2141,  2142,  2319,  2325,  2343,  2344,  2361, 

2362,  2393,  2400,  2401,  2402-2403,  2404,  2407-2408,  2409 
Sisaon,  Francis  H.  (member  of  railroad  executives'  committee),  reference  to 

A.  P.  Thorn 28 

Sixteen-hour  law,  references  to : 

W.  C.  Adamson 959 

Julius  Kruttschnitt 960 

Sleeping  cars: 

Contracts  for,  Julius  Kruttschnitt 1044 

Receipts  from,  Julius  Kruttschnitt 1045-1046 

Smith,  A.  H.  (New  York  Central  Railroad),  member  of  railroad  executives' 

committee 28 

Smyth  v.  Ames  case: 
References  to — 

J.  J.  Esch : 400,  401 

F.  G.  Newlands 252,  253 

A .  P.  Thorn 401 

Max  Thelen 446 

South  Africa: 

Influence  of  politics,  W.  M.  Acworth 1140, 1141 

Railroads — 

Ownership,  W.  M.  Acworth 1251-1256 

Profitable,  W.  M.  Acworth 1138, 1140 

South  Carolina  electric  railways,  development,  A.  P.  Thom 417 

Southern  Pacific  Railroad 1472, 1493, 1498 

Comparative  prices  of  materials,  chart. .'. 906 

Credit  of,  Julius  Kruttschnitt 965,  966 

Dividends,  Julius  Kruttschnitt 1003-1004 

Financial  Age,  quotes  gross  earnings,  Max  Thelen 437 

Income  available  for  dividends,  Max  Thelen 423 

Incorporation  of,  Max  Thelen 441, 1405 

Influence  of,  E.  P.  E.  Troy 1607-160S,  1617 

Interest  rates,  Julius  Kruttschnitt 890 

Profits  of,  E.  P.  E.  Troy 1607, 1612, 1613 

Prosperity  of,  Max  Thelen 542,  545 

Saving  of,  by  California  Railroad  Commission,  Max  Thelen 540-541 

Separation  from  Central  Pacific  Railroad,  E.  P.  E.  Troy 1611-1612 

Stocks  controlled  by,  Max  Thelen 1405 

Terminals,  R.  S.  Lovett 828 

Southern  Pacific  Sunset  Route 664 

Southern  Pacific  system 665 

Southern  Railway: 

Corporations,  A.  P.  Thorn 172 

Franchise,  A.  P.  Thom 402 

Incorporation  of  systems,  F.  G.  Newlands 284-288 

Interrogation  relative  to,  W.  C.  Adamson 192-193 

Operation  of  system,  A.  P.  Thom 168, 169 

Preferred  stock,  A.  P.  Thom '  223 
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Southern  States,  system  of  railroads  in,  F.  G.  Newlands 280,  281 

Southwestern  tariff  committee,  reference  to,  S.  H.  Cowan 634 

Speculation: 

Elimination  of — 

F.  G.  Newlands 256,  257 

A.  P.  Thorn 952 

In  financing  of  railroads,  Julius  Kruttschnitt 950-953 

Spediteurs,  in  Prussia,  W.  M.  Acworth 1135 

Spencer,  Herbert,  extracts  from 2212-2214 

Spokane,  Wash.,  lists  of  railroads  serving,  Percy  Powell 1716, 1717 

Starke,  James  E.  (Memphis,  Tenn.),  mentioned  as  witness 24 

State  commerce,  regulation  of,  F.  G.  Newlands 143 

State  corporations.     See  Corporations. 

State  government,  functions  of,  Clifford  Thome 461,  462,  463 

State  legislation: 

Effect  on  railroads,  A.  P.  Thorn 202,  203 

Subject  to  repeal,  A.  P.  Thorn 414 

State  ownership  of  railroads: 

Belgium,  W.  M.  Acworth 1105, 1106, 1123 

Comparison  with  private  ownership,  W.  M.  Acw< >rth 1136,  ]  139, 1 144 

History  of,  W.  M.  Acworth 1103, 1114, 1123 

In  Europe,  W.  M.  Acworth 1105 

State  railroad  commissions: 

Activities  of,  R.  S.  Lovett 720 

Advantages  over  Interstate  Commerce  Commission — 

C.  E.  Elmquist 2242-2244,  2246-2249 

I.  B.  Mills 2237-2238 

Attacks  on,  J.  L.  Bristow 2396-2398 

Attitude  of  railroads  toward — 

J.  L.  Bristow 2315,  Z316,  2319-2320 

Max  Thelen 546 

Benefit  of,  S.  H.  Cowan 644,  645-646,  647 

California,  work  in,  Seth  Mann 1678,1680 

Continuance,  necessity  for,  J.  L.  Bristow 2395-2396 

( '( introl  of  local  conditions,  Max  Thelen 1401 

( iriticism  and  work  of,  Max  Thelen 536-539 

Duty  during  and  after  the  war 1927-1936 

Effect  of,  Seih  Mann 1695-1696 

Expense  of,  to  railroads,  Julius  Kruttschnitt 978-979 

Financing  of  railroads — 

Difficulties,  R.  S.  Lovett 664 

Power  relative  to,  R.  S.  Lovett 662,  663 

Rates  controlled  by,  R.  S.  Lovett 670 

Versus  Federal  control  of  rates,  G.  J.  Bradley 1847 

Versus  Interstate  Commerce  Commission,  J.  L.  Bristow 2326, 

2329, 2331,  2338-2343 
State  railroads: 

Acquisition  of,  F.  G.  Newlands 163 

Taxation,  table,  M.  P.  Knowlton 1067 

State  regulation: 

Connection  of,  R.  S.  Lovett 664 

Of  commerce,  F.  G.  Xewlands 516 

Of  corporations,  F.  G.  Newlands 279,  291,  292,  293,  514-515 

Of  costs,  A.  P.  Thorn 176 

Of  grade  crossings,  F.  A.  Jones 1490 

Of  local  matters,  R.  S.  Lovett 756 

Of  railroads— 

W.  J.  Bryan 470,  471 

S.  H.  Cowan 618,  620,  627 

F.  A.  Jones 1362 

R.  S.  Lovett 662,  663,  667,  668 

A.  P.  Ramstedt 614 

Max  Thelen 1383, 1398, 1400 
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State  regulation — Continued. 

Of  rates—  ^ge. 

J.  L.  Bristow 2383-2386 

S.  H.  Cowan 627,  629,  630,  631 

A.  P.  Ramstedt 613 

J.  F.  Shaughnessv 2287 

Max  Thelen 442-445 

A.  P.  Thorn • 176, 177, 188, 199,  200,  201 

Clifford  Thome 459,  462,  463 

Of  stocks  and  bonds,  Julius  Kruttschnitt 974-975 

Of  terminals 1490, 1491 

Stations  required  bv,  Julius  Kruttschnitt 975-978 

Unification  essential,  R.  S.  Lovett 687,  688 

State  taxation: 

Decisions  of  Supreme  Court,  Max  Thelen 1366 

Views  of — 

F.  G.  Newlands 130, 135, 155,  277,  278,  279,  293,  294 

R.  S.  Lovett 709,  710,  711,  712 

Max  Thelen 449-452, 1366 

A.  P.  Thorn 93-94,96,175-176,177,404,405 

State  rights: 

Argument  of — 

M.  P.  Knowlton 1059 

A.  P.  Thorn,  reference  to,  Max  Thelen 533-534 

Attitude  of  Congress  toward,  A.  P.  Thorn 187 

Interstate  and  intrastate  commerce,  A.  P.  Thorn 394-395 

Meaning  of,  A.  P.  Thorn 185-186 

Merging  of  National  and  State  corporations,  F.  G.  Newlands 514-515 

Regulation  of  rates — 

S.  H.  Cowan 20-21 

A.  P.  Thorn 199-200 

Relation  to  the  Constitution— 

W.  C.  Adamson 188, 189, 190 

A.  P.  Thorn 188, 189, 190 

Relation  to  Government  ownership,  A.  P.  Thorn 175 

Relative  to  water  power,  F.  G.  Newlands 503,  504,  505 

Taxation  of  railroads,  A.  P.  Thorn 175-176 

Taxation  on  interstate  commerce,  A.  P.  Thorn 93-94,  96 

Statistics,  collection  of,  Julius  Kruttschnitt 916-917 

Steel: 

Rates  on — 

W.  S.  McCarthy 1629-1630, 1635 

S.  J.  Wetrick 1811,1812 

Steel  cars,  J.  F.  Shaughnessy 2288,  2289,  2296,  2298,  2299 

Steel  rails,  estimate  on,  S.  W.  Brookhart 597 

Stockholders: 

Investments,  returns  on — 

S.  W.  Brookhart 593 

R.  S.  Lovett 686 

Rights  of,  A.  P.  Thorn 172-173, 174 

Value  of  stock,  M.  P.  Knowlton 1061 

Stocks  and  bonds: 

Approval  of  issues,  F.  G.  Newlands 128-129 

California,  supervision  in,  Seth  Mann 1678 

Character  of,  R.  S.  Lovett 702 

Charts  showing  prices  and  yields  on,  S.  W.  Brookhart 590-591,  2189 

Comparison  with  Government  securities,  S.  W.  Brookhart 592 

Conditions  of  ownership,  A.  P.  Thorn 204,  205,  206 

Control  of — 

Max  Thelen 1394, 1395 

A .  P .  Thorn 165 

Covertible,  M.  P.  Knowlton 1050 

Earnings  of  railroads  on  common  stock,  S.  W.  Brookhart 606-610 

English,  W.  M.  Acworth 1126, 1127 

French  system  of  regulation,  \V.  M .  Acworth 1119 
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Stocks  and  bonds — Continued. 

Government  supervision  and  regulation —  Pase- 

C.  D.  Jackson 2156 

A.  P.  Thorn 109 

Increase  in  value,  tables  showing — 

J.  L.  Bristow 2315-2320 

R.  S.  Lovett 682 

Interest  on — 

S.  W.  Brookhart 2191-2196 

Julius  Kruttschnitt 890-891, 970  972 

Issuance  of — 

W.  J.  Bryan 476, 477 

J.  N.  Gillette 1864, 1865 

C.  D.  Jackson 2168-2169 

F.  A.  Jones 1491 

R.  S.  Lovett 663-667,746 

F.  G.  Newlands 161 

F.  Strauss 49 

Max  Thelen 553-554, 1395, 1426 

A.  P.  Thorn 63-69,  355,  356,  358, 398,  399 

Maturing  bonds,  R.  S.  Lovett 660 

Mortgage  on,  R.  S.  Lovett 801,  802 

Mortgage  to  secure  issue  of,  R.  S.  Lovett 884 

New  York,  New  Haven  &  Hartford  Railroad  Co.,  M.  P.  Knowlton 1047 

Ownership,  conditions  of,  R.  S.  Lovett 656 

Rate  making,  in  relation  to,  R.  S.  Lovett 751 

Rates,  not  affected  by,  R-  S.  Lovett 687 

Rights  of  holders,  A.*P.  Thorn 172-173, 174 

Sales  of,  Ju'ius  Kruttschnitt 890-891 

Seaboard  Air  Line  Railway  Co.,  Max  Thelen 436 

Southern  Pacific  Co.,  Julius  Kruttschnitt 890 

State  regulation,  disadvantages  of,  R.  S.  Lovett 664 

Taxation — 

F.  G.  Newlands 177 

A.  P.  Thorn 175-181, 941-942 

Texas,  regulation  of,  R.  S.  Lovett 664 

Under  Federal  corporation,  Max  Thelen 530-531 

Union  Pacific  Railroad,  value  of,  R.  S.  Lovett 700,  701,  702,  704 

See  also  Credit;  Dividends;  Securities. 
Strikes,  railroad: 

Absence  of  law  to  control,  R.  S.  Lovett 675-677 

Conspiracy  to  injure,  R.  S.  Lovett 678,  679,  680 

Control  of,  J.  X.  Gillette 1862-1864 

Effect  of,  R.  S.  Lovett 658 

Internal  arbitration,  W.  M.  Acworth 1143 

Methods  of  settling,  W.  M.  Acworth 1201, 1202, 1203 

See  also  Canadian  industrial  disputes  act. 
Strong,  Benjamin  (governor,  Reserve  Bank  of  New  York),  effect  of  European 

war  on  interest  rates 312-313,  314 

Strong,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138,  264-265 

Taxation  of  railroads,  opinion 304,  451,  452 

Sugar  haul,  American-Hawaiian  lines,  F.  A.  Jones 1472 

Swamp  lands,  reclamation  of,  F.  G.  Newlands 500-502 

Swayne,  Justice: 

Railroad  Company  v.  Peniston,  opinion 137, 138, 264-265 

Taxation  of  railroads,  opinion 304, 451, 452 

Switzerland,  ownership  of  railroads,  W.  M.  Acworth 1110, 1111, 1221-1223 

Sykes,  A.  (Corn  Belt  Meat  Producers'  Association),  mentioned  as  witness ...  20 

T. 
Tables: 

Carload  commodity  rates,  W.  S.  McCrea 1830-1834 

Daily  sales  and  selling  prices  of  Chicago,  Rock  Island  &  Pacific  Railway 

Co 578 

Expenditures  during  Harriman  administration,  R.  S.  Lovett 661 

Financial  conditions  of  railroads,  J.  L.  Bristow 2315-2320 
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Freight  revenue 671 

Gross  and  net  earnings  of  railroads 815 

Operating  revenues,  etc 527 

Percentage  of  changes 528 

Property  investment  account,  R.  S.  Lovett 569,  660 

Railroad  bonds,  increase  in  value,  R.  S.  Lovett 682 

Rates  per  hundredweight 1830 

Securities  owned  by  affiliated  and  otber  companies,  R.  S.  Lovett 871-873 

State  railroads,  taxation  of,  M.  P.  Knowlton 1067 

Taxation: 

Affecting  public  utilities.  Max  Thelen. 1385, 1386, 1387, 1389 

Basis  for  income  tax,  Julius  Kruttschnitt 910, 912-913 

Burdens  of,  R.  S.  Lovett 659 

By  States — 

C.  D.Jackson 2173-2175 

M.  P.  Knowlton 1064, 1065, 1066, 1067 

Julius  Kruttschnitt » 980-981 

R.  S.  Lovett 709-712,  757,  796-798,  800,  801 

F.  G.  Newlands 130, 135, 155,  277,  278,  279,  293,  294 

Max  Thelen 449-452 

A.  P.  Thorn >. 93-94,  96, 175-176, 177,  404,  405 

California,  influence  of  railroad  companies,  E.  P.  E.  Troy 1609-1610 

( Jalifornia  railroads,  E.  P.  E.  Troy 1500-1501 

Conditions  of ,  J.  L.  Bristow 2374-2376 

Constitution  of  United  States,  authority  to  regulate,  R.  S.  Lovett 799,  800,  806 

Franchise  and  physical  property  of  railroads,  Max  Thelen 402, 451 

Increase  in — 

Julius  Kruttschnitt 910, 912,  913 

R.  S.  Lovett 680,  681 

Inequalities  of,  Max  Thelen 1401, 1402 

Mortgage  on  bonds,  R.  S.  Lovett 801.  802 

National  instrumentalities,  F.  G.  Newlands 134-141 

Opinions,  United  States  Supreme  Court — 

Justice  Bradley 451, 452 

Justice  Field. .' 451, 452 

Justice  Hunt 451,  452 

Justice  Strong 451,  452 

Justice  Swayne 451, 452 

Per  mile  of  railroad  line,  chart,  Julius  Kruttschnitt 911 

Present  system,  A.  P.  Thorn 352,  353 

Prussia,  W.  M.  Acworth 1160 

Railroads,  exemption  from,  E.  P.  E.  Troy 1499 

Rates  affected  by,  R.  S.  Lovett 840 

State  railroads,  table,  M.  P.  Knowlton 1067 

States  control  over,  Max  Thelen 1365, 1373 

Stocks  and  bonds — 

F.  G.  Newlands 177 

A.  P.  Thorn 177-181 

System  of,  F.  G.  Newlands 257, 258, 260-269 

Uniform,  advantages  of,  F.  G.  Newlands 281,  282 

Views  of,  F.  A.  Jones 1490 

Taxes: 

Not  paid  by  railroads,  E.  P.  E.  Troy 1619-1620 

Recoverv  of,  bv  railroads,  E.  P.  E.  Troy 1618 

Tehuantepee  Railroad 1472, 1483, 1754 

Telegraph  lines: 

Government  ownership — 

W.  M.  Acworth 1133, 1134, 1243-1250 

R.  S.  Lovett 879 

Telephone  lines: 

Management  of,  in  England,  W.  M.  Acworth 1243-1250 

Monopoly  of,  effect  of,  -E.  P.  E.  Troy 1620 

Tax  on,  in  England,  W.  M.  Acworth 1133, 1134 

Tennessee  Centralllailroad 2076-2080 

Terminal  expense: 

Comparison  of  American  and  German,  S.  W.  Brookhart 603,  611,  2188 

Methods  of  handling,  R.  S.  Lovett 827,  830,  835,  836,  839 
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Terminal  rates:  ^    1>;lec- 

Compensating,  F.  A.  Jones 1471, 1472, 1473 

Readjustment  of,  Percy  Powell 1717, 1719 

Views  of— 

H   F  Bartine    1757, 175S,  1761-1762. 1766, 1772, 1773, 1775 

R.  J.  M.  Fall 1078-1085 

.Max  Thelen 1389, 1391 

S.J.  Wetrick 1815 

Terminals: 

Considered  nationally.  E.  O.  Edgerton 1432 

Facilities  of,  W.  M.  Acworth 1161 

Increasing  value  of,  Max  Thelen 1389 

New  York  Central — 

W.  M .  A  cw<  nth 1179, 1 180 

R.  S.  Lovett 827,  828,  829,  830,  836,  8 17 

Prussian  rates  graded,  W.  M.  Acworth 1198-1199 

Si  .u them  Pacific  Railroad.  R.  S.  Lovett vjs 

State  control  of,  F.  A.  Jones*. 1490, 1491 

Unearned  increment  in,  E.  P.  E.  Troy 1  l"1' 

Texas: 

Franchise  relative  to  tolls,  Max  Thelen HI 

I <awe  relative  to  railroads.  R.  S.  Lovett 800,  801 

Railroad  hauls.  A.  P.  Thorn 340 

Railroads,  private  enterprise,  W.  M .  Acworth 1122 

Railroads  and  corporations — 

T.  W.  Sims 339-341 

A.  P.  Thorn 166-167,  339-341 

J.  F.  Shaughneesy 2262-2268,  2269-2270 

Max  Thelen 443,  1 1 1 

A.  P.  Thorn 201,  340 

Texas  &  Pacific  Railway 2080-2086 

Incorporation,  Max  Thelen 441-444 

Powers  of.  Justice  Brewer's  opinion.  Max  Thelen 445 

Texas,  Industrial  Traffic  League,  opposes  Government  ownership  of  railroads, 

S.  H.  Cowan 19 

Texas  markets  as  distributing  points,  A.  P.  Thorn 201 

Texas  Midland  Railroad,  tentative  valuation,  J.  L.  Bristow 2395 

Texas  Railroad  Commission: 

Stocks  and  bonds,  issuance  of,  R.  S.  Lovett 665,  666,  667 

Securities,  regulation  of,  R.  S.  Lovett 809,  810 

Thelen.  Max  (president  California  Railroad  Commission): 

Testimony 420-156,  527-528, 1365 

Accidents,  Federal  versus  State  investigations 1397, 1399, 1418, 1419 

Argument  of,  A.  P.  Thorn 422,  437,  438, 439 

Atlantic  Coast  Line,  annual  report  in  Financial  Age 436 

Bonds  sold  by  Seaboard  Air  Line  Railway  Co.,  in  Financial  Age 436 

Boston  &  Maine  Railroad,  investigate  mo* 557,  559-560 

California — 

Investments  under  public  regulations 539,  556 

Mileage  construction 539-540,  555 

Percentage  of  intrastate  business 1420 

Public  utilities  and  the  railroads 556-557 

Railroad  commission 536,  538,  539,  540,  545 

Railroad  construction 1409, 1410 

Railroad  systems 533,  540,  541,  546 

Charters,  Federal 1377 

Chicago  &  Alton  Railway,  investigation 549-552 

Clayton  Act 1420, 1421 

Clearances,  importance  of  handling '. . .  1396, 1397 

Congress,  constitutional  power  of,  to  create  railwav  corporations 444 

Credit,  impairment  of,  causes 437,  532,  533,  548,  549,  553,  560,  562,  580 

Duty  of  the  State  commissions  during  and  after  the  war 1927-1936 

Federal  Government — 

Power  to  create  necessary  agencies  and  instrumentalities 440 

Railroads  incorporated  by 440—149 

Should  control  issuance  of  securities 1406, 1411, 1412 
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Thelen,  Max — Continued. 

Federal  incorporation —  Page. 

Affecting  State  regulation 439-442 

Diminishes  powers  of  States 1365 

Legal  power 529 

Necessity  for 532 

Objections  to 1369 

Plan  for 529-532 

"Federal  incorporation  of  railroads  "  (article  in  Utilities  Magazine) 1085-1094 

Federal  railroads,  provisions  for  creation  of 442 

Financial  Age,  quotes  gross  earnings  of  Southern  Pacific 437 

Financial  condition  of  railroads,  impairment  of 422 

Freight  rates,  advisability  of  increasing 1390 

Funkhauser,  stock  and  bond  expert 1420 

Government  ownership  of  railroads  versus  private  operation 1424-1425 

Government  regulation,  provision  for 581 

Grade  crossings,  State  control  advisable 1396, 1397, 1398 

Holding  companies — 

Dangerous 1411, 1412 

Issuance  of  securities  by ." 1412 

Income  of  railroads  available  for  dividends 423 

Interstate   commerce,   rights  of  Government  to  regulate  instrumentali- 
ties of 1371 

Litigation,  danger  of 453^454,  531 

Mentioned  as  witness 14 

Missouri,  Kansas  &  Texas  Railroad,  financing  of 579-580 

National  Association  of  Railway  Commissioners,  purposes  of 421 

National  defense,  power  of  Government  to  control  railroads  for 1370, 1376 

"The  New  England  Investigation" 557 

New  York,  New  Haven  &  Hartford  Railroad,  investigation  of 557-560 

"  Newlands  railroad  investigation  "  (article  in  Utilities  Magazine) 1069-1078 

Norfolk  &  Western  Railroad,  reference  in  Financial  Age 436 

Parcels  post,  transportation 1374 

Police  power  of  the  States 529, 1365, 1373, 1394 

Post  roads,  power  of  Government  over 1370, 1375, 1376 

Postal  regulation 1373 

President  National  Association  of  Railway  Commissioners 420 

Public  utilities — 

Government  ownership  versus  private  ownership 1388 

Successfully  handled  by  States 1400 

Puget  Sound  Railroad  investigation 560 

Quality  and  adequacy  of  service  necessary  for  equipment 454 

Railroads — 

Borrowing  power  of  Government,  effect 1427 

Constructive  work  necessary 1421, 1422 

Derelict  in  supplying  sufficient  cars 422 

Duplication  of  facilities 1378, 1420, 1421 

Facilities  in  general 1398 

Freight  revenue  greater  than  passenger  revenue 1380, 1381, 1382 

Grouping  of 1424, 1426 

National  incorporation,  plan  for,  not  constructive 1394 

National  service  of 1383 

Prosperity 527-528 

Receiving  charters  from  Utah 1405 

Reduction  in  hours  of  service 1428 

Regulation 1378 

Trespassing  on  property  of 1419 

Uncompensated  service 1382 

Rate  regulation — 

By  Congress  through  military  power,  and  post  roads 449 

Congress,  no  power  for,  under  commerce  clause 449 

Intrastate,  States  to  regulate 442 

Rates — 

Affected  by  value  of  terminals 1389, 1391 

Cuts  by  the  States 534-535 

Fixing  of 443, 1410 

Increase  in 1382 
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Thelen,  Max — Continued. 

Rates— Continued.  PaSe- 

Inequality  of 1422, 1423, 1424 

Interstate  Commerce  Commission  to  fix 1421 

Intrastate 1369 

Nondiscriminating 1 379, 1380 

Power  of  Congress  to  fix 1367, 1368, 1370 

State  and  interstate,  difference  between 1403, 1404 

State  and  interstate,  Government  control 443 

Structure  different  in  States 1411 

System  reasonably  satisfactory 1407 

Texas,  National  Government  control  of 443,  444 

Receiverships- 
Appointments  to 1417, 1418 

California  commission's  report 1417 

Constructive  plan  for 1415 

Interstate  Commerce  Commission,  proper  tribunal  for 1417. 1418 

Railroad  officials  acting 1416 

Railroads  in  hands  of 1414 

Railroads  not  protected  by  Federal  charter 1414 

Regional  commissions  and  commissioners 546-548 

Remarks 25-26,  2168,  2170,  2171 

Safetv— 

Legislation  for 1397, 1398 

Provisions  for  eliminating  danger 454,  455 

St.  Paul  Railroad,  investigation  of  accounts 560-561 

San  Pedro,  Los  Angeles  &  Salt  Lake  Railway,  condition  of 543 

Santa  Fe  Railroad,  financial  condition 542-543 

Securities — 

Issuance  of — 

Risjht  of  National  Government 452,  453,  454 

State  regulations 535, 1391 

"Seven  Cases  of  Eckman's  Alternative " 529 

Sherman  Antitrust  Act 1420, 1421 

Smvth  v.  Ames  case,  Supreme  Courl  decision 446 

Southern  Pacific  Railroad 540-541,  542,  545, 1405 

State  commissions 

Attitude  of  railroads  toward 546 

Control  of  local  conditions 1401 

Criticism  and  work  of 536-539 

State  regulation  of  minor  facilities 1398, 1400 

State  regulation  of  railroads 1383 

State  taxation,  decisions  of  United  States  Supreme  Court  relative  to 1366 

State's  rights,  argument  of  A.  P.  Thom 533,  534 

Statement  of,  remarks  on,  by  Julius  Kruttschnitt 943-947 

Stocks  and  bonds — 

Control  of 1394, 1395 

Federal  control  of 1426 

Regulation  by  Federal  Government 1395 

Under  Federal  corporation 530-531 

Table  showing  reserves,  incomes,  and  dividends 527 

Taxation — 

As  affecting  public  utilities 1385, 1386, 1387, 1389 

Inequalities  of 1401, 1402 

Of  franchise  and  physical  propertv  of  railroads 451,  452 

Power  of  the  States 449-452, 1365, 1373 

Terminals,  increasing  value  of 1389, 1391 

Texas  &  Pacific  Railway  Co 441-445 

Texas  franchise  relative  to  tolls 444 

Transcontinental  rates,  report 1512-1567 

Transportation  of  mail 1374, 1377 

Unearned  increment  of  land 1389, 1390 

Wages,  Federal  regulation  of 1399 

Western  Pacific  Railway — 

History  of 543-544 

Issuance  of  stocks 556 
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Thorn,  Alfred  P.  (counsel,  railroad  executives'  committee,  Washington,  D.  C):        Pa&e- 

Testimony 28-35, 

40-70,  71-92,  93-115,  117-197, 199-247,  308-347,  349-383,  385-418 

Arbitration,  remarks  on 190 

Argument  as  presented  by  Max  Thelen 422,  437,  438,  439 

Average  movement  of  freight  cars 242 

Baltimore  &  Ohio  Railroad,  service  of 327,  328 

Bondholders,  rights  of 173, 174 

Capital  required 244,  245 

Car  shortage,  fines  for 78 

Charters — 

Federal 194, 195. 196 

Grants  from  adjoining  States 166 

State,  amendment  by  Congress 99-102 

State  limitations 172 

Commerce,  national  regulation 176 

Congress,  powers  to  regulate  property 174-175 

Constitution  and  its  bearing  on  Government  regulation 96-97 

Consolidation  of  lines 192, 193, 195 

Corporations — 

Creation  of 172 

Pennsylvania  Railroad 166 

Texas 166-167 

Virginia 168 

Credits — 

Decline  in 213,  214,  218 

Present  conditions 63-69 

Rights  of 172-173, 174 

Dividends,  railroad 180-181,  343,  344,  346,  393 

Electric  railways,  development  of 417,  418 

Equipment,  State  control 176 

European  war- 
Effect  on  American  securities 182 

Stimulant  to  commerce : 364 

Federal  charter  not  to  affect  bonded  indebtedness 398,  399 

Federal  control  of  interstate  carriers,  favors 83 

Federal  Government  powerful  in  respect  to  manning  of  trains 414 

Federal  incorporation  of  railroads — 

Approval  of 365 

In  relation  to  Government  ownership 179 

Outlines  plan  for 98-103,  206,  207 

Power  of  Congress 173 

Strengthens  credit 231 

Views  of  railroad  management 169-171 

See  also  Government  ownership. 

Federal  railroad  commission,  necessity  for  and  duties  of 104-105 

Financing  of  railroads 72-74,  355,  356 

Franchises  of  railroads 165-166, 174-175,  401,  402 

"Full-crew  law,"  objections  to 203 

Government  ownership — ■ 

Effect  on  the  States 175 

Effect  on  transportation 239 

Opposition  to 212 

Railroad  view  of 180,.  330,  331 

Relation  to  national  defense 315,  316, 317 

Government  regulation- 
Review  of  facts  relative  to 54-57 

System  for 170-171 

Ilauls  in  Texas 340 

Holding  companies,  requirements  under  national  law 175 

Interrogation  of — 

Julius  Kruttschnitt 908,  910,  971,  979, 1020, 1029, 1035, 1042-1044 

Seth  Mann 1662 

Interstate  and  intrastate  traffic 338,  339,  350-351 

Interstate  Commerce  Commission — 

Charter  from,  necessary  for  Federal  incorporation  of  railroads 326,  327 

Duties  to  be  lightened  by  regional  commissions 407,  408 

Net  incomes  reported  to 372,  379,  385,  386 
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Thorn,  Alfred  P.— Continued. 

Interstate  Commerce  Commission — Continued.  Page. 

Powers  and  duties 104-111.  207,  355 

Regulation  of  rates  to  protect  future  of  railroads 387 

Relation  to  rate  regulation 373,  374 

Reorganization 104-105.  208,  209 

Subject  to  Congress 389,  390 

Kansas,  discrimination  in  passenger  fares 85-86 

Letter  and  questions  submitted  to  bankers  and  publicists 40-48 

Litigation  in  Federal  and  State  courts 352 

Louisville  &  Nashville  Railroad,  claim  against 173 

Member  of  law  committee 412 

Mileage,  New  York  Central 93-94 

Minimum  rate,  protection  to  water  transportation 410 

Mobilization,  preparation  for 1042, 1043 

National  corporations  to  own  physical  property 172 

New  York,  New  Haven  &  Hartford  Railroad — 

Impairment  of  credit,  cause 218,  219 

Securities,  insurance  of 80 

Organization  of  railroad  systems 165-169 

Pennsylvania  Railroad  corporations 166 

Police  powers — 

Control  of  Congress  over 184, 185 

Effect  on  grade  crossings 175, 176 

Of  the  State •. 175, 176 

Politics,  influence  on  railroads 220,  221,  222 

Private  ownership  of  railroads 310-311,  312.  319.  330.  331 

Railroad  building,  conditions  of 60-61,  369,  370 

Railroad  efficiency. 1042, 1043 

Railroad  facilities  improved 371 

Railroad  management,  public  distrustful 215,  216,  218 

Railroad  officials,  salaries  of 361,  362 

Railroad  regulation 54-57,  76-91, 166, 168,  214-216,  333-336 

See  also  Government  regulation. 

Railroad  systems 169-170 

Rate  regulation— 

By  National  Government  and  the  State 77-98, 176, 177, 188, 199-201 

Lowering  of,  effect 359-360 

Power  of  Congress 230,  231 

Rates — ■ 

Adjustment 107 

Confiscatory,  definition 367 

Difference  in  intrastate 405,  406 

Fixing  of 399 

For  United  States  mail 109 

Joint,  agreement  upon 110-111 

Lowering  of 359-360 

Minimum,  protection  to  water  transportation 410 

Power  of  Interstate  Commerce  Commission 106-110, 

170,  232. 233,  234, 373-377 

Reasonable 321-325,  375-377,  389-392.  400 

Suspension  of 108-109 

Texas 201,  340 

Ultimate  criterion  of  value 399 

Reconstruction  period,  relation  of  State  and  Nation 189 

Regional  commissioners — 

Appointment  and  duties 104. 105, 106,  231,  232 

Distribution 183 

Necessity  for 210,  211, 353, 354 

Practical  plan  for 406,  407,  408 

Remarks 35-36,  39, 

655,  665,  679,  697,  759.  764,  772,  823,  824,  832,  833.  879,  883.  884, 
886,  887,  1059,  1101,  1103,  1185,  1189,  1210,  1368,  1374,  1383, 
1390, 1403,  1404,  1408, 1412, 1475,  1492, 1501,  1570,  1773,  1857 
Securities — 

Federal  control 190, 191, 192 

Fluctuations 357 

National  regulation 98-99 
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Thorn,  Alfred  P.— Continued. 

Securities — Continued.  Page- 

Not  proper  investments 368,  369 

Safety  of  investments 318 

Sherman  Antitrust  Act  not  beneficial 217 

Shreveport  case 83-84, 199,  200 

Southern  Railway — 

Corporations 172 

Franchise 402 

Operation  in  various  States 168, 169 

Policy  of  improving  lines 194 

Preferred  stock 223 

Speculative  element 952 

Speed  of  trains 351 

State  control  of  costs 176 

State  laws,  power  of  Congress  to  repeal 414 

State  legislation,  effect  on  railroads 202,  203 

State's  rights — 

Attitude  of  Congress _ 187 

Disappearance  under  Government  ownership 335 

Meaning  of 185, 186 

Relation  to  Government  ownership 175 

Relation  to  the  Constitution ._ 188, 189, 190 

Relative  to  interstate  and  intrastate  business 394-395 

Stockholders,  rights  of • .  ~ 172-173, 174 

Stocks  and  bonds — 

Conditions  of  ownership 204,  205,  206 

Control  of 165 

Government  supervision 109 

Issuance  of,  for  financing  railroads 63-69,  355,  356 

Rights  of  holders 173-174 

Taxation 175-181,  941-942 

Value  when  issued 398,  399 

Taxation — 

On  interstate  commerce  by  the  States . 93-94,  96 

Power  of 404-405 

Present  system 352,  353 

State,  burdens  of 177 

State's  rights 175-176 

Stocks  and  bonds 175-181 

Texas  markets  as  distributing  points 201 

Total  net  incomes  of  railroads  reporting  to  Interstate  Commerce  Com- 
mission    385,  386 

Tracks,  double,  necessity  for 243,  244 

Traffic  divisions,  classification 182-183 

Traffic  managers,  necessitv  of  bringing  together 218 

Transportation  facilities 58-59,  61-62, 108, 169,  363, 393,  623,  624,  627 

Virginia,  railroad  systems  incorporated  in 172 

Yards,  need  of  extension 243 

Thompson,  Judge  Owen  P.   (Public  Utilities  Commission  of  Illinois),  men- 
tioned as  witness 25,  421 

Thompson  v.  Pacific  Railroad,  opinion 137, 140,  263-264 

Thome,  Dr.  Clifford  (chairman,  State  Board  of  Railroad  Commissioners  of 
Iowa) : 
Address  before  National  Association  Railway  Commissioners,  October 

12,  1915 457-465 

"The  Great  American  experiment " 460 

Minnesota  Rate  case.  Supreme  Court  decision  on 458,  459 

National  Government — 

Cemented  by  Cbief  Justice  Marshall 459,  463 

Functions  of 461 

Rates,  State  regulation 459,  462,  463 

State  Government,  functions  of 461,  462,  463 

Tipton,  *T.  C,  letter  from  relative  to  reciprocal  demurrage 1041 

Toledo,  St.  Louis  &  Western  Railroad 2088-2092 

Tolls,  Texas  franchise  relative  to,  Max  Thelen _ 444 

Tomlinson,  T.  W.  (secretary.  National  Live  Stock  Association),  mentioned  as 

witness 20 
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Tonnage:  Pago- 
Method  of  determining,  Seth  Mann 1702-1705 

Rail  versus  ship,  S.  J.  Wetrick 1811-1818 

Townsend,  Charles  E.  (Senator  from  Michigan): 
Interrogation  of — 

W.  M.  Acworth 1192-1195 

J.  L.  Bristow 2319,  2320,  2322,  2235,  2339,  2341,  2344 

Julius  Kruttsehnitt 904, 

909,  912,  917,  933,  947-963,  991, 1011. 1029, 1036,  1037 

R.  S.  Lovett -. 665,  6S0,  686,  770,  875,  876,  880 

Townsend,  J.  H.  (Southern  Hardware  Traffic  Association),  remarks  relative 

to  testimony 24 

Traffic  divisions: 

Classification  of,  A.  P.  Thorn 182-183 

Eastern  and  western,  F.  A.  Jones 1479, 1480, 1483 

State  and  interstate,  R.  S.  Lovett 715 

Traffic  managers,  necessity  of  bringing  together,  A.  P.  Thorn 218 

Trainloads: 

Limits  of,  Julius  Kruttsehnitt 961 

See  also  Overloading  of  trains. 

Transcontinental  carriers,  Seth  Mann 1676, 1684, 1688 

Transcontinental  rates.     See  Rates,  railroad. 
Transportation : 

Canada,  report  of  Royal  Commission 1263-1360 

President  Wilson's  message 3 

Transportation  companies,  cooperation  with  the  Government,  Julius  Krutt- 
sehnitt   934-935 

Transportation  facilities: 
Views  of — 

S.  H.  Cowan 621,  633,  634,  639 

Julius  Kruttsehnitt 936 

R.  S.  Lovett 681,  682,  685,  838,  839,  846,  855 

A.  P.  Thorn .--.---.-•  58~59>  61-62>  108>  169,  263,  393,  623,  624, 627 

Transportation  of  troops.     See  Mobilization. 

Trespassing  on  railroads,  accidents  and  fatalities,  Julius  Kruttsehnitt 1016-1020 

Trinity  &  Brazos  Valley  Railroad 2086-2088 

Financial  transactions 571-572, 575 

Trov,  Eduard  P.  E.  (Public  Ownership  Association,  San  Francisco,  Cal.): 

'  Testimony 1364,  1495-1502, 1605-1621 

California  railroads,  taxation 1500-1501 

Government  ownership  of  railroads — 

Advantages  of 1619 

Need  in  California 1606, 1608-1613 

Interstate  Commerce  Commission,  rate  increases 1613, 1614, 1615 

Politics,  influence  of  railroad  companies  in 1610 

Public  utilities,  Government  ownership  of,  views  on 1606-1607 

Railroads — 

.     Advertising 1498-1499 

Exemption  from  taxation 1499 

National  incorporations 1495, 1496 

Private  ownership  of 1605-1606, 1607, 1618 

Profits 1607-1608, 1612, 1613 

Valuation . 1496, 1497 

Southern  Pacific  Railroad — 

Influence  of 1607-1608, 1617 

Profits 1607, 1612, 1613 

Separation  from  Central  Pacific  Railroad 1611-1612 

Taxation  in  California,  influence  of  railroad  companies  relative  to 1609-1610 

Not  paid  by  railroads 1619-1620 

Recovery  of,  by  railroads 1618 

Terminals,  unearned  increment 1499 

Trumbull,  Frank  (chairman  railroad  executives'  committee): 

Introduction  of,  W.  M.  Acworth 1101, 1102 

References  to 28,  759,  760 

Turnpike  case.     Sec  Covington  &  Lexington  Turnpike  Co. 
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U. 

Underwood,   F.    D.   (Erie  Railroad  Co.),   member  of  railroad  executives'        ^age- 
committee 28 

Underwood,  Hon.  Oscar  W.  (Senator  from  Alabama): 
Interrogation  of — 

Max  Thelen 466, 554-555 

A.  P.  Thorn. * 234,  243,  350, 419, 420 

Member  of  committee 4 

Remarks  relative  to  testimony 13-14, 54 

Union  Pacific  Railway: 

Cars  loaded  with  food  products,  R.  S.  Lovett 774 

Club  houses,  R.  S.  Lovett 851 

Corporation  formed  by  act  of  Congress,  Max  Thelen 441,  446, 447 

Corporations  owning,  R.  S.  Lovett 656 

Credit,  stability  of,  R.  S.  Lovett 658 

I Hvidends,  R.  S.  Lovett. . . -.--.----: 782,  818 

Expenditures  during  Harriman  administration,  tables,  R.  S.  Lovett. . . .  661 

Income  available  for  dividends,  Max  Thelen 423 

Map  of,  R.  S.  Lovett 656 

Net  operating  revenue,  J.  L.  Bristow 2398 

Operation  under  Utah  State  charter,  R.  S.  Lovett 700,  701,  704 

Physical  properties,  R.  S.  Lovett 709 

Stock  ownership  in  Los  Angeles  &  Salt  Lake  Railroad  Co.,  R.  S.  Lovett.  656 

Stocks  and  bonds,  value  of,  R.  S.  Lovett 700,  701,  702,  704 

Taxation  burdensome,  R  S .  Lovett 709 

Terminals,  R.  S.  Lovett 828 

See  also  Railroad  Company  v.  Peniston. 

Union  Pacific  system,  map 826 

United  States,  railroads  in,  W.  M.  Acworth 1122, 1125, 1167-1170, 1181 

United  States  Board  of  Mediation  and  Conciliation,  service  of,  Julius  Krutt- 
echnitt 939,  948 

Utah: 

Railroad  commission,  none  in,  R.  S.  Lovett 658 

Railroad  rates,  W.  S.  McCarthy 1624-1633, 1640, 1641 

Railroads  receiving  charter,  Max  Thelen 1405 

Union  Pacific  Railroad,  operation  of,  under  State  charter,  R.  S.  Lovett.         700, 

701,  704 
V. 

Valuation  of  railroads: 

Concealing  of,  E.  P.  E.  Troy 1496, 1497 

Interest  received  on  valuations,  F.  G.  Newlands 254, 255 

Minnesota,  I.  B.  Mills 2238,  2240 

Necessity  for — 

J.  L.  Bristow 2395 

W.  J.  Bryan 477,  478 

C.  E.  Elmquist 2247-2252 

Van  Allen  v.  The  Assessors,  opinion 141,  268 

Van  Brocklin  v.  State  of  Tennessee,  opinion,  Justice  Gray 139, 266 

Virginia: 

Franchise  to  Southern  Railway  Co.,  taxation  of,  A.  P.  Thorn 402 

Incorporation  of  railroads,  A.  P.  Thorn 168, 172 

Stocks  and  bonds,  taxation,  A.  P.  Thorn 178-179 

W. 

Wabash  case,  reference  to,  A.  P.  Thorn 401 

Wabash-Pittsbureh  Terminal  Railway 2092-2099 

Wabash  Railroad 2099-2109 

Wade,  H.  M.  (commerce  counsel  for  the  Oakland  Chamber  of  Commerce): 

Testimony 1645-1658 

California,  fruit  shipments 1658 

Cost  of  service 1656 

Fourth-section  amendment 1647 

Interstate  Commerce  Commission,  rate  adjustment 1645-1647 

Rates — 

Intcrmountain  region,  adjustment 1651, 1652 

Iron  and  steel 1648-1649 

Pacific  coast  and  interior,  discussion. . .  1647-1648, 1652, 1654, 1655, 1656, 1657 
Water  lines 1655, 1657 
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Wages:  Page. 

Adamson  eight-hour  law,  effect  of,  R.  S.  Lovett 839 

Comparison  of  American  and  German,  S.  W.  Brookhart 601-602,  603 

Electric  railroads,  Julius  Kruttschnitt 1010 

Federal  regulation  of,  Max  Thelen 1399 

Fixing  of,  R.  S.  Lovett 729,  730 

Increase  in,  R.  S.  Lovett t 823, 878 

Laws  relative  to,  Julius  Kruttschnitt 938 

Sherman  Act,  application  of,  R.  S.  Lovett 676 

See  also  Salaries. 

Wall  Street,  dividends,  system  of  distributing  earnings,  R.  S.  Lovett 782 

Wall  Street  Journal,  editorial  on  enlarging  Interstate  Commerce  Commission. .  900 

Walters,  H.  (Atlantic  Coast  Line),  member  of  railroad  executives'  committee.  28 

War.    See  European  war. 

War  revenue  tax,  effect  on  rates,  Percy  Powell 1728 

Water  power,  Government  rights  relative  to,  F.  G.  Newlands 503-510 

Water  tonnage,  amount  of,  H.  F.  Bartine 1 753, 1754, 1755, 1756 

Water  transportation: 

Coordination  with  rail  transportation — 

W.  M.  Acworth 1157, 11)58 

E.  O.  Edgerton 1446 

F.  G.  Newlands 513-514, 525 

Rates — 

E.  O.  Edgerton 1447 

H.  M.  Wade 1655, 1657 

Versus  rail — 

H.  F.  Bartine 1753, 1754-1755, 1756-1757, 1758, 1759, 

1761, 1766, 1773, 1774, 1787, 1788, 1789, 1792, 1793, 1794, 1795, 1796 
J.  L.  Bristow 2357,  2358,  2359-2360,  2380-2381 

E.  O.  Edgerton 1446 

W.  .M.  Gardiner 1503, 1504, 1509, 1510, 1589, 1593, 1598, 1599, 1600 

Isadore  Jacobs 1867 

F.  A.  Jones 1472, 1473,  1474, 1475, 1476, 1477, 1479,  1486 

Seth  Mann 1660-1661, 

1668, 1671, 1673-1677, 1684, 1685, 1687, 1707-1708, 1711-1712, 1713, 1714 

Percy  Powell 1720, 1721, 1731-1736, 1737, 1740-1741, 1748-1749, 1750 

J.  F.  Shaughnessy 2257, 

2259,  2270-2275,  2289-2290,  2293,  2294,  2295, 2296, 2297 

S.  J.  Wetrick 1798-1799, 1800-1801, 

1803, 1807, 1809, 1810, 1813, 1815, 1816, 1818, 1821, 1822, 1824-1825, 1826 
See  also  Inland  waterways. 

Waterway  systems,  map  of,  F.  G.  Newlands 657 

Western  Advance  Rate  case: 
References  to — 

J.  L.  Bristow 2338, 2341,  2342 

S.  W.  Brookhart 589,  593,  609 

Work  of  State  commissions,  C.  E.  Elmquist 2244, 2248 

Western  classification  committee,  standard  description,  C.  E.  Elmquist 2242 

Western  Maryland  Railway 2109-2113 

Western  of  France  Railroad,  nationalization  of,  W.  M.  Acworth..  1117, 1118, 1119, 1120 

Western  Pacific  Railway 2113-2127 

History  of,  Max  Thelen 543-544 

Stocks,  issuance  of,  Max  Thelen 556 

Wetrick,  S.  J.  (attorney,  Seattle  Chamber  of  Commerce): 

Testimony 1798-1826 

Fourth-section  clause 1822, 1823 

Freight  transportation 1804 

Government  operation  of  steamships 1802 

Interstate  Commerce  Commission's  decisions 1801, 1802 

Long-and-short  haul,  economic  principles 1802, 1803, 1804 

Panama  Canal — 

Benefits  from 1812 

Rates 1802, 1810, 1819 

Tonnage  through 1810 


INDEX  TO   APPENDIX.  LXI 

Wetrick,  S.  J.— Continued. 

Rates—  Page- 
Advance  in 1800, 1802 

Coast  and  intermediate 1823-1824 

Discriminating 1807, 1820, 1822 

Equalizing.  . . 1800, 1815, 1816 

I  [igher 1816-1817 

Leveling  of 1807 

Long-and-short  haul 1802-1803, 1804,  1805 

Reasonable 1825 

Remunerative 1804 

Spokane  versus  Seattle 1813 

Structural  iron  and  steel 1811,1812 

Terminal 1815, 1817 

Transcontinental 1798, 1811-1812, 1819 

Tonnage,  rail  versus  ship 1811, 1818 

Water  versus  rail  competition 1798-1799, 1 800-1801, 

1803, 1807, 1809. 1810.  1813, 1815, 1816, 1818, 1821, 1822, 1824-1825,  1826 

Wheeling  &  Lake  Erie  Railroad 2127-2138 

White,  Chief  Justice,  Northern  Securities  case,  opinion 1052, 1053 

Wilcox  v.  C<  msolidated  Gas  Co. .  reference  to,  J.  J.  Esch 401 

Willard,  Daniel  (Baltimore  &  Ghio  Railroad): 

Average  movement  of  freight  cars 308 

Letter  quoted,  A.  P.  Thorn 242,243 

Member  of  railroad  executives'  committee 28 

Wilson,  Woodrow  (President): 

Indorsed  by  Central  States  Conference  Rail  and  Water  Transportation..  780 

Message  on  railroad  regulation 3.  225-226 

Winship,  Glen  B.,  solution  of  railroad  problems 2309-2313 

Wisconsin : 

Exercise  of  courts  over  rate  cases,  C.  D.  Jackson 2171-2172 

Operating  revenues  and  expenses,  table  of,  C  D.  Jackson 2152 

Public  utilities,  C.  D.  Jackson 2156-2157 

Rates,  scale  of  distances,  C.  D.  Jackson 2155 

Stocks  and  bonds,  regulation,  C.  D.  Jackson 2156 

Water  powers,  C.  D.  Jackson. 2156,  2172-2173 

Wisconsin  Railroad  Commission,  history  and  work  of,  C.  D.  Jackson 2143-2147, 

2149,  2153,  2154,  2156,  2157,  2158,  2159, 2161, 2184 

Wyman,  Econom  ic  Principles  Affecting  Rate  Making 1804, 1805 

Wyoming,  rates  excessive,  S.  H.  Cowan 626 

Y. 

Yale  Law  Journal,  article  by  Mr.  Cook,  Max  Thelen 1371, 1372 

Yates,  Richard  (State  railroad  commission  of  Illinois),  remarks  relative  to 

testimony 26 
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